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GENERAL REVENUE REVISION 
(Proposals Concerning Small Business) 





TUESDAY, JANUARY 7, 1958 


Houser or REPRESENTATIVES, 
CommiTree on Ways AND Mzans, 
Washington, D. C. 


The committee met at 10 a. m., pursuant to notice, in the hearing 
room of the Committee on Ways and Means, House Office Building, 
Hon, Wilbur D. Mills (acting chairman of the committee) presiding. 

Mr, Miits. The committee will please come to order, 

The committee begins this series of hearings this morning with 
sadness in the hearts of each member and with a deep sense of loss, 
In this connection, the Chair would like for the clerk to read a resolu- 
tion which the committee has this morning unanimously adopted. 

Mr. Leo H. Irwin (clerk of the committee). The following is the 
resolution : 


Whereas the Honorable Jere Cooper, of Dyersburg, Tenn., Representative of 
the Eighth Congressional District of Tennessee, served with eminent distinction 
and great patriotism as a Member of the United States House of Representatives 
continuously since March 1929, as a member of the House Committee on Ways 
and Means continuously since July 1932, in addition to other important capacities, 
and as the chairman of said House Committee on Ways and Means continuously 
since January 1955; and 

Whereas the Honorable Jere Cooper served his nation with valor in time 
of war as a commissioned officer in the American Expeditionary Forces, par- 
ticipating with great bravery in engagements with the enemy in France and 
Belgium ; and 

Whereas in both peace and war the Honorable Jere Cooper acquitted his 
duties and responsibilities to the citizens of his State of Tennessee and to the 
citizens of his Nation with statesmanship, courage, wisdom, and foresight so as 
to render his public service an inspiring example to his colleagues in the United 
States Congress, to his countrymen, and to the causes of peace and freedom 
in behalf of all men: Therefore be it 

Resolved by the membership of the House Committee on Ways and Means 
assembled, That said committee membership express its profound sorrow over 
the untimely passing of their beloved chairman on December 18, 1957, and that 
the Committee on Ways and Means when it adjourn today shall adjourn in 
reverence to his memory; and be it further 

Resolved by the membership of the House Committee on Ways and Means 
assembled, That a copy of this aforestated resolution be sent to the beloved 
family of our late distinguished colleague and chairman, the Honorable Jere 
Cooper of Dyersburg, Tenn. 

Approved and adopted this 7th day of January 1958 by the unanimous vote 
of the membership of the House Committee on Ways and Means. 

Attest: . 

Wirevr D, Mrs, 
Member of Congress. 
Daniet A. REED, 
Member of Congress. 
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2 GENERAL REVENUE REVISION 


Mr. Mus. In announcing the general revenue-revision hearin, 
which we begin today, the late chairman of this committee, t 
Honorable Jere Cooper, stated : 

The hearings will be conducted for the purpose of reexamining the basic 
policies underlying our tax laws. They will be utilized as a source of informa- 
tion which will guide the Committee on Ways and Means in formulating 
proposals looking toward revisions of our internal-revenue laws in order to 
obtain a revenue system which is fair, equitable, neutral in impact between 
dollars of income from similar sources, responsive to changes in economic con- 
ditions, and capable of compliance and administration with a minimum of tax- 
payer and governmental effort, and which will at the same time produce the 
needed revenues for the Government. 

Beginning these hearings as we do, confronted with the harsh 
realities of Soviet technological and scientific advances, we are all, 
I am sure, aware that perhaps the most important weapon in the 
arsenal of freedom is found in our Federal internal-revenue system. 

Our tax system provides the funds not only for the shield of 
defense but for the sword of retaliatory power which protects the 
free world. To assure the continued stictivenes of our tax system 
and to maintain the continued confidence of our people in it, we must 
see to it that the objectives outlined by the late chairman for these 
hearings are steatined. They are objectives which require continuin 
study and effort not only from the tax committees of Congress and 
the executive department but the interested public as well. I am 
sure that we will receive a great fund of information from the wit- 
nesses appearing here, which can lead to revision of our tax laws 
to the ultimate benefit of all of our people. 

Without objection, there will be inserted in the record at this point 
the following material: The press release issued by the late chairman 
on September 11 relative to these hearings; the letter of the late chair- 
man to the President of February 22, 1957, asking for specific in- 
formation on the President’s satan tated proposals; the interim 
reply of Mr. I. Jack Martin of February 25, 1957; and the letter of 
the President in reply to the chairman’s request for information on 
small business of July 15, 1957. 

Without objection, there will also be inserted in the record at this 
pews a copy of H. R. 5735, introduced by the Honorable Thomas B. 

urtis of Missouri on March 7, 1957. 

Is there objection ? 

The Chair hears none. 

(The information referred to follows :) 


{For release Wednesday a. m. papers, September 11, 1957] 


CHAIRMAN JERE COOPER OF THE COMMITTEE ON WAYS AND MEANS RELEASES A 
FuRTHER ANNOUNCEMENT RELATIVE TO THE GENERAL TAX REVISION HEARINGS 
ScHEDULED To Brecin JaNuary 7, 1958 


Chairman Jere Cooper (Democrat, Tennessee), Committee on Ways and Means, 
today issued a further announcement relative to the general tax revision hearings 
which were first announced August 9, 1957, and which are to begin January 7, 
1958. The chairman’s further statement relates to the purpose, length, and 
scope of the hearings. 

Chairman Cooper stated that the hearings will be conducted for the purpose 
of reexamining the basic policies underlying our tax laws, and will be utilized 
as a source of information which will guide the Committee on Ways and Means 
in formulating proposals looking toward revisions of our internal-revenue laws 
in order to obtain a revenue system which is fair, equitable, neutral in impact 
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between similar dollars of income, responsive to changes in economic conditions, 
and capable of compliance and administration with a minimum of taxpayer and 
governmental effort, and which will at the same time produce the needed revenues 
for the Government. 

The chairman emphasized that “The burden of taxation on our citizens is 
heavy. It it my hope that some relief from these burdens can be achieved next 
year as a result of our hearings and study.” Chairman Cooper added that relief 
from our present burdensome taxes can be achieved by two methods: by re- 
ducing governmental expenditures through the elimination of nonessential and 
wasteful outlays, and by spreading the burden of taxes equitably and fairly 
among the various groups of the taxpaying public. Representative Cooper 
emphasized that in accomplishing these results the committee and the Congress 
must be ever mindful to preserve the fiscal integrity of the Government and to 
provide adequately for our national security. 

Chairman Cooper’s full statement follows: 

“Due to the extremely limited time available, the hearings which begin Jan- 
uary 7, 1958, will have to be concluded by February 7, 1958. 

“The hearings will be conducted for the purpose of reexamining the basic 
policies underlying our tax laws. They will be utilized as a source of informa- 
tion which will guide the Committee on Ways and Means in formulating pro- 
posals looking toward revisions of our internal-revenue laws in order to obtain 
a revenue system which is fair, equitable, neutral in impact between dollars of 
income from similar sources, responsive to changes in economic conditions, and 
eapable of compliance and administration with a minimum of taxpayer and 
governmental effort, and which will at the same time produce the needed revenues 
for the Government. These are objectives which we must continually strive to 
achieve. They require continuing study and effort. 

“There have been iucreasing criticisms of our Federal revenue system in the 
last few years. These criticisms relate to the high level of rates, the effects 
of Our tax structure on individual and business incentives and decisions, the 
complexities of the tax laws, and the distribution of the tax burdens between 
various segments of the taxpaying public. 

“The main volume of the individual income tax. comes from the low and 
middle income groups. These groups, because they are primarily recipients 
of earned income, cannot avail themselves of preferential rates and tax dif- 
ferentials which are available to many of the recipients of other types of 
income. This has resulted from the narrowing of the dollar base of our tax 
system through exceptions and differentials to the point where the rate sched- 
ules no longer are meaningful. This causes some to raise the question as to the 
fairness and equity of our present tax system which we intend to explore. 

“The burden of taxation on our citizens is heavy. It is my hope that some 
relief from these burdens can be achieved next year as a result of our hearings 
and study. The combined impact of the individual income tax, the corporate 
income tax, and the various Federal excise taxes are so great that we are now 
in the 7th year in which total Federal tax collections have accounted for more 
than one-fifth of our gross national product. Further, this session of Congress 
has witnessed the largest Presidential budget in peacetime history. 

“Relief from our present burdensome taxes can be achieved by reducing 
governmental expenditures through the elimination of nonessential and wasteful 
outlays and by spreading the burden of taxation equitably and fairly among the 
various groups of the taxpaying public. In accomplishing these results we must 
be ever mindful to preserve the fiscal integrity of the Government and our free 
enterprise system and to provide adequately for our national security. 

“It is highly important that the Congress periodically review the operation 
of our tax system and the relative tax burdens imposed on our citizens. This 
permits a reexumination of tax preferences and differentials in our revenue 
laws to determine if the facts warrant their continuation. The Congress has 
a duty to the taxpaying public to give it every assurance that all bear their 
fair burden of necessary taxation. This is given point by the fact that our 
Federal tax system is a self-assessing system. The forthcoming hearings will 
permit the Committee on Ways and Means to reevaluate the equity and fairness 
of our tax system. 

“There are now pending before the Committee on Ways and Means just 
under 1,000 bills relating to taxes. These bills are a manifestation of the 
proposals and recommendations of interested taxpayers for revision of our 
internal revenue laws. Among the many subjects in which there is current 
taxpayer interest are the following: Tax burdens under the present rate struc- 
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ture—including exemptions, treatment of earned and investment income, treat- 
ment of business expenses, treatment of retirement income and. annuities, tax 
problems of farmers, treatment of the physically handicapped, the current 
tax payment system—including declarations of estimated tax, tax treatméht 
of capital gains and income treated as capital gains, depreciation methods, 
treatment of natural resources, treatment of organizations and groups which 
compute their taxuble income on a different basis from ordinary taxpayers, net 
operating loss deductions, treatment of income from foreign sources, treatment 
of small aud new businesses, the policy of the estate and gift taxes, ete. In 
addition, there is considerable interest in reexamining the policy questions 
relative to methods of reporting income for tax purposes and the treatment of 
Federal tax liens. 

“It is my hope that the committee will receive testimony on these various 
subjects of current interest. I have listed these merely as illustrative of the 
problems which are currently of concern to taxpayers. The list is not intended 
to be exhaustive of the various proposals and problems which involve the, matter 
of tax policy on which it is hoped the committee will receive testimony’in the 
hearings beginning January 7, 1958. 

“It is perfectly obvious that an undertaking of the nature I have here out- 
lined constitutes an enormously formidable task which cannot, in the nature 
of things, be accomplished overnight. Careful examination and reexamination 
and revision of our tax laws is probably one of the most complex and time- 
consuming jobs which faces the Congress, if it is done properly. We intend 
to take a step in this direction, however, beginning in January and to accom- 
plish as much as we possibly can in the time at our disposal. We also intend 
to continue in the future in this direction. 

“I take this opportunity to issue a public invitation to those who because 
of their study and experience in the tax field are best qualified to aid the 
committee in reviewing our tax system to appear and testify before the com- 
mittee, giving us the benefit of their knowledge and recommendations. Such 
qualified persons are most helpful to the Congress in shaping a tax system, which 
is in the public interest. 

“The Secretary of the Treasury will be the leadoff witness, 

“The hearings will be confined to policy questions relating to income, estate, 
and gift taxes. With the time limitation involved, it is essential that taxpayers 
with a similar interest designate a spokesman to speak for their group. This 
means that, generally speaking, the committee will hear only one spokesman for 
an industry group. In those cases where there are differences within an in- 
dustry, the committee will hear spokesmen representing the different points of 
view. Other persons within an industry who desire to do so will be permitted 
to file written statements for inclusicn in the printed record of the hearings and 
to make available sufficient copies fer reference to the interested legislative and 
executive staffs for study. Along this line it is requested that the various 
organizations which are affiliated with a national organization get together and 
coordinate their presentation to the committee through a single spokesman, 

“No oral testimony will be received by the committee on Excise Taxes. The 
Subcommittee on Excise Taxes held extensive hearings last fall on this subject 
and those hearings will be incorporated by reference in the January hearings. 
This testimony will be considered by the committee in its deliberations. In the 
ease of proposals which were not covered in the subcommittee hearings last 
fall, and in the case of new developments in the excise tax field since those 
hearings, the committee will receive written statements for inclusion in the 
printed hearings and for reference to the statfs for study. 

“No oral testimony will be received looking toward the retroactive amend- 
ment of either the 1939 or the 1954 Codes. Similarly, no oral testimony will be 
received on administrative and technical amendments to the 1954 Code. How- 
ever, persons and groups proposing such amendments will be permitted to file 
written statements for inclusion in the printed record of the hearings and for 
reference to the staffs. 

“No testimony will be received on the provisions contained in H. R. 8381 the 
‘Technical Amendments Act of 1957,’ which has already been reported to the 
House by the committee and is now pending on the House calendar. 

“There already have been released reports of advisory groups to the Sub- 
committee on Internal Revenue Taxation of the Committee on Ways and Means 
on subchapter J relating to estates and trusts, subchapter K relating to partner- 
ships, and a report on internal revenue administration. Before the hearings 
begin in January, it is expected that an advisory group will submit a report on 
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subchapter © relating to corporate distributions and adjustments which will be 
released. These advisory reports huve not been approved by either the Sub- 
committee or the Committee on Ways and Means. However, due to the interest 
in the subjects dealt with in these reports, the committee will receive oral testi- 
mony on the recommendations and subject-matter covered by these advisory 
groups. This, in effect, is an exception to the bar against testimony in person 
on administrative and technical provisions. 

“Another exception will be the receipt of oral testimony from interested 
persons relating to tax forms. 

“As I announced earlier, persons desiring to appear and testify before the 
committee should submit their request to the clerk, room No. 1102, New House 
Office Building, Washington 25, D. C., no later than December 2, 1957. I urge 
that these requests be submitted to the clerk at the earliest possible date. The 
request should outline generally the subject-matter of testimony which the wit- 
ness plans to give. This is necessary in order to enable the staffs to schedule 
the witness at the proper place in the hearings. The request should designate, 
where appropriate, the group or groups the witness is to represent. The re- 
quest should also set forth the length of time which the witness desires for his 
testimony. It should be pointed out that the number of witnesses scheduled to 
appear will determine the time that can be allotted to each witness. The clerk 
will notify the witnesses as soon as possible after December 2, 1957, of the date 
of their scheduled appearances. 

“As I announced earlier, the written statements submitted to the clerk, both 
for oral testimony and for inclusion in the printed record of the hearings should 
contain topical headings and subheadings indicative of the points to be made in 
the text and refer to the specific sections of the code to which testimony is 
directed. It is also requested that the propared statements be arranged in 
topical order identifying the particular subject to which the statements are 
directed. This will permit the committee and the staffs to readily cite testimony 
to specific provisions of the code and the particular subjects to which testimony 
is directed. In the case of written statements, both for oral testimony and for 
inclusion in the printed record of the hearings, witnesses should summarize or 
digest the recommendations contained in their statements on the concluding 
pages of the statements. 

“All written statements, both those for presentation in person to the com- 
mittee and those for submission for printing in the record of the hearings, should 
be submitted to the clerk no later than December 15, 1957. Fifty copies of these 
statements should be submitted. It is also suggested that at least 75 additional 
copies of statements of witnesses who are to appear and testify be submitted 
to the clerk if it is desired that the statements be made available to the press 
and the interested public. These additional copies for this purpose should be 
submitted by the date of the witness’ appearance before the committee.” 





FEBRUARY 22, 1957. 
The PRESIDENT OF THE UNITED STATES, 


The White House. 


My Dear Mr. PRESIDENT: I am writing you in reference to your proposal in 
the budget and other messages that tax relief be given to small business. As 
you know, there is a considerable amount of interest, not only in the reeom- 
mendations of the Cabinet Committee on Small Business, but on the part of 
Members of the House and Senate in providing tax relief for small business. 

I am advised that yesterday 35 Senators, both Democrats and Republicans, 
Joined Senator Fulbright in sponsoring a proposed amendment to H. R. 4090, 
Tax Rate Extension Act of 1957, which would grant tax relief to smalk corpora- 
tions. The Fulbright proposal involves the normal and surtax rates together 
with an increase in the surtax rate so as to provide a combined tax of 53 percent 
for corporations. This means that there will be an attempt in the Senate, if 
not in the House, to amend the Tax Rate Extension Act of 1957. I also have no 
eoepe that I will be questioned in the House on the matter of relief for small 

usiness, 

In your budget message you stated: 

“In the area of taxation, I am especially interested in the problems of small 
business. Last August the Cabinet Committee on Small Business made a series 
of carefully considered recommendations in this field. Some relief in the tax 
burden affecting small business, as recommended by that Committee, which will 
give help with a minimum loss of revenue should have early consideration by 
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the Congress. Any changes involving substantial loss of revenue should be 
considered at a later time when a general tax reduction is possible.” 

I would sincerely appreciate your advising me, at your earliest convenience, 
just what specific legislative proposals you plan to submit to the Congress for 
the tax relief of small business, which, as you state, will involve only a minimum 
loss of revenue. In my opinion, specific legislative proposals should be sub- 
mitted to the Congress at an early date so that we will know the position of 
the administration on tax relief for small business. This would certainly be 
helpful to me as chairman of the Committee on Ways and Means, and the other 
members of our committee, since it, would afford some guidance on the various 
proposals for tax relief that are currently being advanced before the Congress. 

Your recommendation in the budget message naturally is a general one, but 
it is so indefinite and so general that it has served only to engender various 
different proposals for the relief of small business, both inside and outside the 
Congress. In the tax field probably more than any other area, it is necessary 
to have specific proposals presented in order that the revenue effect and rami- 
fications can be determined. 

In view of the foregoing, I am sure you can appreciate how important it is 
that we receive your early advice on these matters. 

With kindest personal regards, I am 

Very cordially yours, 








THe Wuirte House, 
Washington, February 25, 1957. 
The Honorable JERE Cooper, 
House of Representatives, Washington, D. C. 

Deark Mr. Cooper: On behalf of the President, I am pleased to acknowledge 
your February 22 letter respecting legislative proposals for tax relief to small 
corporations, and to assure you that a further reply will be forthcoming at an 
early date. 

With kind regards, 

Sincerely, 
I. Jack MARTIN, 
Administrative Assistant to the President. 


THE WHITE Houss, 
Washington, July 15, 1957. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: This is in further reply to your letter regarding small 
business. As you will recall, the Cabinet Committee on Small Business made 14 
recommendations, including suggested changes in the tax laws, the latter condi- 
tioned on the budgetary outlook. It was suggested, subject to the existence of 
appropriate budgetary conditions: 

(1) That the taxes imposed on business corporations be modified by reducing 
the tax rate from 30 to 20 percent on incomes up to $25,000. 

(2) That businesses be given the right to utilize, for purchases of used property 
not exceeding $50,000 in any one year, the formulas of accelerated depreciation 
that were made available to purchasers of new property by the Internal 
Revenue Code of 1954. 

(3) That corporations with, say, 10 or fewer stockholders be given the option 
of being taxed as if they were partnerships. 

(4) That the taxpayer be given the option of paying the estate tax over a period 
of up to 10 years in cases where the estate consists largely of investments in 
closely held business concerns. 

It now appears that the excess of income over disbursements in the fiscal year 
1958 will be so small that no action should be taken by the Congress at this time 
which will involve any substantial tax reduction for anyone. In the economic 
conditions that prevail currently and can be expected during the next fiscal 
year, all the income which the present tax laws provide should be reserved in 
order to maintain the balance between income and outgo as now estimated and 
to make modest reductions in our national debt. 

Therefore, it would be ill advised to consider the first recommendation noted 
ahove, because of the substantia] revenue loss that it would entail. Also, in the 
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absence of a general tax reduction, which the budgetary situation does not per- 
mit at this time, a tax reduction of this character would discriminate against 
all the many small businesses which are conducted in the form of partnerships 
or individual proprietorships. 

The Congress should, however, in connection with its study of cases of unusual 
hardship or unfairness in the operation of the tax laws, appropriately consider 
some of the other suggestions, which involve no more than a minimum loss of 
revenue. 

On that basis, I commend for your committee’s consideration the second, third, 
and fourth recommendations in the Committee’s report as noted above, and one 
additional change in the law to permit an original investor in small business the 
right to deduct from his income, up to some maximum amount prescribed by 
Congress, a loss, if any, realized on a stock investment in such business. At 
the present time the deduction of such losses from income is subject to the gen- 
eral limitation on net capital losses of $1,000. Hach of these proposals could be 
helpful in the financing, operation, or continued independent existence of small 
businesses. 

In your letter you asked for my views concerning the Fulbright proposal for 
reducing the normal tax on corporations from 30 percent to 22 percent and in- 
creasing the surtax on corporate incomes over $25,000 from 22 percent to 31 per- 
cent. This proposal would increase the tax rate on the portion of the income 
in excess of $25,000 to 53 percent. Since about 85 percent of the small business 
firms are proprietorships and partnerships, it is not fair to give tax relief to 
small business concerns which are organized as corporations at the expense of 
other taxpayers. 

I earnestly look forward to reductions in tax rates for all taxpayers as soon 
as that becomes possible. Until that time, selective relief of the sort contem- 
plated by the Fulbright proposal—and indeed by the first recommendation of the 
Cabinet Committee—would discriminate against the overwhelming majority of 
small businesses which are not conducted as corporations at a time when we 
must stand against any tax revision for anyone which might jeopardize our 
small budget surplus. Furthermore, in view of the very high rates now in 
effect, it would be unwise to increase the taxes on any group of taxpayers in 
order to provide a tax reduction for another group, as would be done by this 
proposal. For these reasons, I am opposed to the Fulbright resolution. 

I know you are also interested in the status of the several Cabinet Committee 
recommendations relating to matters other than taxes. As I mentioned above, 
the Committee gave me 14 recommendations for governmental action, only 4 of 
which dealt with taxes. Of the remaining 10 recommendations, some have been 
carried out by the executive branch; others must await congressional action 
before the executive branch can act upon them. The following is a current 
status report on these 10. 

In its recommendation No. 5, the Cabinet Committee proposed: ‘“‘That the 
President arrange for a comprehensive review of procurement policies and pro- 
cedures of all departments and agencies, including the legislation pertaining 
thereto, with a view to facilitating and extending the participation of small 
businesses in work on Government contracts.” 

On September 26, 1956, I directed the Administrator of the General Services 
Administration to plan and conduct such a review, in cooperation with other 
major procurement agencies. The first summary report of the task force set up 
by the Administrator of the General Services Administration under this direc- 
tive was issued on March 1, 1957. Several important improvements in procure- 
ment procedures have already been accomplished as a result of the task-force 
efforts, and a comprehensive proposal for amendments to the procurement laws 
has been developed by the task force and is currently being reviewed by the cog- 
nizant executive agencies. The purpose of the amendments being reviewed 
would be to bring about greater uniformity and simplification of Government 
procurement procedures, and to improve the opportunities of small businesses to 
participate in Government work. 

In its recommendation No. 6, the Cabinet Committee proposed: “That the 
President direct departments and agencies engaged in extensive procurement to 
adopt procedures which would insure that a need for advance or progress pay- 
ments by a bidder will not be treated as a handicap in awarding a contract, 
and which would facilitate and accelerate the making of such progress payments 
a8 may be requested by small suppliers under Government contracts.” 

In my letter of August 18, 1956, I directed the procurement agencies to im- 
plement recommendation No. 6. In order to ensure uniformity among the 
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various agencies, the General Services Administration on December 31, 1956, 
laid down a governmentwide regulation prescribing policy and procedures in 
consonance with recommendation No. 6. Federal agencies are taking steps to 
comply with this. 

In its recommendation No. 7, the Cabinet Committee proposed: “That the 
Renegotiation Board clarify the fact that, although a contractor who subcon- 
tracts work may not reasonably expect to be allowed as large a profit thereon 
as if he had done the work himself, the practice of subcontracting—especially 
the extent to which subcontracts are placed with small businesses—is en- 
couraged by giving it favorable consideration in determining allowable profits.” 

On September 24, 1956, the Renegotiation Board amended its regulations to 
give effect to this recommendation. 

In its recommendation No. 8, the Cabinet Committee proposed: “That the 
life of the Small Business Administration, which is now scheduled to expire in 
mid-1957, be extended at the earliest opportunity.” 

Administration bills (S. 1789 and H. R. 6645), would remove the time limit 
on the life of the Small Business Administration, thus giving it permanent 
status. 

In its recommendation No. 9, the Cabinet Committee proposed: “That the 
maximum amount of an issue of corporate securities which the Securities and 
Exchange Commission may exempt from registration be increased from $300,000 
to $500,000.” 

I have recommended this change. Legislation (S. 810 and 8S, 843) is now 
before the Congress to carry out this recommendation. 

In its recommendation No. 10, the Cabinet Committee proposed: “That the 
President call a conference on technical research, development, and distribu- 
tion for the benefit of small business.” 

I have directed the Secretary of Commerce and the Administrator of the 
Small Business Administration to make plans for this conference. 

These plans have been announced and a conference on technical and distribu- 
tion research for the benefit of small business will be held in Washington 
September 24-26. 

In its recommendation No. 11, the Cabinet Committee proposed: “That legis- 
lation be enacted to enable closer Federal scrutiny of mergers.” 

Legislation to accomplish this objective is before the Congress, and the At- 
torney General has outlined administration views in testimony before the 
House Judiciary Committee. 

In its recommendation No. 12, the Cabinet Committee proposed: “That pro- 
cedural changes be made in the antitrust laws to facilitate their enforcement.” 

I have recommended three procedural changes in this area: First, that cease- 
and-desist orders of the Federal Trade Commission under the Clayton Act be 
final when issued, unless appealed to the courts; second, that the Attorney 
General be given the power, where civil procedures are contemplated, to issue a 
civil investigative demand, thus making possible the production of documents 
before a complaint is filed, and without the need of grand-jury proceedings; 
third, that the Federal Trade Commission, in merger cases where it believes a 
violation of the law is likely, be authorized to seek a restraining injunction 
before filing a formal complaint. 

Tn its recommendation No. 13, the Cabinet Committee proposed: “That wage 
reporting by employers for purposes of social-security records and income-tax 
withholding be simplified.” 

Legislation (H. R. 8309) to give effect to this recommendation has been sub- 
mitted to the Congress. 

In its recommendation No. 14, the Cabinet Committee proposed: “That the 
Office of Statistical Standards of the Bureau of the Budget undertake a com- 
prehensive review of the reports and statistics required of small businesses.” 

The Bureau of the Budget has underway a study desinged to determine 
whether the reports and statistics which small business must now maintain 
for, or supply to, the Government are unduly burdensome and, where necessary, 
to suggest remedial measures. 

Pending the achievement of budgetary conditions that will permit a general 
program of tax reduction, these proposals for changes in our tax laws would 
appreciably improve the ability of small businesses to get started and, once 
started, to grow. Along with the administrative actions taken in other areas, 
and with favorable attention by the Congress to administration proposals for 
measures to benefit small business not yet enacted, they would provide a bal- 
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anced program of constructive aid at a minimum loss of tax revenues. Such 
aid is keenly needed by small business, the economic position of which is vitally 
important to the soundness and vigor of our system of free, competitive en- 
terprise. 
With kind regard, 
Sincerely, 





(H. R. 5735, 85th Cong., 1st sess.] 


A BILL To provide a minimum initial program of tax relief for small business and for 
persons engaged in small business 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 


SECTION 1. DEDUCTION FOR ADDITIONAL INVESTMENT IN DEPRE- 
CIABLE ASSETS AND INVENTORY. 


(a) Atrowance.—Part VI of subchapter B of chapter 1 of the Internal 
Revenue Code of 1954 is amended by adding at the end thereof the following 
new section: 


“SEC. 178. ADDITIONAL INVESTMENT IN DEPRECIABLE ASSETS AND 
INVENTORY. 

“(a) GeneraL Ruite.—In the case of any person engaged in a trade or busi- 
ness, there shall be allowed as a deduction for the taxable year an amount 
equal to the additional investment in such trade or business for the taxable 
year. 

“(b) Lrurrations.—The deduction under this section for any taxable year 
shall not exceed whichever of the following is the lesser : 

““(1) $36,000, or 

“(2) an amount equal to 20 percent of the net income of such trade 
or business for the taxable year (computed without regard to this section). 

“(c) ADDITIONAL INVESTMENT D&FINED.—For purpose of this section, the ad- 
ditional investment in a trade or business for a taxable year means the amount 
(if any) by which— 

“(1) the aggregate, computed as of the close of the taxable year, of the 
adjusted bases of— 

“(A) all property used in the trade or business of a character which 
is subject to the allowance for depreciation provided in section 167, and 

“(B) all stock in trade and property held primarily for sale to cus- 
tomers in the ordinary course of the trade or business, exceeds. 

“(2) a similar aggregate, computed as of the beginning of such taxable 
year. 

“(c) Specrart, RULEs.— 

“(1) MoRE THAN ONE BUSINESS UNDER COMMON CONTROL.—If more than 
one trade or business is under the control of the same person or persons, all 
such trades and businesses shall be treated as one trade or business for 
purposes of this section. 

“(2) PARTNERSHIPS, TRUSTS, ESTATES, ETC.—The Secretary or his delegate 
shall prescribe such regulations as may be necessary for the application of 
this section, including regulations as to its application in the case of part- 
nerships, trusts, and estates.” 


(b) TrcHNIcAL AMENDMENT.—The table of sections for such part VI is . 


amended by adding at the end thereof the following: 
“Sec, 178, Additional investment in depreciable assets and inventory.” 
(c) Errective Date.—The amendments made by this section shall apply to 
taxable years beginning after December 81, 1956. 
SEC. 2. NON-INTEREST-BEARING ESTATE-TAX ANTICIPATION CER- 
TIFICATES, 
(a) ALLOWANCE oF Depuction From Gross EstAtre.—Part IV of subchapter 


11 of the Internal Revenue Code of 1954 (relating to the taxable estate for pur- 


poses of the Federal estate tax) is amended by adding at the end thereof the 
following new section: 


peer ter 
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“SEC. 2057. TAX-ANTICIPATION CERTIFICATES. 

“(a) GENERAL Rvute.—For purposes of the tax imposed by section 2001, the 
value of the taxable estate shall be determined by deducting from the value of 
the gross estate the face value of all tax-anticipation certificates held by the 
decedent at the time of his death. 

“(b) Limrrations.—The deduction allowed by this section shall not exceed 
whichever of the following amounts is the lesser: 

“(1) $100,000, or 
“(2) the amount of the estate's liability for the tax imposed by section 
2001. 

“(¢@) Tax-ANTICIPATION CERTIFICATE DEFINED.—For purposes of this section, 
the term ‘tax-anticipation certificate’ means any certificate which— 

““(1) is issued by the Secretary or his delegate to carry out the purposes 
of this section and section 6317, 

*(2) is issued at par, 

“(3) bears no interest, 

“(4) is not transferable, and 

“(5) is redeemable only on such terms and conditions as the Secretary 
or his delegate may by regulations prescribe. 

“(d) ISSUANCE OF CERTIFICATES.—The Secretary shall offer for sale tax-an- 
ticipation certificates in such denominations as may be necessary to carry out 
the purposes of this section and section 6317.” 

(b) TecHNICAL AMENDMENT.—The table of sections for such part IV is 
amended by adding at the end thereof the following: 

“Sec. 2057. Tax-anticipation certificates.” 

(c) PayMEnt or Estate TAx.—Subchapter B of chapter 64 of such Code (re- 
lating to receipt of payment) is amended by adding at the end thereof the fol- 
lowing new section: 

“SEC. 6317. PAYMENT OF ESTATE TAX BY CERTIFICATES. 

“Tax-anticipation certificates (within the meaning of section 2057 (c) heid 
by a decedent at the time of his death shall be receivable by the United States 
in payment of the tax imposed by section 2001.” 

(d) TecHNicaL AMENDMENT.—The table of sections for such subchapter B 
is amended by adding at the end thereof the following: 

“Sec. 6317. Payment of estate tax by certificates.” 


(e) Errective Date.—The amendments made by this section shall apply with 
respect to estates of decedents dying after the date of the enactment of this 


Act. 


SEC. 3. INSTALLMENT PAYMENTS OF ESTATE TAX. 

(a) ALLOWANcE.—Subchapter A of chapter 62 of the Internal Revenue Code of 
1954 (relating to place and due date for payment of tax) is amended by adding 
at the end thereof a new section as follows: 


“SEC, 6157. INSTALLMENT PAYMENTS OF ESTATE TAX. 

““(a) EsTATES CONSISTING OF STOCK OR INVESTMENTS IN CLOSELY HELD BUSINESS 
ENTERPRISES.— 

“(1) ELecTION TO MAKE INTALLMENT PAYMENTS.—The executor of any 
estate described in paragraph (2), which is subject to the tax imposed by 
chapter 11, may elect to pay the amount of such tax in 2 or more (but not 
more than 10) equal installments. 

“(2) ESTATES TO WHICH ELECTION APPLIES.—Paragraph (1) shall apply 
to an estate only if one-half or more of the value of the gross estate con- 
sists of stock or investments in one or more closely held business enter- 
prises. 

“(3) CLOSELY HELD BUSINESS ENTERPRISE.—F or purposes of paragraph (2), 
the term ‘closely held business enterprise’ means— 

“(A) a business proprietorship, 
“(B) a business partnership having 10 or less partners, and 
“(C) a business corporation having 10 or less stockholders. 

“(b) DATE FOR PAYMENT OF INSTALLMENTS.—If an election is made under sub- 
section (a), the first installment shall be paid on the date prescribed for pay- 
ment of the tax by section 6151, and each succeeding installment shall be 
paid one year following the date for payment of the preceding installment. 
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“(c) PRoraTION oF DEFICIENCY TO INSTALLMENTS.—If an election has been 
made under subsection (a) and a deficiency is assessed, the deficiency shall be 
prorated to the installments remaining unpaid on the date of such assessment, 
and the part of the deficiency so prorated to each such installment shall be col- 
lected at the same time and as a part of such installment. 

“(d) INSTALLMENTS Paip IN ADVANCE.—At the election of the executor, any 
installment, or part thereof, under subsection (a) may be paid prior to the 
date prescribed for its payment by subsection (b). 

“(e) ACCELERATION OF PAYMENTS.—If any installment under subsection (a) 
is not paid on or before the date prescribed for its payment by subsection (b), 
the whole of the unpaid tax shall be paid upon notice and demand from the 
Secretary or his delegate.” 

(b) TECHNICAL AMENDMENTS.— 

(1) The table of sections for such subchapter is amended by adding at 
the end thereof the following 
“Suc. 6157. Installment payments of estate tax.” 


(2) Section 6161 of such Code (relating to extension of time for paying 
tax) is amended by redesignating subsection (d) as subsection (e), and 
inserting after subsection (c) a new subsection as follows: 


“(d) INSTALLMENT PAYMENT oF Estate TAx.—In any case in which an executor 
has elected under section 6157 to pay the tax imposed by chapter 11 in install- 
ments, subsection (a) (2) shall not apply to the amount determined by the 
executor as the tax imposed by chapter 11, and subsection (b) shall not apply 
to the amount determined as a deficiency with respect to any such tax.” 

(3) Section 6601 (c) (2) of such Code (relating to determination of last 
date prescribed for payment of tax) is amended by striking out “6152 (a)” 
and inserting in lieu thereof “6152 (a) or 6157 (a)”, and by striking out 
“6152 (b)” and inserting in lieu thereof “6152 (b) or 6157 (b), as the case 
may be”. 

(c) Errective Datr.—The amendments made by this section shall apply with 
respect to estates of decedents dying after December 31, 1956. 

Mr. Mitts, Our first witness this morning is our friend, the Hon- 
orable Charles E. Bennett, a Member of Congress from Florida. 

Mr. Bennett, we all know you quite favorably, but, for the pur- 
poses of the record, will you please give your name and address and 
the capacity in which you appear? 


STATEMENT OF HON. CHARLES E. BENNETT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF FLORIDA 


Mr. Bennett. I am Congressman Charles E. Bennett, of the Sec- 
ond Congressional District of Florida, I appreciate this privilege of 
being before you, and some of you I have not seen since I have come 
back from the recess, and so I am happy to see you each, individually. 

Mr. Chairman, I appreciate this opportunity to testify before you 
today in behalf of my bill, H. R. 559, proposing a number of amend- 
ments to existing laws to encourage small business. The purpose of 
this bill is to carry out the recommendations of the Cabinet Com- 
mittee on Small Business which require legislative action. The 
President appointed this Committee on May 31, 1956. Its report was 
rendered on August 1, 1956. The Committe was composed of the 
following : 

Chairman Arthur Burns, Chairman of the Council of Economic Advisers 
©. E. Wilson, Secretary of Defense 

Sinclair Weeks, Secretary of Commerce 

James P. Mitchell, Secretary of Labor 

Arthur 8, Flemming, Director of the Office of Defense Mobilization 


Albert M. Cole, Administrator of the Housing and Home Finance Agency 
Wendell B. Barnes, Administrator of the Small Business Administration 


oR weeps 
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In keeping with your exclusive interest in taxation during these 
hearings, I will limit my testimony to the provisions of this bill 
which relate to taxation. 

Most of these tax provisions would result in some loss of revenue, 
In view of the serious defense problems facing our Nation, I can 
well appreciate the reluctance of this committee to recommend meas- 
ures which will decrease taxes. I respect your desire to act responsi- 
bly, and I am not presenting these proposals as necessarily desirable 
during a time of international crisis, such as the present. However 
[ ask the committee’s consideration of these proposals on a basis of 
top priority for tax relief when and if tax relief in the amounts 
involved in this legislation can be undertaken. I do not hold myself 
as an authority on whether or not such tax relief is feasible at this 
moment. 

I have never favored tax relief that would put our country in an 
unsound fiscal position. I wish to point out that the suggestions I 
um making are not so much tax reductions as they are to eliminate 
existing inequalities in our tax laws and to provide a fair impact 
on small business. 

Section 2 of H. R. 559 would carry out the recommendation of the 

Xabinet Committee that the taxes imposed on business corporations 
be reduced from 30 to 20 percent on incomes up to $25,000. 

Section 3 would enact the Cabinet Committee recommendation that 
businesses be given the right to utilize, for purchases of used prop- 
erty not exceeding $50,000 in any 1 year, the formulas of accelerated 
depreciation that were made available to purchasers of new property 
by the Internal Revenue Code of 1954. 

Section 4 would give a dividends-paid credit up to $25,000 of cor- 
porate income designed to carry out the Cabinet Committee’s recom- 
mendation that corporations with 10 or fewer stockholders be given 
the option of being taxed as if they were partnerships. 

Section 5 would give an option of paying estate taxes over a period 
of 10 years in cases where the estate consists largely of investments in 
closely held business concerns. 

Section 6 is designed to carry out the Cabinet Committee’s recom- 
mendation that wage reporting by employees for purposes of social- 
security records and income-tax withholding be simplified. This it 
would do by permitting reporting of withholding taxes and social- 
security taxes on 1 form rather than on 2 separate forms, as at present, 
and by permitting this single return to be filed annually rather than 
quarterly. 

These provisions are designed to remove present tax discrimina- 
tions against small business and to create a favorable economic climate 
for the development of new ideas, new products, and for the wide dif- 
fusion of business responsibility and power among the American 
people. 

I appreciate your giving me this pepeentty to advocate these 
amendments benefiting American small business. 

Mr. Mutts. Thank you for your appearance and for the information 
you have given the committee. 

Mr. Reed will inquire. 

Mr. Reep. I am very much interested in your statement, and we 
are all interested in small business. Would you give me your idea 
of a definition of what constitutes a small-business concern ? 
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Mr. Bennett. Well, it has been my understanding that we have 
enacted legislation in the past which does make a specific definition. 
Usually, I think, 500 men or less is considered to be small business. 
I myself am not constituting myself as an authority on what should 
be small business, but I think that is a fair description of small busi- 
ness. Some line has to be drawn. 

Mr. Reep. I think that is important where that line is drawn. 

Thank you, sir, very much. 

Mr. Mus. Are there any further questions? 

We thank you, Mr. Bennett. 

The next witness is another one of our friends and colleagues, Hon. 
Timothy P. Sheehan, a Member of Congress from Illinois. 

Although we know you quite favorably, will you please, for the 
record, give your name and address and the capacity in which you 
appear. 


STATEMENT OF HON. TIMOTHY P. SHEEHAN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ILLINOIS 


Mr. Surenan. Mr. Chairman, my name is Timothy P. Sheehan 
I am a Congressman from the great State of Illinois, the 11th District. 
I am a member of the Small Business Committee and, as such, I am 
vitally interested in tax relief for small business. 

I am delighted to note that you are beginning this year’s general 
tax revision hearings with the tax problems of small business. If 
proper consideration is given under our tax laws to small concerns, 
the future of our competitive system and the economy of the United 
States will be assured. 

Since the passage in 1890 of the Sherman Antitrust Act, Congress 
has formulated public policy giving great recognition to the im- 

ortance of alt business in our economy. Such legislation as em- 
died in the Clayton Act, Federal Trade Commission Act, Small 
Defense Plants Administration, and countless other items of legisla- 
tion offer proof positive of congressional desire to help small business. 

However, as a small-business man and as an accountant, I do not 
believe our tax laws have kept pace with other laws formulated by 
Congress for the encouragement and growth of small business. 

It has been adequately proven and demonstrated that one of the 
major concerns of small business is the obtaining of equity capital. 
The old days when a small-business enterprise cour build by plough- 
ing back earnings are practically nonexistent. After the first $25,000 
of earning, Uncle Sam is a 52-percent cash partner of small business 
and succeeds in draining off the necessary cash needed for growth. 
Unless some tax relief is forthcoming the future growth and expan- 
sion of small business is greatly limited and circumscribed. 

As a member of the Select Committee on Small Business of the 
House of Representatives, my colleagues and I have paid special at- 
tention to the tax problems of small business. 

On March 6, 1957, I introduced H. R. 5635 to provide tax relief for 
small-business nar HT ee and for family-sized farms. All the Re- 

ublican members of the Small Business Committee introduced simi- 


ar bills: Mr. Hill of Colorado, Mr. Riehlman of New York, Mr. Mc- 
Culloch of Ohio, Mr. Seely-Brown of Connecticut, and Mr. Hosmer 


ieee c 2 
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of California. Mr. Henderson of Ohio, Mr. Byrne of Illinois, Mr. 
McVey of Illinois, Mr. Collier of Illinois, and Mrs. Church of Illinois 
also introduced companion bills. I now understand that the Demo- 
crat members of the Small Business Committee have also gone on 
record in support of this legislation for the tax relief for small busi- 
ness. 

I take pride in having done a good part of the spadework in formu- 
lating this bill, and would strongly urge this committee to carefully 
study the various provisions of Sif companion bills because it is my 
considered judgment that these bills will provide assistance in many 
areas in which small business is now subject to an oppressive tax 
burden. 

Due to the limitation of time, it is not feasible to go into details 
of the various aspects of the bill which my colleagues and I intro- 
duced. Among some of the things the bill provides are: 

To provide for growth, expansion, and modernization for small and 
independent businesses engaged in trade or commerce whether or not 
such businesses operate as individuals, partnerships, or corporations; 

To provide a normal tax rate of 20 percent for taxable years after 
March 31, 1957, and to increase the surtax exemption to $150,000; 

To provide a growth, expansion, and modernization exemption on 
net taxable earnings for small and independent businesses engaged in 
trade or commerce; 

To provide credits for losses incurred through investment or loans 
to small and independent business enterprises engaged in trade or 
commerce ; 

To provide for rapid amortization of property utilized for the pro- 
duction of profit by small and independent businesses engaged in 
trade or commerce; 

To provide small and independent business an exemption for good- 
will in the determination of the value of an estate; 

To provide family-sized farmers and others engaged in agricul- 
tural pursuits an exemption for the improvement, modernization, and 
renewal of buildings and equipment used in the production, care and 
marketing of farm products; and 

To provide family-sized farms, whether or not such farms are 
owned in fee or occupied by renters or tenants, an exemption for the 
improvement, modernization, and renewal of buildings or equipment 
used in the production, care, and marketing of the products of such 
farms. 

Due to the time element, I would urge the members and staff of 
the Committee on Ways and Means to go carefully over the various 
recommendations embodied in this bill, since I will attempt to cover 
only section 7, Investments in Small Business Enterprises. 

Section 7. Investments in Small Business Enterprises: This pro- 
vision of the bill is intended to provide an incentive and encourage- 
ment for the investment of equity capital by individuals in local small 
businesses. It is also intended to encourage loans in one form or 
another by individuals to small-business enterprises. 

The present treatment of capital losses and bad debts is a discourag- 
ing factor to persons who would otherwise be willing to make invest- 
ments in, or loans to, local small-business institutions. The purchase 
of stock in a small corporation or the investment of capital in the 
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business of an individual or partnership always carries an element of 
risk even though the wo bal may be very bright. This element of 
risk also applies to loans, endorsements, or guaranties made by indi- 
viduals to assist local small-business enterprises. The element of 
risk cannot be removed, but incentive and encouragement for invest- 
ment in, and loans to, small-business enterprises can be had by more 
liberal treatment under our Federal tax laws when such investments 
and loans become losses and bad debts. 

This element of risk attached to investment in a small-business 
enterprise and the dependence of small firms upon loans and stock 
purchases in local markets was ably set forth by the Small Business 
Committee of the House of Representatives in its final report to the 
82d Congress entitled “Review of Small Business’—House Report 
2513. In this report it was pointed out that small businesses are ex- 
tremely vasviptibie to fluctuations in earnings and have a much higher 
mortality rate than larger business concerns. 

Over the years it has been found that approximately 20 to 25 per- 
cent of the lanes firms will last over 10 years. Some 50 percent 
will disappear by the end of the second year of their operations. 

The committee pointed out in its report that equity capital for 
new business firms was acquired primarily through the personal sav- 
ings of the owners of the concerns and from friends and relatives. 
This was true for both small trade firms and for manufacturing con- 
cerns. It has been demonstrated, however, that, in contrast, Toone 
business enterprise can utilize the regulated securities market to 
acquire equity capital and will supplement such capital to a very 
large extent by borrowing either in the securities market or from 
financial institutions. 

The present tax laws interpose, to a man who hopes to invest in 
a small corporation, serious difficulty in getting any tax relief when 
he suffers a loss on his capital stock. 

The only instance when the worthlessness of an investment can 
result in a deduction against ordinary income is one in which the 
debt is represented by open account or by claim note and the debt 
is acquired, or the losses incurred in his trade or business. 

f a man invests money in a small corporate business and loses his 
investment because of the worthlessness of his securities, he can only 
take as his loss the difference between his capital gains plus taxable 
income—exclusive of capital transaction and personal exemptions— 
and the capital loss or $1,000, whichever is less. 

While the present law provides a loss carryover so that the capital 
losses may be offset by capital gains during the following 5 years, it 
is the purpose of this section to provide more rapid recovery of 
capital losses under the circumstances described above. This more 
rapid recovery of capital losses resulting from investment in small 


‘corporations will do much to provide the necessary incentive for 


increased investment in such corporations. 

Similarly, our proposal would encourage lending to small firms— 
partnerships, proprietorships, or corporations—since losses incurred 
as a result of such lending could be charged off against ordinary 
income. Section 7 (c) specifically provides that such bad debts as 
well as investments described above shall be treated as attributable 
to « trade or business of the taxpayer. 
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If this Nation is to preserve its tradition of economic opportunity 
for small business, then every potential supply of equity capital must 
be fostered. This supply of capital as heretofore mentioned is pro- 
vided by men and women as the result of thrift and the urge to save. 
The incentive to help local industry through investment and loans by 
such individuals must be encouraged by providing a sensible and 
realistic cushion against losses. 

The question which we must answer is whether, as a matter of 
national economic tax policy, the Congress of the United States de- 
sires to facilitate the flow of venture capital to small and independent 
business. If the answer is in the affirmative, then the current uncer- 
tainties and handicaps of the individual investor and lender must be 
eliminated, and the stringent rules now in the Internal Revenue Code 
must be modified. 

Therefore, section 7 of this bill endeavors to provide the necessary 
incentive and encouragement by allowing individuals under certain 
circumstances to charge off capital losses and bad debts as a deduction 
from ordinary income. 

Special safeguards are set ferth in section 7 to limit its application 
by defining “small-business enterprise” as a trade or business the 
total assets of which, at the time the security is acquired or the loan 
is made, do not exceed $250,000, and in the case of a corporation, the 
stock is now owned, directly or indirectly by or for more than 10 
individuals. 

I realize I have taken a lot of the committee’s time and I would 
like to go into some further details but at this time I cannot and 
I would strongly recommend the committee and the staff look over the 
various provisions which are the result of not alone our committee 
study but the Committee on Joint Economic Policy and others. 

I thank you very much for your kind attention. 

Mr. Mitts. We thank you very much for your appearance and the 
information you have given the committee. Would you like to en- 
large upon your remarks in the record by including other material ? 

Mr. SueeHan. When we presented this bill we made a statement in 
the Congressional Record, on March 6, 1957, from pages 2857 to 2869, 
in which we elaborated on the various details in the bill. With your 
permission, I would like to insert that into the record, which would 
give your committee something tangible to go by. 

Mr. Mus. That is the bill and the statement in the Congressional 
Record. Both the bill and the statement will appear, without 
objection. 

(The information follows :) 


[H. R. 5635, 85th Cong., Ist sess.) 


A BILL To amend the Internal Revenue Code to assist small and independent business, 
and for other purposes. 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SECTION 1. DECLARATION OF PURPOSE AND POLICY. 
It is hereby declared to be the policy of the Congress, and the purpose of 
this Act— 
to provide for growth, expansion, and modernization for small and in- 
dependent business enterprises engaged in trade or commerce; 
to provide an election for filing income tax returns for small and in- 
dependent businesses engaged in trade or commerce whether or not such 
businesses operate as individuals, partnerships, or corporations; 
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to provide a normal tax rate of 20 percent for taxable years after March 31, 
1957, and to increase the surtax exemption; 

to provide a growth, expansion, and modernization exemption on net 
taxable earnings for small and independent businesses engaged in trade or 
commerce ; 

to provide credits for losses incurred through investment or loans to 
small and independent business enterprises engaged in trade or commerce ; 

to provide for rapid amortization of property utilized for the production 
of profit by small and independent businesses engaged in trade or commerce ; 

to provide small and independent business an exemption for goodwill in 
the determination of the value of an estate; 

to provide family-sized farmers and others engaged in agricultural pur- 
suits an exemption for the improvement, modernization and renewal of 
buildings or equipment used in the production, care, and marketing of farm 
products; and 

to provide family-sized farms, whether or not such farms are owned in 
fee or occupied by renters or tenants, an exemption for the improvement, 
modernization, and renewal of buildings or equipment used in the produc- 
tion, care, and marketing of the products of such farms. 


SEC. 2. DEDUCTION FOR EXPANSION OR MODERNIZATION OF SMALL 
BUSINESS ENTERPRISE. 

(a) ALLowance.—Part VI of subchapter B of chapter 1 of the Internal 
Revenue Code of 1954 is amended by adding at the end thereof the following 
new section: 

“SEC. 178. EXPANSION OR MODERNIZATION OF SMALL BUSINESS 
FACILITIES. 

“(a) DepucTIsLe ExPpenpItTuRES.—If the taxable income of any person engaged 
in trade or business does not exceed $150,000 for the taxable year, such person 
may treat expenditures which are paid or incurred by him during the taxable 
year for the construction, reconstruction, erection, installation, improvement, 
or acquisition of any facility, land, building, machinery, or equipment, or any 
part thereof, used in the trade or business as expenses which are not chargeable 
to capital account to the extent that such expenditures do not exceed the limit 
determined under the following table: 


“If the taxable income is: The limit is: 

MOt ‘over :Q10000 cies h icectat oni Sc dE 50% of taxable income. 

Over $10,000 but not over $25,000_..—_____- $5,000, plus 40% of excess of 
taxable income over $10,- 
000. 

Over $25,000 but not over $50,000__.__---. $11,000, plus 80% of excess 
of taxable income over 
$25,000. 

Over $50,000 but not over $100,000__.-___- $18,500 plus 20% of excess 
over $50,000. 

Over $100,000 but not over $150,000____--. $28,500, plus 10% of excess 


over $100,000. 


The expenditures so treated shall be allowed as a deduction. 
“(b) LimMITraTIons.— ‘ 

“(1) Subsection (a) shall not apply to any corporation which directly 
or indirectly, controls, is controlled by, or is under common control with, 
any other corporation at any time during the taxable year, unless the com- 
bined taxable income of all such companies under common control does not 
exceed $150,000. 

“(2) Subsection (a) shall not apply to any partnership which, directly 
or indirectly, controls, is controlled by, or is under common control with, 
any other partnership at any time during the taxable year, unless the com- 
bined taxable income of all such partnerships under common control does 
not exceed $150,000. 

“(3) Subsection (a) shall not apply to any amount paid or incurred which 
is allowable as a deduction without regard to this section, and shall apply 
only with respect to expenditures for construction, reconstruction, erection, 
installation, or improvement, of any facility, land, building, machinery, or 
equipment, or part thereof, begun and completed, or acquired, during the 
period consisting of the taxable year and the preceding taxable year. 
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“(c) Taxars_e Income Derinep.—For purposes of this section, the term ‘tax- 
able income’ means taxable income computed without regard to this section.” 

(b) TecHNICAL AMENDMENT.—The table of sections for such part VI is amended 
hy adding at the end thereof the following: 


“Sec. 178. Expansion or modernization of small business facilities.” 


(ec) ADJUSTMENTs TO Basis or Property.—Section 1016 (a) of such Code (re- 
lating to adjustments to basis of property) is amended by striking out the period 
at the end of paragraph (16) and inserting in lieu thereof a semicolon; and by 
adding after paragraph (16) the following new paragraph: 

“(17) for amounts allowed as deductions under section 178 (relating to 
expansion or modernization of small business facilities) .” 

(ad) Errective Date.—The amendment made by subsection (a) shall apply 
to taxable years beginning after December 31, 1956. 


SEC. 3. REDUCTION IN CORPORATE NORMAL TAX. 


Section 11 (b) (2) of the Internal Revenue Code of 1954 (relating to corporate 
normal tax for taxable years beginning after March 31, 1957) is amended by 
striking out “25 percent of the taxable income” and inserting in lieu thereof “20 
percent of the taxable income”. 


SEC. 4. INCREASE IN CORPORATE SURTAX EXEMPTION. 


(a) INCREASE IN ExeMprTion.—Section 11 (c) of the Internal Revenue Code 
of 1954 (relating to corporate surtax) is amended by striking out “$25,000” and 
inserting in lieu thereof “$150,000”. 

(b) TECHNICAL AMENDMENTS.— 

(1) Section 12 (7) of such Code (cross references relating to tax on 
corporations) is amended by striking out “$25,000” and inserting in lieu 
thereof $150,000”. 

(2) Section 1551 of such Code (relating to disallowance of surtax ex- 
emption, etc.) is amended by striking out “$25,000” and inserting in lieu 
thereof “$150,000”, and by striking out “such exemption or credit” and in- 
serting in lieu thereof “the exemption from surtax provided in section 11 
(ec) or the securing of such credit”. 

(c) ErrecTivE Date.—The amendments made by this section shall apply 
with respect to taxable years beginning after March 31, 1957. In the case 
of a taxable year beginning before April 1, 1957, and ending after March 31, 1957, 
the amendment made by subsection (a) of this section shall apply in the same 
manner as provided in section 21 of the Internal Revenue Code of 1954 with 
respect to changes in a rate of tax. 


SEC. 5. ELECTION OF INDIVIDUALS AND PARTNERSHIPS TO BE TAXED 
AS CORPORATIONS. 


Section 1861 (e) of the Internal Revenue Code of 1954 (relating to irrevoca- 
bility of elections of partnerships and individuals to be taxed as domestic 
corporations) is amended by adding after paragraph (2) thereof the following: 
“Notwithstanding the preceding sentence, an election described in subsection 
(a) may be revoked, in accordance with regulations prescribed by the Secre- 
tary or his delegate, with respect to taxable years following the fourth or 
any subsequent taxable year to which such election applies.” 

SEC. 6. ELECTION OF CORPORATIONS TO BE TAXED AS PARTNER- 
SHIPS. 

(a) Exvectron ALLowrep.—Subchapter R of chapter 1 of the Internal Revenue 
Code of 1954 (relating to election of certain partnerships and proprietorships 
as to taxable status) is amended— 


(1) by striking out the heading and table of sections for such sub- 
chapter and inserting in lieu thereof the following: 
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“Subchapter R—Election of Certain Partnerships, Pro- 
prietorships, and Corporations as to Taxable Status 


“Part I. Alternative taxable status of certain partnerships and proprietorships. 
“Part II. Alternative taxable status of certain corporations. 


“PART I—ALTERNATIVE TAXABLE STATUS OF CERTAIN 
PARTNERSHIPS AND PROPRIETORSHIPS 


“Sec. 1361. Unincorporated business enterprises electing to be taxed as domestic 
corporations.” ; and 





(2) by inserting after section 1361 a new part as follows: 


“PART II—ALTERNATIVE TAXABLE STATUS OF 
CERTAIN CORPORATIONS 


“Sec. 1871. Certain corporations electing to be treated as partnerships. 


“SEC. 1371. CERTAIN CORPORATIONS ELECTING TO BE 
TREATED AS PARTNERSHIPS. 


“(a) GENERAL RuLe.—Subject to the qualifications in subsection (b), a do- 
mestic corporation may not later than 60 days after the close of its first taxable 
year, or the year of a change of ownership described in subsection (f), elect, 
in accordance with regulations prescribed by the Secretary or his delegate, to be 
treated as a partnership for such year and all subsequent years, if all the 
shareholders owning stock in such corporation at any time on or after the 
first day of such year and on or before the date of the election consent to the 
election. 

“(b) QuUALIFICATIONS.—The election described in subsection (a) may not 
be made by a domestic corporation unless at all times during the period on or 
after the first day of its first taxable year or of the year described in sub- 
section (f), as the case may be, and on or before the date of election— 

“(1) such corporation has ten or less shareholders all of whom are in- 
dividuals (including all partners of any partnership owning stock in such 
corporation) ; 

“(2) all the shareholders are actively engaged in the conduct of the 
business of such corporation ; 

“(3) no shareholder of such corporation is a nonresident alien or a 
foreign partnership ; 

“(4) such corporation is not a corporation which was a party to a 
reorganization described in section 368 (b), or a corporation to which 
section 355 (or so much of section 356 as relates to section 355) applies 
and such corporation has not received a distribution under secticn 332 
(relating to liquidations of subsidiaries) except in a case in which the 
basis of the assets distributed is determined under section 334 (b) (2); 

“(5) such corporation has only one class of stock ; and 

“(6) no more than 80 percent of the stock of such corporation is owned 
by persons who formerly owned the business of such corporation as an 
unincorporated enterprise taxable as a domestic corporation under section 
1361. 

“(c) PARTNERSHIP PROVISIONS APPLICABLE.—Under regulations prescribed by 
the Secretary or his delegate, a domestic corporation making the election under 
subsection (a) shall be considered a partnership for purposes of this subtitle 
(except chapter 2 thereof) and shall be subject to subchapter K (section 701 
and following, relating to partnerships) with respect to formation, operation, 
distributions, liquidation, sale of an interest, and any other purpose; and each 
shareholder of such corporation shall be considered a partner awning an inter- 
est in the partnership in the proportion which shares owned by such share- 
holder bear to the total number of outstanding shares of such corporation. 
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“(d) Limiration.—An employee of a corporation making the election de- 
scribed in subsection (a) who is also a shareholder of such corporation shall 
not be considered an employee for purposes of section 401 (a) (relating to 
employees’ pension trusts, etc.). 

“(e) ExLecTion IRREVOCABLE.—Except as provided in subsections (f) and (h), 
the election described in subsection (a) by a domestic corporation shall be 
irrevocable with respect to— 

“(1) the electing corporation and its shareholders; and 

“(2) any corporate successor to the business of the electing corporation 
and the shareholders of such successor. 

“(f) CHANGE oF OwNERSHIP.—In the first year in which the shareholders 
who consented to the election described in subsection (a) own 80 percent or 
less of the stock in a corporation described in subsection (e), such corporation 
shall not be treated as a partnership for such year or for subsequent years, 
unless such corporation makes a new election in accordance with the pro- 
visions of subsection (a). 

“(g) CONSTRUCTIVE OWNERSHIP.—For purposes of subsections (b) (6) and 
(f), the ownership of a stock interest shall be determined in accordance with 
the rules for constructive ownership of stock provided in section 267 (c) other 
than paragraph (3) thereof. 

“(h) DISQUALIFICATION.—If a corporation described in subsection (e) issues 
stock of a different class than that outstanding, the election described in sub- 
section (a) shall be deemed never to have been made and the corporation shall 
be liable for all taxes due (except penalties) and such taxes may be assessed 
and collected as if no return had been filed. 

“(i) Cross REFERENCE.— 

“For period of limitations on assessment and collection of tax where no return has 

been filed, see section 6501.” 

(b) TeEcHNICAL AMENDMENTS.— 

(1) Section 1361 (b) of such Code (relating to unincorporated business 
enterprises electing to be taxed as domestic corporations) is amended— 

(A) by striking out “and” at the end of paragraph (3); 

(B) by striking out the period at the end of paragraph (4) and 
inserting in lieu thereof “‘; and”; and 

(C) by adding at the end thereof a new paragraph as follows: 

“(5) no proprietor or partners having more than 80 percent interest in 
the profits or capital of such enterprise formerly owned stock in a corpo- 
ration treated as a partnership under section 1371 which carried on the 
business of such enterprise.” 

(2) Section 1504 (b) of such Code (relating to definition of includible 
corporation) is amended by adding at the end thereof a new paragraph as 
follows: 

“(8) Corporations subject to tax as partnerships under section 1371.” 

(3) The table of subchapters for chapter 1 of such Code is amended by 
striking out 

“Subchapter R. Election of certain partnerships and proprietorships as to 
taxable status.” 
and inserting in lieu thereof 


“Subchapter R. Election of certain partnerships, proprietorships, and corpora- 
tions as to taxable status.” 

(c) Errective Date.—The amendments made by this section shall apply to 
taxable years beginning after December 31, 1956. 


SEC. 7. INVESTMENTS IN SMALL BUSINESS ENTERPRISES. 


(a) ALLOWANCE oF Losses AND Bap Desrs As Depuctions From ORDINARY 
INcoME.—Part VI of subchapter B of chapter 1 of the Internal Revenue Code 
of 1954 is amended by inserting after section 166 the following new section: 


“SEC. 166A. LOSSES OF INDIVIDUALS ON INVESTMENTS IN, AND 
LOANS TO, SMALL BUSINESS ENTERPRISES. 


“(a) Losses ON Securities.—If an individual sustains a loss from the sale 
or other disposition, or from the worthlessness, of a security of a corporation 
which is a small business enterprise, then for purposes of this subtitle such loss 
shall not be considered as a loss from the sale or exchange of a capital asset. 
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“(b) Bap Desrs.—Section 166 (d) (relating to nonbusiness debts) shall not 
apply in the case of an individual if the debt was created by reason of a loan by 
such individual to a small business enterprise. For purposes of section 166 
(other than subsection (d)), a payment by an individual in discharge of part 
or all of his obligation as a guarantor, endorser, or indemnitor of an obligation 
of a small business enterprise created by reason of a loan to such enterprise by 
another individual shall be treated as a debt becoming worthless at the time 
of such payment. 

“(c) Net Operating Loss Depuctrion.—For purposes of section 172 (d) (4) 
(relating to limitation on nonbusiness deductions of taxpayers other than cor- 
porations for purposes of the net operating loss deduction) any deduction in 
respect of which subsection (a) or (b) of this section applies shall be treated as 
attributable to a trade or business of the taxpayer. 

“(d) Derinitions.—For purposes of this section— 

“(1) The term ‘security’ has the meaning assigned to such term in section 
165 (g) (2). 

“(2) The term ‘small business enterprise’ means any trade or business 
earried on by an individual, partnership, or corporation if the total assets 
held (at the time the security is acquired or the loan is made) by such 
individual, partnership, or corporation of trade or business purposes does 
not exceed $250,000; but such term does not include any corporation the 
stock of which is owned (directly or indirectly) by or for more than 10 
individuals.” 

(b) TecHNIcAL AMENDMENT.—The table of sections for such part VI is 
amended by inserting 


“Sec. 166A. Losses of individuals in, and loans to, small business enterprises.” 
immediately below. 
“Sec. 166. Bad debts.” 


(c) Errective Date.—The amendment made by subsection (a) shall apply 
with respect to taxable years beginning after December 31, 1956. 


SEC. 8. 5-YEAR DEPRECIATION FOR SMALL-BUSINESS ENTERPRISES. 


(a) ALLOWANCE.—Section 167 (b) of the Internal Revenue Code of 1954 
(relating to use of certain methods and rates of depreciation) is amended by 
adding at the end thereof the following: “If the average taxable income of any 
person for the 5 preceding taxable years does not exceed $50,000 per year, then 
(notwithstanding any other provisions of this subtitle and under regulations 
prescribed by the Secretary or his delegate), at the election of such person, the 
allowance under subsection (a) in the case of any property which has a useful 
life of more than 5 years and which is used in the trade or business of such 
person may be computed under the straight line method as if the useful life of 
the property were 5 years.” 

(b) Errective Date.—The amendment made by subsection (a) shall apply 
with respect to taxable years beginning after December 31, 1956. 


SEC. 9. DEPRECIATION OF USED PROPERTY. 


(a) Section 167 (c) of the Internal Revenue Code of 1954 (relating to limita- 
tions on use of certain methods and rates of depreciation) is amended— 

(1) by striking out the period at the end of paragraph (2) and inserting 
in lieu thereof “, or” ; and 

(2) by adding at the end thereof the following: 

“(3) acquired after December 31, 1956, if the original use of such prop- 
erty does not commence with the taxpayer, and the use of such property by 
the taxpayer commences after such date. 

Paragraph (3) shall apply to property acquired in any taxable year only to the 
extent that the basis of such property (determined as of the close of the day 
of its acquisition), when added to the basis of all other property described in 
such paragraph (determined as of the close of the day of its acquisition) which 
. acquired by the taxpayer during the same taxable year, does not exceed 
$50,000.” 

(b) The amendments made by this section shall apply to taxable years begin- 
ning after December 31, 1956. 
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SEC. 10. EXEMPTION FOR GOODWILL IN DETERMINING GROSS 
ESTATE. 


(a) ALLOWANCE OF ExEMpPTION.—Part III of subchapter A of chapter 11 of the 
Internal Revenue Code of 1954 (relating to gross estate of citizens or residents 
of the United States) is amended by adding at the end thereof the following 
new section : 


“SEC. 2045. GOODWILL. 


“In determining the value of any interest of the decedent in any trade or 
business carried on by the decedent, by a partnership of which he was a partner, 
or by a corporation the stock of which was owned (directly or indirectly) by or 
for not more than 10 individuals (including the decedent), the goodwill of such 
trade or business shall be excluded. The amount excluded from the gross estate 
by reason of the preceding sentence shall not exceed $100,000.” 

(b) TecunricaL AMENDMENT.—The table of sections for such part III is 
amended by adding at the end thereof the following: 

“Sec. 2045. Goodwill.” 


(ec) Errectrive Date.—The amendment made by subsection (a) shall apply 
only with respect to estates of decedents dying after the date of the enactment 
of this act. 


SEC. 11. INSTALLMENT PAYMENTS OF ESTATE TAX. 


(a) ALLOwANCE.—Subchapter A of chapter 62 of the Internal Revenue Code 
of 1954 (relating to place and due date for payment of tax) is amended by adding 
at the end thereof a new section as follows: 


“SEC. 6157. INSTALLMENT PAYMENTS OF ESTATE TAX. 

““(a) EstTATES CONSISTING OF STOCK OR INVESTMENTS IN CLOSELY HELD BusINESS 
ENTERPRISES.— 

“(1) ELECTION TO MAKE INSTALLMENT PAYMENTS.—The executor of any 
estate described in paragraph (2), which is subject to the tax imposed by 
chapter 11, may elect to pay the amount of such tax in two or more (but not 
more than ten) equal installments. 

(2) ESTATES TO WHICH ELECTION APPLIES.—Paragraph (1) shall apply 
to an estate only if one-half or more of the value of the gross estate consists 
of stock or investments in a closely held business enterprise. 

“(3) CLOSELY HELD BUSINESS ENTERPRISE.—For purposes of paragraph 
(2), the term ‘closely held business enterprises’ means— 

“(A) a business corporation having 25 or less stockholders, and 
“(B) a business partnership having 25 or less partners. 

“(b) Date FoR PAYMENT OF INSTALLMENTS.—If an election is made under sub- 
section (a). the first installment shall be paid on the date prescribed for payment 
of the tax by section 6151, and each succeeding installment shall be paid one 
year following the date for payment of the preceding installment. 

“(c) PRORATION OF DEFICIENCY TO INSTALLMENTsS.—If an election has been 
made under subsection (a) and a deficiency is assessed, the efficiency shall be 
prorated to the installments remaining unpaid on the date of such assessment, 
and the part of the deficiency so prorated to each such installment shall be 
collected at the same time and as a part of such installment. 

“(d) INSTALLMENTS Palp In Apvance.—At the election of the executor, any 
installment, or part thereof, under subsection (a) may be paid prior to the 
date prescribed for its payment by subsection (b). 

“(e) ACCELERATION OF PayMeNntTs.—If any installment under subsection (a) 
is not paid on or before the date prescribed for its payment by subsection (b), 
the whole of the unpaid tax shall be paid upon notice and demand from the 
Secretary or his delegate.” 

(b) Tec NICAL AMENDMENTS.- 

(1) The table of sections for such subchapter is amended by adding at 
the end thereof the following: 


“Sec. 6157. Installment payments of estate tax.” 


(2) Section 6161 of such Code (relating to extension of time for paying 
tax) is amended by redesignating subsection (d) as subsection (e), and 
inserting after subsection (c) a new subsection as follows: 

“(d) INSTALLMENT PAYMENT OF Estate Tax.—In any case in which an executor 
has elected under section 6157 to pay the tax imposed by chapter 11 in install- 
ments, subsection (a) (2) shall not apply to the amount determined by the 
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executor as the tax imposed by chapter 11, and subsection (b) shall not apply 
to the amount determined as a deficiency with respect to any such tax.” 
(3) Section 6601 (c) (2) of such Code (relating to determination of last 
date prescribed for payment of tax) is amended by striking out “6152 (a)” 
and inserting in lieu thereof “6152 (a) or 6157 (a)”, and by striking out 
“6152 (b)” and inserting in lieu thereof “6152 (b) or 6157 (b), as the case 
may be’. 
(c) Errective Date.—The amendments made by this section shall apply with 
respect to estates of decedents dying after December 31, 1956. 


[From the Congressional Record, March 6, 1957] 


An INCOME Tax BILL FoR SMALL-BUSINESS ENTERPRISE AND FOR F'AMILY-SIzED 
FARMS 


The Spraxer. Under the previous order of the House, the gentleman from 
Colorado [Mr. H1xu] is recognized for 90 minutes. 

Mr. Hitx. Mr. Speaker, today I am introducing a bill to provide income tax 
relief for small-business enterprise and for family-sized farms. In this action 
I am joined by my colleagues on the House Small Business Committee, Hon. 
R. Walter RiehIman of New York, Hon. Horace Seely-Brown, Jr., of Connecticut, 
Hon. William M. McCulloch of Ohio, Hon. Timothy P. Sheehan of Illinois, and 
Hon. Craig Hosmer of California. 

It is our most considered judgment that this bill will provide assistance in 
many areas in which, during the past decade, small business has been subject 
to an oppressive tax burden. In this bill we acknowledge the fact, which has 
long been recognized, that farming is a business and that small farmers encounter 
many of the same problems encountered by small-business men. 

Since 1890, with the passage of the Sherman Antitrust Act, Congress has 
formulated public policy which recognizes the importance of small business to 
our economic livelihood and to our American way of life. Public policy has 
been set forth in the Clayton and Federal Trade Commission Acts; in most of 
our procurement laws starting with the Armed Services Procurement Act of 
1947 ; in legislation establishing the Smaller War Plants Corporation, the Small 
Defense Plants Administration, the Small Business Administration and in other 
legislation. In virtually every field of economic activity Congress has enacted 
laws to prevent monopolies and specific restraints of trade, to provide small 
business with more equitable opportunity when competing for Government con- 
tracts and to provide financial assistance when such assistance is not forthcoming 
from private financial institutions. 

But the Congress has never struck at the heart of the problems confronting 
small business. We have repeatedly proclaimed the need for a competitive 
society and a flourishing small-business segment of our economy. We have 
failed, however, to a considerable degree, to remove the one impediment which is 
responsible for the lack of credit, for increased mergers, for inability to produce 
more abundantly for the national defense, and for a weaker competitive status 
in peacetime markets. 

We believe that if proper consideration is given small concerns under our tax 
laws, a truly flourishing and competitive economy can and will prevail. 

We must consider the financial characteristics of a small business which 
prohibit it from assuming a more firm competitive position in our economy. I 
should like to remind the Members of the House that conditions no longer prevail, 
as they did several decades ago, when the principal limitation on a small com- 
pany’s ability to expand was the capability of its management. Today, not only 
must the small firm compete against its larger competitor in civilian and defense 
markets but it must accomplish this under an extremely heavy handicap imposed 
by the Government itself. 

It has been demonstrated many times that new and established small business 
concerns are unable to secure adequate equity capital. They often start off in 
life undercapitalized, and after a few successful years of operation, they are 
still unable to utilize the organized securities market or to attract sufficient 
capital from local markets, Most important, because of the large amount of 
funds siphoned off by the Federal Government through corporate and personal 


incomes taxes, the growing concern has insufficient retained earnings to improve 
its competitive position. 
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It is also historically true that the profits of small firms are subject to more 
frequent and violent fluctuations over a period of years than those of larger 
concerns. The inability of small businesses to retain earnings, both because of 
fluctuations and high tax rates, prevents the use of retained earnings for growth 
and expansion. In contrast, despite tax rates, most larger companies have 
sufficient retained earnings to permit intermediate and long-term investments, 

Mr. Speaker, we can no longer afford to sit calmly by, watching the small- 
business man struggle for survival, while we deal in platitudes of concern over 
the increased share of our national product going to larger business or over 
the merging of successful small firms with big business. While small business 
has shared in the increased prosperity of our economy, its position relative to 
that of larger firms leaves much to be desired. Our tax laws prohibit the small 
firm with growth potential from becoming a strong competitor. We are, there- 
fore, penalizing small business for its demonstrated ingenuity and skill. 

We are now in our seventh year of this abnormal period of economic mobi- 
lization—approaching a decade of emergency spending and emergency financing. 
While our economy is sound, the effect of such prolonged defense measures, 
particularly in the area of taxation, could materially alter the base of American 
free enterprise. That base, of course, is small and independent business. Since 
stagnation of opportunity will be the inevitable consequence, we must enact 
legislation now which will clear the way for increased activity in this segment 
of our economy. 

It is sometimes alleged that the loss of revenue, which immediate tax reduc- 
tions might cause, would weaken the fiscal program of the Nation. We believe, 
however, that the encouragement of opportunity and expansion for small busi- 
ness, which carefully considered tax reductions would bring about, would have 
beneficial ramifications throughout our economy. We believe the result would 
create sufficient new wealth through increased productivity and employment 
and that a generally broadened tax base would inevitably follow. Thus, in ap- 
proving needed tax reduction, we would be insulating our free enterprise system 
against the corrosive damage of this mobilization era and, at the same time, 
creating a climate for increased employment and productivity, which are the 
conditions essential to the functioning of our system of taxation and our fiscal 
policy. 

The basic premise which we should keep in mind is the health of our total 
economy. If we intend to change the historical concept of our free competitive 
system, then we can complacently say that while we recognize the need for tax 
reduction for small business, there is nothing we can do about it because any 
such measures would reduce revenue and would discriminate against other 
sectors of our economy. If we adopt that attitude, some of us may live to see the 
day when there is no room in this country for small business. If we refuse to 
recognize the facts that a business cannot remain static, that it must grow, that 
it must modernize, that it must expand with population growth, then we are 
denying confidence in the future greatness of our Nation. 

The text of the bill referred to in my remarks follows: 


“A BILL To amend the Internal Revenue Code to assist small and independent business, 
and for other purposes 


“Be it enacted, etc.— 
“SECTION 1. DECLARATION OF PURPOSE AND POLICY. 
beat " hereby declared to be the policy of the Congress, and the purpose of 

s act— 

“To provide for growth, expansion, and modernization for small and inde- 
pendent business enterprises engaged in trade or commerce; 

“To provide an election for filing income-tax returns for small and independent 
businesses engaged in trade or commerce whether or not such businesses operate 
as individuals, partnerships, or corporations; 

“To provide a normal tax rate of 20 percent for taxable years after March 
31, 1957, and to increase the surtax exemption; 

“To provide a growth, expansion, and modernization exemption on net taxable 
earnings for small and independent businesses engaged in trade or commerce; 

“To provide credits for losses incurred through investment or loans to small 
and independent business enterprises engaged in trade or commerce; 

“To provide for rapid amortization of property utilized for the production of 
profit by small and independent businesses engaged in trade or commerce; 

“To provide small and independent business an exemption for goodwill in the 
determination of the value of an estate; 
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“To provide family sized farmers and others engaged in agricultural pursuits 
an exemption for the improvement, modernization, and renewal of buildings or 
equipment used in the production, care, and marketing of farm products; 
and 
“To provide family sized farms, whether or not such farms are owned in fee 
or occupied by renters or tenants, an exemption for the improvement, moderniza- 
tion, and renewal of buildings or equipment used in the production, care, and 
marketing of the products of such farins. 

“SEC. 2. DEDUCTION FOR EXPANSION OR MODERNIZATION OF SMALL-BUSINESS 
ENTERPRISE, 

“(a) ALLowaNce.—Part VI of subchapter B of chapter 1 of the Internal 
Revenue Code of 1954 is amended by adding at the end thereof the following 
new section: 

“ ‘SEC, 178. EXPANSION OR MODERNIZATION OF SMALL-BUSINESS FACILITIES. 

“*(a) DEDUCTIBLE EXPENDITURES.—If the taxable income of any person engaged 
in trade or business does not exceed $150,000 for the taxable year, such person 
may treat expenditures which are paid or incurred by him during the taxable 
year for the construction, reconstruction, erection, installation, improvement, or 
acquisition of any facility, land, building, machinery, or equipment, or any part 
thereof, used in the trade or business as expenses which are not chargeable to 
eapital account to the extent that such expenditures do not exceed the limit 
determined under the following table: 


“ ‘If taxable income is: The limit is: 

Not over $iG00@ snk st cit atinuy 50 percent of taxable income. 

Over $10,000 but not over $25,000..._.... $5,000, plus 40 percent of excess 
of taxable income over 
$10,000. 

Over $25,000 but not over $50,000__._.... $11,000, plus 30 percent of ex- 
cess of taxable income over 
$25,000. 

Over $50,000 but not over $100,000__...__ $18,500, plus 20 percent of ex- 
cess over $50,000. 

Over $100,000 but not over $150,000__.___- $28,500, plus 10 percent of ex- 


cess over $100,000.’ 


“The expenditures so treated shall be allowed as a deduction. 

“*(b) LIMITaTIONsS— 

“*(1) Subsection (a) shall not apply to any corporation which, directly or 
indirectly, controls, is controlled by, or is under common control with, any other 
corporation at any time during the taxable year, unless the combined taxable 
income of all such companies under common control does not exceed $150,000. 

“*(2) Subsection (a) shall not apply to any partnership which, directly or 
indirectly, controls, is controlled by, or is under common control with, any other 
partnership at any time during the taxable year, unless the combined taxable 
income of all such partnerships under common control does not exceed $150,000. 

“*(3) Subsection (a) shall not apply to any amount paid or incurred which 
is allowable as a deduction without regard to this section, and shall apply only 
with respect to expenditures for construction, reconstruction, erection, installa- 
tion, or improvement, of any facility, land, building, machinery, or equipment, 
or part thereof, begun and completed, or acquired, during the period consisting 
of the taxable year and the preceding taxable year. 

“*(c) Taxable Income Defined.—For purposes of this section, the term “tax- 
able income” means taxable income computed without regard to this section.’ 

“(b) Technical amendment: The table of sections for such part VI is amended 
by adding at the end thereof the following: 

“*Spc, 178. Expansion or modernization of small business facilities.’ 

“(e) Adjustments to basis of property: Section 1016 (a) of such Code (re- 
lating to adjustment to basis of property) is amended by striking out the 
period at the end of paragraph (16) and inserting in lieu thereof a semicolon, 
and by adding after paragraph (16) the following new paragraph: 

“*(17) for amounts allowed as deductions under section 178 (relating to 
expansion or modernization of small business facilities) .’ 

“(d) Effective date: The amendment made by subsection (a) shall apply to 
taxable years beginning after December 31, 1956. 
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“SEC. 3. REDUCTION IN CORPORATE NORMAL TAX. 
“Section 11 (b) (2) of the Internal Revenue Code of 1954 (relating to corpo- 

rate normal tax for taxable years beginning after March 31, 1957) is amended 

by striking out ‘25 percent of the taxable income’ and inserting in lieu thereof ‘20 

percent of the taxable income.’ 

“SEC. 4. INCREASE IN CORPORATE SURTAX EXEMPTION. 

“(a) [INCREASE IN ExEMPTION.—Section 11 (c) of the Internal Revenue Code of 


1954 (relating to corporate surtax )is amended by striking out ‘$25,000’ and — 


inserting in lieu thereof ‘$150,000.’ 

“(b) TECHNICAL AMENDMENTS.— 

“(1) Section 12 (7) of such Code (cross-references relating to tax on 
corporations) is amended by striking out ‘$25,000’ and inserting in lieu there- 
of ‘$150,000.’ 

“(2) Section 1551 of such Code (relating to disallowance of surtax ex- 
emption, etc.) is amended by striking out ‘$25,000’ and inserting in lieu 
thereof ‘$150,000’, and by striking out ‘such exemption or credit’ and in- 
serting in lieu thereof ‘the exemption from surtax provided in section 11 
(c) or the securing of such credit.’ 

“(c) Errecrive Date.—The amendments made by this section shall apply 
with respect to taxable years beginning after March 31, 1957. In the case of 
a taxable year beginning before April 1, 1957, and ending afteT March 381, 1957, 
the amendment made by subsection (a) of this section shall apply in the same 
manner as provided in section 21 of the Internal Revenue Code of 1954 with 
respect to changes in a rate of tax. 

“SEC. 5. ELECTION OF INDIVIDUALS AND PARTNERSHIPS TO BE TAXED AS CORPO- 
RATIONS. 

“Section 1361 (e) of the Internal Revenue Code of 1954 (relating to irre- 
voeability of elections of partnerships and individuals to be taxed as domestic 
corporations) is amended by adding after paragraph (2) thereof the following: 
‘Notwithstanding the preceding sentence, an election described in subsection (a) 
may be revoked, in accordance with regulations prescribed by the Secretary or 
his delegate, with respect to taxable years following the fourth or any subse- 
quent taxable year to which such election applies.’ 


“SEC, 6. ELECTION OF CORPORATIONS TO BE TAXED AS PARTNERSHIPS. 


“(a) ELection ALLowEep.—Subchapter R of chapter 1 of the Internal Revenue 
Code of 1954 (relating to election of.certain partnerships and proprietorships as 
to taxable status) is amended— 


“(1) by striking out the heading and table of sections for such sub- 
chapter and inserting in lieu thereof the following: 


“Subchapter R—Election of Certain Partnerships, Proprietor- 
ships, and Corporations as to Taxable Status. 
“*Part I. Alternative taxable status of certain partnerships and proprietorships. 
“*Part IL. Alternative taxable status of certain corporations. 
“*PART I—ALTERNATIVE TAXABLE STATUS OF CERTAIN PARTNER- 
SHIPS AND PROPRIETORSHIPS. 


* ‘See. 1361. Unincorporated business enterprises electing to be taxed as domestic 
corporations.’ ; and 


“(2) by inserting after section 1361 a new part as follows: 


““‘PART II—ALTERNATIVE TAXABLE STATUS OF CERTAIN CORPORA- 
TIONS. 


“ ‘See. 1871. Certain corporations electing to be treated as partnerships. 
“ SEC, 1371. CERTAIN CORPORATIONS ELECTING TO BE TREATED AS PARTNERSHIPS. 

“*(a) GENERAL Rute.—Subject to the qualifications in subsection (b), a 
domestic corporation may not later than 60 days after the close of its first tax- 
able year, or the year of a change of ownership described in subsection (f), elect, 
in accordance with regulations prescribed by the Secretary or his delegate, to be 
treated as a partnership for such year and all subsequent years, if all the 
shareholders owning stock in such corporation at any time on or after the first 
day of such year and on or before the date of the election consent to the election. 
“*(b) QuaLiricaTions.—The election described in subsection (a) may not be 
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made by a domestic corporation unless at all times during the period on or 
after the first day of its first taxable year or of the year described in subsec- 
tion (f), as the case may be, and on or before the date of election— 

“*(1) Such corporation has 10 or less shareholders all of whom are indi- 
viduals (including all partners of any partnership owning stock in such 
corporation) ; 

“*(2) all the shareholders are actively engaged in the conduct of the busi- 
ness of such corporation ; 

“*(3) no shareholder of such corporation is a nonresident alien or a 
foreign partnership ; 

“*(4) such corporation is not a corporation which was a party to a reor- 
ganization described in section 368 (b), or a corporation to which section 355 
(or so much of section 356 as relates to section 355) applies and such cor- 
poration has not received a distribution under section 332 (relating to liqui- 
dations of subsidiaries) except in a case in which the basis of the assets 
distributed is determined under section 334 (b) (2); 

“*(5) Such corporation has only one class of stock ; and 

“*(6) no more than 80 percent of the stock of such corporation is owned 
by persons who formerly owned the business of such corporation as an 
unincorporated enterprise taxable as a domestic corporation under section 
1361. 

“*(e) PARTNERSHIP PRovIsIONS APPLICABLE.—Under regulations prescribed by 
the Secretary or his delegate, a domestic corporation making the election under 
subsection (a) shall be considered a partnership for purposes of this subtitle 
(except chapter 2 thereof) and shall be subject to subchapter K (section 701 
and following, relating to partnerships) with respect to formation, operation, 
distributions, liquidation, sale of an interest, and any other purpose; and each 
shareholder of such corporation shall be considered a partner owning an interest 
in the partnership in the proportion which shares owned by such shareholder 
bear to the total number of outstanding shares of such corporation. 

“*(d) Limrration.—An employee of a corporation making the election de- 
seribed in subsection (a) who is also a shareholder of such corporation shall 
not be considered an employee for purposes of section 401 (a) (relating to 
employees’ pension trusts, etc.). 

““*(e) ELecrion IRREVOCABLE.—Except as provided in subsections (f) and (h), 
the election described in subsection (a) by a domestic corporation shall be 
irrevocable with respect to— 

“*(1) the electing corporation and its shareholders ; 
and 

“*(2) any corporate successor to the business of the electing corporation 
and the shareholders of such successor. 

“*(f) CHANGE OF OwNeERSHIP.—In the first year in which the shareholders 
who consented to the election described in subsection (a) owns 80 percent or less 
of the stock of a corporation described in subsection (e), such corporation shall 
not be treated as a partnership for such year or for subsequent years, unless 
such corporation makes a new election in accordance with the provisions of 
subsection (a). 

“*(g¢) ConstTRUCTIVE OWNERSHIP.—For purposes of subsections (b) (6) and 
(f), the ownership of a stock interest shall be determined in accordance with 
the rules for constructive ownership of stock provided in section 267 (c) other 
than paragraph (3) thereof. 

“*(h) DiIsquALIFICATION.—If a corporation described in subsection (e) issues 
stock of a different class than that outstanding, the election described in sub- 
section (a) shall be deemed never to have been made and the corporation shall 
be liable for all taxes due (except penalties) and such taxes may be assessed 
and collected as if no return had been filed. 

“*(ij) Cross REFERENCES.— 

“*For period of limitations on assessment and collection of tax where no return has 

been filed, see section 6501.’ 

“(b) TECHNICAL AMENDMENTS.—- 

“(1) Section 1361 (b) of such code (relating to unincorporated business 
enterprises electing to be taxed as domestic corporations) is amended-— 

“(A) by striking out ‘and’ at the end of paragraph (3) ; 

“(B) by striking out the period at the end of paragraph (4) and 
inserting in lieu thereof ‘; and’: and 

“(C) by adding at the end thereof a new paragraph as follows: 
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“*(5) no proprietor or partners having more than 80 percent interest in 
the profits or capital of such enterprise formerly owned stock in a corpora- 
tion treated as a partnership under section 1371 which carried on the 
business of such enterprise.’ 

“(2) Section 1504 (b) of such code (relating to definition of includible 
corporation) is amended by adding at the end thereof a new paragraph as 
follows: 

“*(8) Corporations subject to tax as partnerships under section 1371.’ 

“(3) The table of subchapters for chapter 1 of such code is amended by 
striking out 


“Subchapter R. Election of certain partnerships and proprietorships as to taxa- 
ble status.’ 


and inserting in lieu thereof 


“‘Subchapter R. Election of certain partnerships, proprietorships, and corpora- 
tions as to taxuble status.’ 

“(c) ErrectiveE Date.—The amendments made by this section shall apply to 
taxable years beginning after December 31, 1956. 

“SEC. 7. INVESTMENTS IN SMALL-BUSINESS ENTERPRISES. 

“(a) ALLOWANCE OF LOSSES AND Bap Depts as DEDUCTIONS FROM ORDINARY 
INcoME.—Part VI of subchapter B of chapter 1 of the Internal Revenue Code of 
1954 is amended by inserting after section 166 the following new section: 

“ ‘SEC. 166A. LOSSES OF INDIVIDUALS ON INVESTMENTS IN, AND LOANS TO, SMALL- 
BUSINESS ENTERPRISES. 

“*(a) Losses ON SecurtITIEs.—If an individual sustains a loss from the sale 
or other disposition, or from the worthlessness, of a security of a corporation 
which is a small-business enterprise, then for purposes of this subtitle such loss 
shall not be considered as a loss from the sale or exchange of a capital asset. 

“*(b) Bap Dests.—Section 166 (d) (relating to nonbusiness debts) shall not 
apply in the case of an individual if the debt was created by reason of a loan 
by such individual to a small-business enterprise. For purposes of section 166 
(other than subsec. (d)), a payment by an individual in discharge of part or all 
of his obligation as a guarantor, endorser, or indemnitor of an obligation of a 
small-business enterprise created by reason of a loan to such enterprise by 
another individual shall be treated as a debt becoming worthless at the time of 
such payment. 

“*(c) Net Opreratine Loss Depuctrion.—For purposes of section 172 (d) (4) 
(relating to limitation on nonbusiness deductions of taxpayers other than cor- 
porations for purposes of the net operating loss deduction) any deduction in 
respect of which subsection (a) or (b) of this section applies shall be treated as 
attributable to a trade or business of the taxpayer. 

“*(qd) Derrnirions.—For purposes of this section— 

“*(1) The term “security” has the meaning assigned to such term in 
section 165 (g) (2). 

“*(2) The term “small business enterprise” means any trade or business 
earried on by an individual, partnership, or corporation if the total assets 
held (at the time the security is acquired or the loan is made) by such 
individual, partnership, or corporation for trade or business purposes does 
not exceed $250,000; but such term does not include any corporation the 
stock of which is owned (directly or indirectly) by or for more than 10 
individuals.’ 

“(b) TECHNICAL AMENDMENT.—The table of sections for such part VI is 
amended by inserting 
“ ‘Sec. 166A. Losses of individuals in, and loans to, small-business enterprises.’ 
immediately below 

“ ‘Sec. 166. Bad debts.’ 


“(c) ErrecriveE Date.—The amendment made by subsection (a) shall apply 
with respect to taxable years beginning after December 31, 1956. 

“SEC. 8. 5-YEAR DEPRECIATION FOR SMALL-BUSINESS ENTERPRISES. 

“(a) Attowance.—Section 167 (b) of the Internal Revenue Code of 1954 (re- 
lating to use of certain methods and rates of depreciation) is amended by adding 
at the end thereof the following: ‘If the average taxable income of any person 
for the 5 preceding taxable years does not exceed $50,000 per year, then (not- 
withstanding any other provisions of this subtitle and under regulations pre- 
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scribed by the Secretary or his delegate), at the election of such person, the 
allowance under subsection (a) in the case of any property which has a useful 
life of more than 5 years and which is used in the trade or business of such per- 
soh may be computed under the straight-line method as if the useful life of the 
property were 5 years.’ 
“SEC. 9, DEPRECIATION OF USED PROPERTY. 

“(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall apply 
with respect to taxable years beginning after December 31, 1956. 

“(a) Section 167 (c) of the Internal Revenue Code of 1954 (relating to limi- 
tations on use of certain methods and rates of depreciation) is amended— 


“(1) by striking out the period at the end of paragraph (2) and inserting 
in lieu thereof ‘, or’; and 

“(2) by adding at the end thereof the following: 

“*(3) acquired after December 31, 1956, if the original use of such prop- 
erty does not commence with the taxpayer, and the use of such property by 
the taxpayer commences after such date. 

Paragraph (3) shall apply to property acquired in any taxable year only to the 
extent that the basis of such property (determined as of the close of the day 
of its acquisition), when added to the basis of all other property described in 
such paragraph (determined as of the close of the day of its acquisition) which 
is acquired by the taxpayer during the same taxable year, does not exceed 
$50,000.” 

“(b) The amendments made by this section shall apply to taxable years be- 
ginning after December 31, 1956. 
“SEC. 10. EXEMPTION FOR GOODWILL IN DETERMINING GROSS ESTATE. 

(a) ALLOWANCE OF ExreMpTION.—Part III of subchapter A of chapter 11 
of the Internal Revenue Code of 1954 (relating to gross estate of citizens or resi- 
dents of the United States) is amended by adding at the end thereof the following 
new section : 

“ ‘SEC. 2045. GOODWILL. 

“*In determining the value of any interest of the decedent in any trade or 
business carried on by the decedent, by a partnership of which he was a part- 
ner, or by a corporation the stock of which was owned (directly or indirectly) 
by or for not more than 10 individuals (including the decedent), the goodwill 
of such trade or business shall be excluded. The amount excluded from the 
gross estate by reason of the preceding sentence shall not exceed $100,000.’ 

“(b) Technical amendment: The table of sections for such part III Is 
amended by adding at the end thereof the following: 


“Sec. 2045. Goodwill.’ 


“(c) Errective Date.—The amendment made by subsection (a) shall apply 
only with respect to estates of decedents dying after the date of the enactment 
of this act. 


“SEC, 11. INSTALLMENT PAYMENTS OF ESTATE TAX. 


“(a) ALLowANce.—Subchapter A of chapter 62 of the Internal Revenue Code 
of 1954 (relating to place and due date for payment of tax) is amended by 
adding at the end thereof a new section as follows: 

“ ‘SEC, 6157. INSTALLMENT PAYMENTS OF ESTATE TAX. 

“*(a) Estates consisting of stock or investments in closely held business 
enterprises.— 

“*(1) Election to make installment payments: The executor of any 
estate described in paragraph (2), which is subject to the tax imposed by 
chapter 11, may elect to pay the amount of such tax in 2 or more (but not 
more than 10) equal installments. 

“*(2) Estates to which election applies. Paragraph (1) shall apply to 
an estate only if one-half or more of the value of the gross estate consists 
of stock or investments in a closely held business enterprise. 

“*(3) Closely held business enterprise: For purposes of paragraph (2), 
the term “closely held business enterprises” means— 

“*(A) a business corporation having 25 or less stockholders, and 
“*(B) a business partnership having 25 or less partners. 

“*(b) DATE FOR PAYMENT OF INSTALLMENTS.—If an election is made under 

subsection (a), the first installment shall be paid on the date prescribed for 
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payment of the tax by section 6151, and each succeeding installment shall be 
paid 1 year following the date for payment of the preceding installment. 

“*(c) PRORATION OF DEFICIENCY TO INSTALLMENTS.—lIf an election has been 
made under subsection (a) and a deficiency is assessed, the deficiency shall be 
prorated to the installments remaining unpaid on the date of such assessment, 
and the part of the deficiency so prorated to each such installment shall be 
collected at the same time and as a part of such installment. 

“*(d) INSTALLMENTS Pam In ApvaNnce.—At the election of the executor, any 
installment, or part thereof, under subsection (a) may be paid prior to the date 
prescribed for its payment by subsection (b). 

“*(e) ACCELERATION OF PAYMENTS.—If any installment under subsection (a) 
is not paid on or before the date prescribed for its payment by subsection (b), 
the whole of the unpaid tax shall be paid upon notice and demand from the 
Secretary or his delegate.’ 

“(b) TECHNICAL AMENDMENTS.— 
“(1) The table of sections for such subchapter is amended by adding at 
the end thereof the following: 


***Sec. 6157. Installment payments of estate tax.’ 


“(2) Section 6161 of such code (relating to extension of time for paying 
tax) is amended by redesignating subsection (d) as subsection (e), and 
inserting after subsection (c )a new subsection as follows: 

“*(d) INSTALLMENT PAYMENT OF EstaTE Tax.—In any case in which an 
executor has elected under section 6157 to pay the tax imposed by chapter 11 in 
installments, subsection (a) (2) shall not apply to the amount determined by 
the executor as the tax imposed by chapter 11, and subsection (b) shall not 
apply to the amount determined as a deficiency with respect to any such tax.’ 

“(3) Section 6601 (c) (2) of such code (relating to determination of 
last date prescribed for payment of tax) is amended by striking out ‘6152 
(a)’ and inserting in lieu thereof ‘6152 (a) or 6157 (a),’ and by striking 
out ‘6152 (b)’ and inserting in lieu thereof ‘6152 (b) or 6157 (b), as the 
case may be.’ 

“(c) Errective Date.—The amendments made by this section shall apply 
with respect to estates of decedents dying after December 31, 1956. 

Mr. Speaker, immediately following my remarks I request unanimous consent 
that the gentleman from New York (Mr. Riehlman), the gentleman from Con- 
necticut (Mr. Seely-Brown), the gentleman from Illinois (Mr. Sheehan), the 
gentleman from California (Mr. Hosmer), the gentlemen from Ohio (Mr. Mc- 
Culloch and Mr. Henderson) may revise and extend their remarks and include 
explanations of the various sections of the small-business tax bill which we 
have introduced today. Mr. Speaker, I also request unanimous consent that 
the text of the small-business tax bill which other Members and I have intro- 
duced today may be included as part of my remarks. 

The Speaker. Without objection, it is so ordered. 

There was no objection. 

Mr. RIEHLMAN. Mr. Speaker, it gives me a great deal of pleasure to join with 
my distinguished colleagues in the introduction of legislation designed to assist 
small business and family-sized farms. 

The statement has been made today that the base of American free enter- 
prise is small and independent business. I believe this definition fully explains 
why there has been so much interest in legislation to provide income-tax relief 
for small business. 

I think every Member would agree that two segments of our economy have 
been primarily responsible for the independence enjoyed in this country because 
they themselves have exhibited as much self-reliance and independence as any 
group. I speak now not only of small business, but also of the American 
farmer, who, in reality, operates a business, too, as he produces the food and 
fiber so necessary to this Nation. 

Small business and farmers have continued their operations, fulfilling their 
vital roles in our economy. But within the past several years they have been 
faced with increasing difficulties resulting largely through no fault of their own. 

Basically, I think the problems facing small business, and farmers, can be 
placed into two categories: heavy taxation and the cost-price squeeze. The 
legislation introduced today is designed to alleviate a portion of the tax burden, 
which would have a direct influence in easing the cost-price squeeze. 

I do not intend to discuss the varied problems facing our farmers. This side 
of the picture has been and will be more ably presented by my friends who 
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represent the great agricultural areas of the country, such as my distinguished 
colleague, the gentleman from Colorado (Mr. Hill). 

But I do wish to direct my remarks on this bill to the small-business commu- 
nity with which I am familiar, because of the district which I represent and 
because of my own experience as an operator of a small-business establishment. 

The operation of any business, whether it is small or large, or whether it is 
located in urban or rural areas, necessarily follows the general pattern of our 
economy. If the Nation is burdened by hard times, business also is faced with 
recession. When there is general prosperity throughout the land, it is shared 
by the people in many walks of life. But this concept does not always prove 
to be true when other factors, artificial, so to speak, are employed and result in 
an excessive burden upon a segment of the economy. As a result, it can be very 
true that, while the Nation as a whole is enjoying an unprecedented period of 
prosperity, there can be certain endeavors which are faced with serious diffi- 
culties. At the present time, this is the situation confronting the smaller enter- 
prises under our present tax laws. 

I have heard a small amount of criticism directed against proposed legislation 
such as we offer today. It has been said that it would not be fair to offer tax 
relief only to small enterprises, that this would be discrimination. 

I will agree that this legislation contains elements of discrimination. But 
it is a type of discrimination which is desirable. It is desrable because the 
purpose is to assist small-business enterprises to enjoy the benefits which are 
necessary for prosperity and, indeed, in many instances, for survival. Actually, 
this bill is not discrimination, because it does not bring benefits to one sector 
of the economy at the expense of another sector. 

Tax relief for small business will not hurt other segments of the economy. 
In fact, it should prove to be a valuable asset in the continuance of our pros- 
perity. Through such tax relief we can realize many gains. It can mean in- 
creased employment brought about by improvement and modernization of small 
concerns. Benefits will accrue to our entire business establishment because of 
expanded purchasing power to those granted tax relief. And, most important, 
our Nation will move forward as our small-business enterprises are placed on 
a more competitive plane with our larger business enterprises. 

Today the incentive to establish a small business is at a tremendously low 
level. This is not only an unfortunate situation, but is a most serious problem. 
The lifeblood of America has been small business. Because men of imagination 
and initiative went into business for themselves, our Nation has expanded 
and our people have benefited. These men believed in themselves and in what 
they were doing. 

This country did not become great overnight. Success was not easily at- 
tained. Initiative played an important part in our success, and much of that 
initiative came in the people who were willing to take a chance on their own 
ability. They were willing to risk what capital they had in a small business, be- 
lieving that through their own capabilities they could be successful. 

Where is that initiative today? It is not really gone, but there are not too 
many who are willing to rely on initiative alone anymore. They cannot be 
blamed. Initiative plays a great part in success, no question about that, but 
too many other factors enter in. Excessive taxation is one important factor in 
small business—it removes, in many cases, the very capital needed for a man 
of initiative to become a success, or become more successful. 

I believe this bill has greater implication than that of merely granting tax 
relief. It is a bill that will do much to restore opportunity for our small-busi- 
ness concerns in a free, productive, prosperous society. It is a bill that will 
help us to preserve our small-business establishment—the greatest force in our 
economic system, the base of American free enterprise. 

Mr. Seerty-Brown. Mr. Speaker, I am glad to join with my Republican col- 
leagues of the Small Business Committee in the introduction and sponsorship 
of a tax bill for the benefit of the small-business community in our Nation. 
This bill is necessarily long and complicated in its language. At this time I 
should like to discuss the first two sections of the bill. At a later date, I shall 
be pleased to discuss additional sections of the proposed bill. 

As will be noted, the first section of the bill is a declaration of purpose and 
policy and reaffirm the long-established policy of the Congress with respect 
to small and independent business and that sector of our agricultural com- 
munity which includes family-sized farms and farmers. For your information, 
I shall read this section in its entirety. 
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SECTION 1. DECLARATION OF PURPOSE AND POLICY 


This section states that— 
mene is hereby declared to be the policy of the Congress, and the purpose of 

s act— 

“To provide for growth, expansion, and modernization for small and inde- 
pendent business enterprises engaged in trade or commerce; 

“To provide an election for filing income-tax returns for small and independ- 
ent businesses engaged in trade or commerce, whether or not such businesses 
operate as individuals, partnerships, or corporations ; 

“To provide a normal tax rate of 20 percent for taxable years after March 81, 
1957, and to increase the surtax exemption; 

“To provide a growth, expansion, and modernization exemption on net taxable 
earnings for small and independent businesses engaged in trade or commerce; 

“To provide credits for losses incurred through investment or loans to small 
and independent business enterprises engaged in trade or commerce ; 

“To provide for rapid amortization of property utilized for the production of 
profit by small and independent businesses engaged in trade or commerce ; 

“To provide small and independent business an exemption for goodwill in 
the determination of the value of an estate; 

“To provide family-sized farmers and others engaged in agricultural pursuits 
an exemption for the improvement, modernization, and renewal of buildings or 
equipment used in the production, care, and marketing of farm products; and 

“To provide family-sized farms, whether or not such farms are owned in fee 
or occupied by renters or tenants, an exemption for the improvement, moderni- 
zation, and renewal of buildings or equipment used in the production, care, and 
marketing of the products of such farms.” 

If these proposed amendments to the Internal Revenue Code are adopted in 
all particulars, they will materially strengthen our entire business and agricul- 
tural economies. In seeking a formula which would provide maximum help in tax 
reductions for small and independent business, we have recognized the fact that 
modern agricultural pursuits are business enterprises. Therefore, we have in- 
cluded coverage in our bill for family-sized farms, whether or not such farms 


are the property of the farmer and are worked by him or whether such farms 
are occupied by renters or tenants. The bill purposely places the small, inde- 
pendent farmer who owns his own land, as well as the tenant farmer, in exactly 
the same position as the small-business man who owns his place of business or 
who operates his business on leased or rented premises. 


SECTION 2. DEDUCTION FOR EXPANSION OR MODERIZATION OF SMALL-BUSINESS 
ENTERPRISE 


Section 2 is probably the most important section of our bill. The plan out- 
lined in section 2 is, as far as we know, a new approach to one of the more 
crucial problems of small and independent business. In our opinion, it eliminates 
the objections which have been made to a graduated tax. At the same time it 
recognizes the absolute necessity of providing equity capital to a segment of our 
economy Which needs it the most. 

As has been pointed out many times, by far the greatest obstacle to be over- 
come by small and independent businessmen is the accumulation of funds to 
keep their businesses abreast of the times. The demands of the consumer require 
better products, better distribution, better facilities, and conveniences which 
were only dreamed of a relatively short time ago. This consumer demand has 
made itself felt in every type of business enterprise. It requires the manufac- 
turer and processor to continuously improve their plants and equipment if they 
are to meet today’s competitive challenge. This demand requires our farms to 
grow better products. It requires wholesalers of any and all commodities to be 
equipped for a fast turnover of stocks and to render a type of service to retail 
outlets which has revolutionized distribution, particularly in the food and 
kindred industries. The independent retail merchant in every line of business 
is competing with national chainstores and can no longer depend on the loyal- 
customer following which he once enjoyed. 

For example, the vast majority of independent retail grocers are forced to 
choose 1 of 2 alternatives—either modernize and expand their services or face 
the prospect of going out of business. The independent grocer must, in a sense, 
become a supermarket and provide superservice in keeping with the needs and 
demands of his clientele. His store front must be modernized; his goods and 
wares must be easily accessible; he must have the latest type of display cases; 
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and his refrigerating facilities must be the best. In most instances the inde- 
pendent grocer must offer products and services superior to those of his national 
chain and supermarket competitors. No matter how much his customers may 
like him, they will stray away unless they get better quality and better service 
than that offered by his chainstore competition. The independent merchant 
must also, as a general rule, extend a certain amount of credit and delivery 
service while his chainstore competitor operates on a cash-and-carry basis only. 

In this era of technological progress, the smaller manufacturers and machine- 
shop operators cannot depend on equipment which they bought 5, 10, or 20 years 
ago to compete with the completely modern plants of their larger competitors. 
Machines, machine tools, and other equipment which were once good for 20, 25, 
or 30 years are now the exception rather than the rule. We are all aware of the 
tremendous advances which have been made in agricultural equipment and 
machinery. Our family farms must have modern equipment if they, too, are 
to survive in this age of machinery. 

Every business which is engaged in any type of operation requiring machinery 
has found that today’s techniques and products require not only modern ma- 
chinery and equipment but also up-to-date buildings. The consumer is demand- 
ing a greater variety of better products, and the worker is demanding a better 
place in which to work. A better place to work means a better employee and 
more efficient production. 

American industry has demonstrated its capacity to produce and its willingness 
to keep pace with the 20th-century concept of industrial operation. The un- 
fortunate fact is that many thousands of well-managed small concerns have 
been unable to keep pace because of the onerous burden of Federal taxes. 

Section 2 of this bill is an incentive provision which will make it possible for 
small and independent business institutions of every type to grow, to expand, and 
to modernize. 

The table of exemptions, which we include at this point, is, to a degree, self- 
explanatory. It is as follows: 


“If the taxable income is— The limit is— 

Not over O10, 000 seeks bo eee. 50 percent of taxable income. 

Over $10,000 but not over $25000___-_-----. $5,000, plus 40 percent of 
excess of taxable income 
over $10,000. 

Over $25,000 but not over $50,000____.----- $11,000, plus 30 percent of 
excess of taxable income 
over $25,000. 

Over $50,000 but not over $100,000________- $18,500 plus 20 percent of 
excess over $50,000. 

Over $100,000 but not over $150,000_______- $28,500, plus 10 percent of 
excess over $100,000. 


“The expenditures so treated shall be allowed as a deduction.” 

The exemption which applies to any person engaged in trade or commerce— 
whether such person be a corporation, partnership, or individual, including 
family-sized farms and farmers—permits each person to “treat expenditures 
which are paid or incurred by him during the taxable year for the construction, 
reconstruction, erection, installation, improvement, or acquisition of any' facility, 
land, building, machinery, or equipment, or any part thereof, used in the trade or 
business as expenses which are not chargeable to capital account.” 

Section 2 limits the exemption as set forth in the table above to businesses 
having taxable income of not more than $150,000. The greatest incentive, how- 
ever, is provided for the smaller concerns having relatively low taxable incomes. 

In addition, section 2 limits the benefits, to any group of business concerns 
which are under common control, directly or indirectly, to a combined taxable 
income which does not exceed $150,000. Moreover, section 2 makes it clear that 
the exemptions outlined are not to apply to other allowable deductions, and that 
if a growth, expansion, or modernization project is started one year and not com- 
pleted until the following year, the exemption will still be allowed. 

As we have pointed out, this provision—section 2—will be an incentive fur every 
small and independent business and family-sized farmer in this country. Incen- 
tives of this type are helpful in creating confidence in the future. As we all know, 
lack of confidence is often the difference between success and failure. The incen- 
tive program provided here will be felt in every city, town, village, and hamlet 
throughout these United States. It will create confidence throughout our entire 
business structure. It will provide small and independent business a means, 
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which has been lacking, to finance a program for growth, expansion, and modern- 
ization, which is not possible under the present income-tax system. 

Section 2 will assuredly provide a method for improving the financial situation 
of small business and will alleviate to an extent the dual problem of where to 
secure additional equity capital or where to borrow money for capital expendi- 
tures. It is true that any incentive or other plan looking toward the strengthen- 
ing of our small-business economy will not completely, in and of itself, solve all 
small-business financial problems. But, we believe, the plan offered in section 2 
of our bill will be of greater assistance to small business than any plan which has 
been proposed up to this time, particularly if it is enacted into law in conjunction 
with other specific measures which are proposed in the bill under discussion. 

It will be noted that we have placed an arbitrary cutoff point not only in sec- 
tion 2 but also in other sections of this bill. We realize in doing so that it is a 
type of discrimination to which objection is often made. However, it is our 
purpose to help small business and, through such assistance, to strengthen our 
whole economic system. 

We know, and it has been said many times, that larger businesses have many 
advantages by which they may travel toward the goal of expansion, growth, 
and modernization. The larger businesses can sell stock or debentures. They 
ean build up reserves. They can borrow money from sources which are closed 
to small business. We are not concerned with the ability of our larger businesses 
to finance themselves and to keep pace with our ever-expanding business horizon. 
Barring monopoly and the evils which go with monopolistic practices, we think 
that most of our larger businesses operate in the American tradition of free 
enterprise. We have, however, approximately 4 million small businesses in our 
country. This figure, incidentally, is increasing day by day in keeping with 
the growth in population. If they, too, are to follow the American tradition, a 
way must be found for them to keep pace, to grow, to expand, to modernize, and 
to serve the American public in the time-honored tradition of freemen in a free 
country. 

Mr. SHEEHAN. Mr. Speaker, during the 84th Congress the Subcommittee on 
Tax Policy of the Joint Economic Committee held hearings and issued a report 
on tax policy for economic growth and stability. In the chapter entitled ‘“‘Eco- 
nomic Principles for Federal Tax Policy,” the subcommittee declared that “Fed- 
eral tax policy should protect and promote an atmosphere favorable for small 
and new businesses.” 

I think that we will all agree that that is a sound premise in considering any 
and all Federal tax legislation. In our approach to the several provisions incor- 
porated in the bill which we have introduced today, we are frank to admit that 
we have studied not only the report referred to above, but the discussions which 
took place during the subcommittee’s hearings. It is not.my purpose to imply 
blanket approval of all that was said during the discussions referred to or all 
of the material contained in the report. We do, however, recommend the work 
of the Subcommittee on Federal Tax Policy of the Joint Economic Committee 
as being eminently worthy of study and consideration. 

It is my purpose, at this point, to give a somewhat detailed explanation of 
sections 3, 4, 5, 6, and 7 of the tax bill which we have introduced today, and the 
following will highlight some of our thinking on these sections: 


SECTION 3. REDUCTION IN CORPORATE NORMAL TAX 


This section advances the sound premise that the corporate normal tax should 
be low. The surtax bracket of the corporate-tax structure should be just what 
it means—a surtax. Additional revenue should be obtained by increasing surtax 
rates at the appropriate level of exemption. Section 3, therefore, proposes that 
the normal corporate tax rate be “20 percent of the taxable income.” 

As noted, this provision of the bill is designed to place the burden for addi- 
tional corporate tax revenue within the surtax bracket, where it belongs. A low 
corporate normal tax rate will be of great benefit to our smaller corporations 
which constitute the vast majority of all corporations. According to recent fig- 
ures, there are approximately 700,000 corporations in the United States. Approx- 
imately 5 percent of these corporations earn 90 percent of the corporate profits. 
This leaves 10 percent of all corporate profits to be shared by the other 95 
percent of our corporations. 

The 20-percent normal tax, with a proper surtax exemption, will materially 
increase the resistance of smaller corporations to sell out or to merge with their 
larger competitors. It will encourage small firms to adopt the corporate form 
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of doing business. It will materially lessen the burden of obtaining working 
capital. The Subcommittee on Tax Policy of the Joint Economic Committee in 
its report of December 27, 1955, concluded that Federal tax policy in the future 
should “protect the competitive position of small and new businesses by provid- 
ing adequate tax offsets to business risks and by gearing the structure of tax 
rates to any differential barriers to acquiring the financial resources required 
for their growth and development.” 

In this same report, the Subcommittee on Tax Policy, under the chapter, Fed- 
eral Tax Policy Should Protect and Promote an Atmosphere Favorable for Small 
and New Businesses, said that: 

“It is a widely held view that small and new businesses have limited access to 
credit and equity capital from external sources, as compared with larger, better 
established firms. The growth requirements of small and new companies fre- 
quently involve more extensive reliance on internal resources, particularly re- 
tained earnings, than in the case of other companies. A corporation income tax 
rate structure which does not unduly limit the financial resources required to 
finance the growth of large, established companies, therefore, may prove ex- 
tremely burdensome in this respect for small and new companies. A greater dif- 
ferential in effective rates applicable to small and large corporate taxpayers 
should be given careful consideration.” 

We helieve there is overwhelming sentiment in the Congress to provide reme- 
dial tax legislation for small business. This is in recognition of the fact that 
“without small business, America would be a gigantic skeleton, a great industrial 
framework lacking in blood, flesh, and nerves” (H. Rept. 2513, 82d Cong., 2d 
sess.). One way to keep small businesses, as we have known it in America, is to 
provide a low normal-tax rate which will help supply small business with “blood, 
flesh, and nerves.” 

This recommendation is included in the progress report of the President’s 
Cabinet Committee on Small Business under date of August 7, 1956. The 
Cabinet Committee forcefully advocated the reduction of the normal corporate 
tax rate from 30 to 20 percent by stating: 

“At present the tax rate is 30 percent of the first $25,000 of the income of a 
corporation and 52 percent of the income in excess of $25,000. The Committee’s 
proposal would reduce by one-third the tax on the first $25,000 of corporate 
income, but would leave unchanged the tax on income in excess of this figure. 
Thus, the benefits from tax reduction would be concentrated, progressively, upon 
corporations with the smallest net incomes. 

“While taxes on all corporate businesses should in time be lowered, the present 
proposal would substantially reduce the taxes on small corporations, which 
constitute the great majority. It would help the smaller firms to retain earn- 
ings for financing expansion, or would give them some advantage in pricing. It 
would generally encourage the formation of new businesses.” 

There is one difference between the recommendation of the Cabinet Com- 
mittee on Small Business and this bill. The Cabinet Committee recommended 20 
percent on the first $25,000 of taxable income, while this bill proposes in the 
following section—section 4—to raise the surtax exemption from $25,000 to 
$150,000. 

SECTION 4. INCREASE IN CORPORATE SURTAX EXEMPTION 


The bill which we have under discussion proposes to amend section 11 (c) of 
the Internal Revenue Code by striking out “$25,000” and inserting in lieu thereof 
“$150,000.” 

The sum of $150,000 may, to many, sound high. On the other hand, the sum 
of $25,000, to many of us, seems low. However, any sum which might be selected 
as the beginning point for the application of the corporate surtax would create 
disagreement. Unfortunately, we are always confronted with the phrase, “How 
much does it cost?” The cost referred to, of course, is calculated in terms of 
“loss of revenue.” 

Frankly, a business which has a taxable income of $150,000, by most of our 
accepted standards, could not be considered “big business” in any sense of the 
word. In determining the cutoff point of the surtax rate at any given time, we 
have not considered the economic effects on small business; we only considered 
the budgetary requirements of the moment. We have closed our eyes to the 
adverse effect of a combined normal and surtax rate of 52 percent on our small- 
business institutions. We realize expediency has played its part in the past: 
however, we believe the time has come when we must remove at least some of 
the burden of oppressive taxes from the backs of small-business men. 
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The question which always plagues us is whether a more liberal tax treatment 
for small and independent business would not, within a measurable length of 
time, result in increased revenue for the Government. We believe this question 
was answered in part when, at the end of the calendar year 1953, tax reductions 
went into effect amounting to approximately $7 billion. Since that time, our 
country has enjoyed a period of prosperity unprecedented in our history. 

There are many who say that the small-business institutions have not shared 
in this prosperity. We do not believe this to be the case; however, small busi- 
ness would have made greater strides had our Federal tax structure recognized 
more realistically the vital needs of small business. We believe that an exemp- 
tion of $150,000 from the corporate surtax rate is a realistic approach to one 
phase of the small-business tax problem and should be carefully and earnestly 
considered by the Congress. 


SECTION: 5. ELECTION OF INDIVIDUALS AND PARTNERSHIPS TO BE TAXED AS CORPORA- 
TIONS AND SECTION 6, ELECTION OF CORPORATIONS TO BE TAXED AS PARTNERSHIPS 


The intent of section 5 is to provide a method for individuals and partner- 
ships to be taxed as corporations. Section 5 provides a measure of flexibility 
to replace the rigidity which is now incorporated in the Internal Revenue 
Code. This proposed change in section 1361 (e) of the code would allow freedom 
of choice within reasonable limits, Under section 5, a business conducted by 
an individual or partnership would have an election every 4 years as to whether 
or not it desired to be taxed as a corporation. Under present law, the decision . 
is irrevocable except when substantial change in ownership occurs. 

Section 6 of this bill is intended to allow certain corporations the election 
to be treated as partnerships or proprietorships. The proposed provision applies 
particularly to closed corporations with 10 or less shareholders who are actively 
engaged in the business, none of whom are nonresident aliens. In other words, 
the election is intended to apply only to small, closely held, domestic corporations. 

Section 5 is one of the provisions which has been recommended by the Presi- 
dent’s Cabinet Committee on Small Business. The report of that Committee 
commented as follows: 

“Many small businesses avoid the corporate form of organization, despite 
the advantages of limited liability and continuity of legal existence, because the 
corporate income tax may prove an added burden. The present proposal would 
make decisions whether or not to incorporate turn on factors other than taxes, 
since the law already gives certain partnerships the option of being taxed as 
corporations. 

“This measure was originally proposed by the administration in 1954. It 
would particularly benefit small firms having stockholders with very modest 
incomes. 


SECTION 7. INVESTMENTS IN SMALL-BUSINESS ENTERPRISES 


This provision of the bill is intended to provide an incentive and encourage- 
ment for the investment of equity capital by individuals in local small businesses. 
It is also intended to encourage loans, in one form or another, by individuals 
to small-business enterprises. 

The present treatment of capital losses and bad debts is a discouraging factor 
to persons who would otherwise be willing to make investments in, or loans to, 
local small-business institutions. The purchase of stock in a small corporation 
or the investment of capital in the business of an individual'or partnership 
always carries an element of risk, even though the outlook may be very bright. 
This element of risk also applies to loans, endorsements, or guaranties made 
by individuals to assist local small-business enterprises. The element of risk 
cannot be removed, but incentive and encouragement for investment in, and 
loans to, small-business enterprises can be had by more liberal treatment under 
our Federal tax laws when such investments and loans become losses and 
bad debts. 

This element of risk attached to investment in a small-business enterprise 
and the dependence of small firms upon loans and stock purchases in local 
markets was ably set forth by the Small Business Committee of the House of 
Representatives in its final report to the 82d Congress entitled “Review of 
Small Business” (H. Rept. 2513). In this report it was pointed out that small- 
businesses are extremely susceptible to fluctuations in earnings and have a much 
higher mortality rate than large business concerns, Over the years it has 
been found that approximately 20 to 25 percent of the business firms will last 





GENERAL REVENUE REVISION 37 


over 10 years. Some 50 percent will disappear by the end of the second year 
of their operations. The committee pointed out in its report that equity 
capital for new business firms was acquired primarily through the personal 
savings of the owners of the concerns and from friends and relatives. This 
was true for both small trade firms and for manufacturing concerns. It has 
been demonstrated, however, that, in contrast, larger business enterprise can 
utilize the regulated securities market to acquire equity capital and will supple- 
ment such capital to a very large extent by borrowing either in the securities 
market or from financial institutions. 

The present tax laws interpose to a man, who hopes to invest in a small corpo- 
ration, serious difficulty in getting any tax relief when he suffers a loss on his 
capital stock. The only instance when the worthlessness of an investment can 
result in a deduction against ordinary income is one in which the debt is repre- 
sented by open account or by claim note and the debt is acquired, or the losses 
incurred, in his trade or business. If a man invests money in a small corporate 
business and loses his investment because of the worthlessness of his securities, 
he can only take as his loss the difference between his capital gains plus taxable 
income—exclusive of capital transaction and personal exemptions—and the 
capital loss or $1,000, which ever is less. While the present law provides a loss 
carryover so that the capital losses may be offset by capital gains during the 
following 5 years, it is the purpose of this section to provide more rapid recovery 
of capital losses under the circumstances described above. This more rapid 
recovery of capital losses resulting from investment in small corporations will 
do much to provide the necessary incentive for increased investment in such 
corporations. 

Similarly, our proposal would encourage lending to small firms—proprietor- 
ships, partnerships, or corporations—since losses incurred as a result of such 
lending could be charged off against ordinary income. Section 7 (c) specifically 
provides that such bad debts as well as investments described above shall be 
treated as attributable to a trade or business of the taxpayer. 

If this Nation is to preserve its tradition of economic opportunity for small 
business, then every potential supply of equity capital must be fostered. This 
supply of capital, as heretofore mentioned, is provided by men and women as 
the result of thrift and the urge to save. The incentive to help local industry 
through investment and loans by such individuals must be encouraged by pro- 
viding a sensible and realistic cushion against losses. The question which we 
must answer is whether, as a matter of national economic tax policy, the Con- 
gress of the United States desires to facilitate the flow of venture capital to small 
and independent business. If the answer is in the affirmative, then the current 
uncertainties and handicaps of the individual investor and lender must be 
eliminated, and the stringest rules now in the Internal Revenue Code must be 
modified. 

Therefore, section 7 of this bill endeavors to provide the necessary incentive 
and encouragement by allowing individuals under certain circumstances to 
charge off capital losses and bad debts as a deduction from ordinary income. 

Special safeguards are set forth in section 7 to limit its application by defining 
“small-business enterprise” as a trade or business the total assets of which—at 
the time the security is acquired or the loan is made—do not exceed $250,000, 
and in the case of a corporation, the stock is not owned—directly or indirectly— 
by or for more than 10 individuals. 

Mr. Hosmer. Mr. Speaker, I have joined with my five Republican colleagues 
of the Select Committee on Small Business in introducing the bill for the relief 
of small business that is under discussion today. The encouragement and 
nourishment of small business is a tradition in American life. The foremost 
need of small business has always been and always will be venture capital, which 
comes from the savings of individuals and the retained earnings of business. 
It takes venture capital to start a new business, and it takes more venture 
capital to make it grow. 

In years gone by, an important source of such capital was the savings of the 
successful person, who found pride and satisfaction, and who could take the 
risks in the hope of profits, from giving a financial lift to a budding enterprise. 
This source has been fairly well choked off by the extremes of tax-rate progres- 
sion as regards both the capacity. to save and the incentive to use such savings 
as they are accumulated. Today, the small-business man has to look first to 
his own resources and then to bank financing. 

In the first instance, he finds himself bucking up against the progressive indi- 
vidual income-tax rate scale, and if the enterprise is incorporated, also the ex- 
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cessive corporate rates. At the inception of the individual income tax in 1913. 
about $320 of income in the $16,000 income-tax bracket was taken by taxes: 
today, one-half, $8,000, of it is taken. The effects of this kind of taxation on 
unincorporated businesses, whether single proprietorship or partnership, has 
been studied, and after adjustment for inflation it is found that no net addition 
to equity capital of such firms occurred in the study years, 1946 to 1951. 

The trend of corporate taxation also has produced an increasing barrier to 
internal savings of incorporated firms. As short a time ago as 1936, corporate- 
tax rates were at the 15-percent level. Today, combined normal and surtax 
rates take 50 percent without considering any other taxes whatsoever, such 
as property taxes, excise taxes, and the like. 

Bank financing cannot make up for the shortage of venture capital. In the 
first place, the basic need is for long-term capital to share both the risks and the 
prospects of profit. By and large, bank loans must avoid this kind of risk and 
the greater the possible risk the shorter will be the loan period. In the second 
place, the function of bank or debt financing is to supplement, not to replace 
venture capital. Both from the standpoint of the enterprise and of the lender, 
an adequate proportion of venture capital makes supplementary debt more 
feasible. In other words, equity financing is the key to debt financing; when 
more money is risked, more money may be borrowed on sound and reasonable 
terms. The two in balanced combination make for maximum development and 
growth of business. 

There is great difficulty in determining just how much investment is needed in 
small business that is not now being made, but I do have figures which hint at 
the amount through comparison. It is reliably estimated that corporate busi- 
ness, large and small, in America needs $60 billion a year for the next 10 years 
to accomplish the expansion that is needed in our productive capacity as a nation. 
Probably almost that amount is needed by unincorporated businesses, large and 
small. The money can come only from reinvested earnings and new investments 
by individuals from their savings. At the present time, neither source is proving 
adequate to finance as rapid an expansion of productive capacity as is needed to 
remove inflationary pressures in the country. As mentioned, bank financing has 
been resorted to whenever possible to meet the deficiency, but because of the 
previously mentioned difficulties, capacity in that regard for many small busi- 
nesses never existed, and for others is coming to an end. An unpleasant side 
effect of such borrowing has been to help drive up interest rates because so many 
additional borrowers were in the market clamoring for money. 

I emphasize again that the basic reason our economy has not been getting the 
amount of investment money it needs for growth is taxes. High corporate 
income taxes have siphoned away large amounts of earnings that otherwise 
would be reinvested. High individual income taxes, which have caused many a 
TV-quiz contestant to stop short of the top prize because the tax bite makes the 
risk foolish, also discourage investors from risking their money for a dispropor- 
tionately small return after taxes. 

Although circumstances vary among particular businesses and from industry 
to industry, the overall result is that enly about $3.5 billion annually is being 
invested in new corporate stock issues, whereas capital from this source totaling 
$6 billion a year is required to finance the necessary anti-inflation expansion of 
corporate productive capacity. The investment picture for unincorporated busi- 
nesses is no less gloomy. In the case of either incorporated or unincorporated 
businesses, the picture gets progressively worse as smaller and smaller businesses 
are analyzed. 

A reshaping of our tax policy is needed to provide both the means and the 
incentives for an accelerated investment in building up the Nation’s productive 
eapacity. Only in this way can we have healthy business, big or small, and 
boost the productive ability of our economy up anywhere near the total demands 
we make upon it. Only in this way can we encourage the growth of business, 
both big and small, and thereby supply the constantly increasing number of jobs 
which our constantly expanding population requires if we are to avoid economic 
chaos. Such tax changes are not a matter of lowering taxes on big business and 
the rich while the poor get no relief. Saying so is good demagogery, but poor 
economics. They are a commonsense matter of doing what is needed in a free- 
enterprise economy to eliminate the burdens of inflation and the threat of unem- 
ployment, both of which are far more disastrous to the poor than to any other 
economic category. 

Now, the bill that my five colleagues and I have introduced today proposes 
these following steps to provide for growth, expansion, and modernization of 
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small and independent business enterprises in America: First, permits special 
tax deductions for funds spent for expansion or modernization of small-busi- 
ness enterprises; second, reduces corporate normal tax rates to 20 percent; 
third, allows an increase in corporate surtax exemption from $25,000 to $150,000; 
fourth, authorizes election by individuals and partnerships in small business to 
be taxed under the new corporation rates instead of individual income-tax rates ; 
fifth, authorizes small corporations to elect taxation under individual rather 
than corporate income-tax rates where such is advanageous; sixth, liberalizes 
income-tax deduction as to losses which occur on account of investments in 
small business; seventh, permits accelerated depreciation on 5-year basis by 
small-business enterprises; eighth, liberalizes depreciation of used property 
utilized by small-business enterprises; ninth, exempts goodwill in determining 
the gross estate of a small-business man for inheritance-tax purposes; tenth, 
permit payment of inheritance taxes on a small-business man’s estate in install- 
ments over a maximum period of 10 years. 

At this point I desire to join my colleagues in explaining various sections of 
the bill. These sections—sections 8 and 9—deal with methods of providing 
rapid tax amortization for small plants engaged in defense work and for the 
depreciation of used property. The depreciation of used property when pur- 
chased by a small business has not been subject under the law, to the deprecia- 
tion allowances applicable to new plant and equipment. The explanation follows: 


SECTION 8, FIVE-YEAR DEPRECIATION FOR SMALL-BUSINESS ENTERPRISES 


This section is intended to provide a method of rapid tax amortization for 
small-business enterprises. The Internal Revenue Code was amended to author- 
ize a 5-year tax amortization in World War II to provide adequate facilities for 
the prosecution of the war. It was again enacted during the Korean war to 
facilitate the construction of plants in the interest of the war effort. In both 
World War II and the Korean war, it was conceded that industry should have 
an incentive provision to assure the construction of war plants and other facili- 
ties without regard to whether such facilities would be needed at the end of 
the war. 

During World War II and thereafter and during the Korean war and the 
years that followed, small-business concerns engaged in the production of 
materials and products for the national defense received little help through the 
5-year tax amortization program. There were thousands upon thousands of 
applications filed during World War II and during the Korean war but relatively 
few of the applications were processed to completion. The so-called certificate 
of necessity was not granted to the small plants as a general rule no matter 
how essential the plant or its products were to the national defense. The steel, 
the aluminum, the copper, the transportation and many other industries, particu- 
larly the larger units in those industries, received authorizations for rapid tax 
writeoffs running into billions of dollars. And many, in addition, received defense 
production loans with which to build the plants for which a certificate of neces- 
sity had been received. We are not attempting at this moment to evaluate the 
rapid tax amortization program, and we realize that it was put into effect as a 
matter of expediency in the prosecution of the war and defense efforts. It cannot 
be questioned, however, that in granting such certificates the competitive status 
of small-business concerns in many industries was seriously jeopardized. 

However, certificates of necessity continued to be used after World War II 
and have continued to be used since the Korean war. Our purpose here is to 
allow small manufacturers, most of which can turn to defense production when 
necessary, an even break in the field of amortization and depreciation. The 
provision is limited to any person whose average taxable income for “the 5 
preceding taxable years does not exceed $50,000 per year.” 

The provision makes it clear that the useful life of the property may be more 
than 5 years; however, as previously pointed out, technological development, 
particularly in the machine-tool industry, has materially reduced the useful life 
of many tools. These rapid changes, which have and will take place, require 
modernization of tools and equipment as well as the plant which houses them. 

The compelling consideration of this provision should be the welfare of some 
300,000 or more small and independent manufacturers who may at some perilous 
moment in the future be needed to secure our national existence. Many of these 
smaller plants are absolutely essential to our national defense. This fact has 
been proven both in Wor!d War II and in the Korean war. Our aircraft and 
ordnance industries are dependent upon many thousands of small plants, the 
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skill and ingenuity of which are unmatched. These plants have never been, and 
are not presently, treated on a basis of equality when estimates are made as to 
the essentiality of such plants in the maintenance of our national defense. The 
record is clear and speaks for itself when it is examined for the purpose of 
estimating in dollars and in numbers the utilization of our tax amortization 
provisions of the Internal Revenue Code which, as we know, are based on 
certificates of necessity. 

If section 168 is to continue in our tax law for the benefit primarily of big 
business, then the Congress should adopt section 8 of this bill to provide our 
smaller defense plants the incentive to keep pace with the ever-changing scientific 
and technological developments. Section 2 of this bill is intended, as we have 
pointed out, to strengthen the position of all small business from a growth, 
modernization, and expansion standpoint, and we do not believe it is incompatible 
in any particular with section 8 of the bill. 

The more liberal depreciation allowances provided in the Internal Revenue 
Code of 1954 were a major step forward in the evaluation of the whole problem 
of permitting expenditures for machines and other property to be recovered more 
quiekly than under prior law. However, the question of depreciation allowances 
is purely a relative one. As a matter of basic business horsesense such allow- 
ances, we believe, should be at the discretion of the business taxpayer. 


SECTION 9. DEPRECIATION OF USED PROPERTY 


This section is one which has been recommended by the President’s Cabinet 
Committee on Small Business. We agree with the recommendations, since small 
and new businesses, particularly, are principal purchasers of used equipment. 
We believe, within the limits prescribed, such equipment should be eligible for 
accelerated depreciation. 

This provision will benefit not only small business but also those engaged in 
farming operations. 

The Cabinet Committee recommendation and comment stated that: 

“This measure would benefit small and new businesses, whether or not they are 
incorporated. Because of the limitations of its capital, a small business must 
often begin operations by buying an old building, used machinery, or used dis- 
play equipment. Under the Internal Revenue Code of 1954, only new property 
is eligible for the prescribed methods of accelerated depreciation. An extension 
of the privilege of accelerated depreciation deductions to limited purchases of 
used property would improve the financial position and outlook of smaller 
businesses.” 

This bill, of course, incorporates in one omnibus measure practically all sug- 
gestions for small-business tax relief. I believe that none of us who have in- 
troduced it ever expect to see this bill written into law exactly as we have 
introduced it. But, if ever a start is to be made on doing what is needed to 
remove the stifling effect of our present tax structure and philosophy on busi- 
ness—big and small—in America, something like this must be brought up for 
discussion and action. If this bill does nothing more than point to the failings 
of our present tax system and bring an awareness to the people that we can- 
not hamper too much the workings of our capitalistic, free-enterprise economic 
system, then it will have started the reform and served its purpose. 

In passing, I would like to say that the end product of our American economic 
system is enjoyment by today’s Americans of the highest standard of living, the 
most abundant general welfare, the most jobs, and the highest wages of any 
people of any nation in any period of history. Our experience has shown that 
the reasonable expenses of our Government can be generated out of that sys- 
tem more efficiently and with less burden than in any other way. Our expe- 
rience also has shown that a certain amount of governmental regulation of 
the system—antitrust laws, minimum wages and the like—is needed to prevent 
abuses of the freedom inherent in it. The experience of other countries, notably 
France and Great Britain, has shown that excessive or unfair taxation, or 
excessive governmental interference aimed at social objectives ends in paralyzing 
the system. 

Our bill introduced today may be attacked as a so-called gadget approach to 
tax relief. If we look at the small-business picture realistically, we must 
admit there would be no case for special tax incentives for small business except 
for the disincentives of the present tax structure. The interest in small busi- 
ness is not because there is virtue in smaliness itself any more than there is 
virtue in any other degree of size. The interest we express lies in the dynamic 
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forces of business growth, the fact that from small beginnings in one period come 
the successful, expanding businesses of another. A business which does not 
grow has no need for an inflow of venture capital. Admittedly, the tax incen- 
tives in our bill are measured or limited by size and it can be alleged they simply 
mean disincentives for any enterprise which doves not qualify or another tax 
hurdle for the enterprise which would exceed the bounds of the devices. It is 
conceivable that this bill as now written might place a premium on conformity, 
on not being larger or on not growing more than its special provisions warrant. 
But, I repeat, my own objective in introducing the bill, and that which I believe 
underlies the similar action of my colleagues—Mr. Hill, Mr. Riehlman, Mr. 
Seely-Brown, Mr. McCulloch, and Mr. Sheehan—is to get the ball rolling for 
a sensible tax structure for America and for Americans in all areas, geographical, 
economic, and otherwise. By careful study any of the possible objections 
which I have mentioned can be overcome. It is our way of meeting the basic 
issue meet is the present system of high and discriminatory rates of income 
taxation. 

These rates lie at the root of nearly all our small-business difficulties, our infla- 
tion difficulties, our concern with providing employment for America’s ever- 
expanding population, and our desire to keep and maintain the free-enterprise 
capitalistic system working at greatest efficiency for all Americans. 

Regardless of point of view, everyone can understand that individual tax rates 
which reach 50 percent at $16,000 of taxable income and go on to a top of 
91 percent and that a combined top corporate rate of 50 percent are in and 
of themselves discriminatory. The issue is whether the discrimination should 
continue, and resolution of the issue cannot be expected unless it is faced. 

The simplest argument in favor of moderation in rates is that of fairness. 
The people who pay the progressive rates are subject to the same basic rate 
of tax paid by all income-tax payers. And, directly or indirectly, they bear at 
least their proportionate burden of all other taxes—Federal, State, and local. 
Similarly, corporations are subject to nearly all other taxes except individual 
income and estate taxes. At some point in the progression of these taxes they 
start to lessen rather than increase the net return to the tax collector, for at 
that point, they discourage enterprise. By discouraging enterprise, they elimi- 
nate the one fundamental force underpinning a capitalistic economy. That is 
what differentiates our system from that of the Socialists and Communists: in- 
dividual enterprise based on reward rather than governmental fiat issued by 
politicoeconomic commissars. Continuing in existence enactments which make 
for inefficiency rather than efficiency in the workings of our economic system is 
fair neither to the enterprises nor to the population of a country such as ours, in 
which 99.9 percent of the people depend on the efficient workings of a capitalistic 
economic system for their livelihoods. In short, everybody loses by them. 

For many years the question of fairness in iucome taxation has been avoided 
by a sort of socialistic smokescreen, the relation of taxpaying capacity to what 
people have instead of what they produce. The fact that some people have 
wealth and income for which they expended little, if any, effort themselves 
has been allowed, or positively used, to obscure the fact that high and discrimi- 
natory rates of income tax harass, penalize,.and block the efforts of those 
whose work and investments are the source of the Nation’s economic strength. 
The design of capital expropriation by income taxation not only is economic 
folly but it misses the mark. The fundamental effect of excessive rates of in- 
come tax is to prevent the accumulation of wealth and not to redistribute it. The 
TV quiz show contestant situation I mentioned earlier exemplifies the devastat- 
ing share which the Federal Government demands from the fruits of success. A 
single person would have to win a gross prize in the neighborhood of $450,000 in 
order to take home $64,000. 

The ultimate folly of taxation which confiscates potential savings, regardless 
of who does the direct paying, is that the detrimental effect on economic activity 
will be felt by the population and the Nation as a whole. I previously men- 
tioned France and Great Britain as victims of this folly, but it has had its 
unhappy Consequences upon many others during the tide of socialism which has 
swept the world during the past 40 years. Almost to a country, these nations 
are seeking to backtrack from the extremes of progressive taxation, but they 
are experiencing great difficulties in so doing. Not a small part of the so-called 
foreign aid we have provided them has been necessitated because they failed 
to maintain sensible systems of taxation and other capitalistic features. 

I hope to have shown thus far two truths: First, the moral objection to 
progressive taxation is the discrimination which is inherent and inevitable in 
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any progressive tax rate scale. This objection applies as much to the beginning 
as to the top of the rate structure; second, the economic objection to progres- 
sive taxation is that it imposes a tax penalty on the economic virtues of indus- 
try—self-reliance and thrift. This penalty is greatest where the rates are 
highest, but any discriminatory tax restriction on saving and investment which 
goes beyond the reasonable need for Government revenues is a limitation on 
the economic future of the Nation. 

I hope also to have shown thus far two corrective consequences of a tax 
structure and tax philosophy that is maladjusted to the economic system: First, 
burdens first appear and are heaviest upon business enterprises in almost direct 
proportion to their smallness; second, the burdens spread to the whole popula- 
tion of the country first in the form of a denial of all the benefits which can be 
enjoyed from an efficient, productive economy and progress to complete eco- 
nomic chaos involving degeneration of the standards of living of whole popu- 
lations. 

Since my time has almost expired, I cannot in detail dispose of the argument 
that a reduction in taxes would impair Government revenues to such an extent 
as to throw the economy out of balance. But let me say this: The less our 
economy is hampered by overburdening taxation, the more wealth it will pro- 
duce and thus the more tax revenues that will be gained from more moderate 
rate of taxation. Secondly, if permitted to expand naturally in relation to the 
size of our population, a constantly larger overall tax base is provided which 
also has the effect of producing greater tax revenues from more moderate rates 
of taxation. Thirdly, the first two factors, i. e., growth in vigor of economy 
and growth in population do not increase expenses of government proportion- 
ately, so that a constantly diminishing percentage of national income should 
be required by the Federal Government to maintain its activities in furtherance 
of the general welfare. 

In conclusion, I sincerely hope that the Ways and Means Committee will 
Seriously consider these bills and the various proposals they contain. I have 
previously introduced legislation calling for a commission to investigate our 
tax philosophy and tax structure and to make recommendations for legislation 
which will more nearly adjust these to the best workings of our capitalistic 
free enterprise eccnomic system. I believe the Ways and Means Committee 
and the proposed commission working together, or at least in cooperation, to 
consider the proposals of the bills introduced today and all other approaches 
to the problem not only can solve the problems of small-business enterprises, but 
also protect the stake all Americans have in our unique and extraordinary eco- 
nomic system. 

Mr. McCuttocH. Mr. Speaker, in joining my colleagues in the House Small 
Business Committee in the introduction of a bill to provide tax relief to the 
small-business concerns of this Nation, I am convinced that this could be the 
most important legislation to come before this the 85th Congress. The serious- 
ness of the financial position of small business and the importance of tax relief 
for these concerns just cannot be emphasized too strongly. 

In every Congress since I have been privileged to represent the people of my 
district, we have discussed the importance of small business to the continuation 
of a vigorous and flourishing free-enterprise system. We all are aware, I am 
sure, that if our economic system should fail, then surely our political system 
will also fail. And when we have discussed small business we have always 
stated that to preserve this segment of our economy means to benefit the coun- 
try as a whole through lower prices, more employment, better goods and serv- 
ices; in fact, it means a truly higher standard of living. 

Mr. Speaker, despite the analysis of the small-business problem conducted by 
many Members of the House and by its various committees and despite the 
statements made over the past several years that small concerns need help, lit- 
tle has been done. We have written small-business provisions into our pro- 
curement laws; we have attempted to strengthen our antitrust laws; we have 
established independent small-business agencies; and we have made a very 
small start through adjustments in the tax laws. The results of the above 
measures have been less than adequate and can only mean one thing. Congress 
has not struck at the basic difficulty of small business. Small firms receive too 
small a share of military procurement; they find that competition from larger 
business enterprises in the civilian markets.is more severe and difficult to over- 
come; and they find that because of our tax laws and institutional financing 
they have insufficient capital to permit growth and expansion. 
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Despite these adversities, our small-business population continues to increase. 
This shows that the incentive to start new business still persists. In this fact 
we inay take hope for the future of our economy. At the same time, however, 
we iind that many of these new firms are undercapitalized. Where a product 
or service has proven a success, the small firm of 3 or 4 years of operation finds 
it impossible to take advantage of its commercial success. It is this type of 
company which is being penalized by an oppressive tax burden and which under 
more favorable circumstances could become a strong competitor of the much 
larger enterprise. 

Mr. Speaker, we in Congress can no longer sit by and watch big business 
with its vast financial resources take the lion’s share of Government produc- 
tion and service contracts, some 95 percent of research and development con- 
tracts, or develop new products or take over existing smaller companies to 
dominate new and established civilian markets. We are at least partially re- 
sponsible for this dilemma, and we must find a solution. I firmly believe that 
at least a partial answer lies in tax relief for small business. If Congress pro- 
vides for more equitable treatment, this segment of our economy will be suc- 
cessful on its own merits, by its own initiative and good business sense. 

I said that analyses of the small-business problems and recommendations for 
their solution have in past Congresses generally been bipartisan in nature. The 
Select Committee on Small Business has issued several unanimous reports in 
previous Congresses, which reports contained considerable analyses of the tax 
‘ burden of small business. Let us look at what was said during this period. 
While these quotes may be lengthy, I feel that they ably express the tax prob- 
lem of small business as viewed by this committee. 

“The primary objective of Government and business today is to establish the 
basis for an economy of stable, high-level production. Small-business enterprises 
in particular have an interest in the maintenance of a prosperous economy and 
the development of a tax system which will permit the creation of new firms 
and expansion of established small enterprises. 

“While a tax system which is conducive to high-level production is of primary 
importance, there is a recognized need for particular consideration of the tax 
problems of the small concern as contrasted to those of big business. Just as the 
committee was concerned over the extension of credit and the availability of 
capital to small business on the same terms and with the same facility as large 
business, so it desires a tax system which imposes an equal burden on all busi- 
ness enterprises, large and small. In order to equalize the burden of taxes, it 
is necessary to differentiate between large and small firms to prevent further 
industrial concentration and to encourage the small-business segment of the 
economy. The desired tax system, therefore, is one which does not penalize 
small firms and which has a minimum of impact on the competitive relations 
of large and small concerns (final report, 82d Cong., H. Rept. 2513). 

“Many illustrations may be advanced to depict the importance of taxes to 
small firms. 

“First, the vast majority of new, small businesses acquire their initial capital 
from the savings of the owner or from friends and relatives. The future cap- 
ital needs of established small firms must be supplied out of the reinvestment 
of earnings, particularly those funds needed for development and expansion. It 
was shown in the previous chapter, that while business of all sizes may have 
difficulty in obtaining funds for expansion, it is primarily a problem of the 
small firm. The large concern usually has diversification in its sources of in- 
come so that a development project in one part of the business will not seriously 
affect the financial condition of the entire enterprise. A small concern, how- 
ever, is usually confined to one line and any long-term project will involve the 
entire financial facilities of the business, seriously reducing its income for a 
period of time. 

“The previous chapter also pointed out the relative ease with which large 
concerns may secure equity and borrowed capital from the organized securities 
markets, life insurance companies, commercial banks, and other sources. The 
small business, however, has difficulty in securing funds from these sources. In 
view of this reliance of the small firm upon savings and reinvested earnings, 
the effect of taxes on corporate and personal income is obvious. 

“Second, the earnings of small business tend to fluctuate from year to year 
more than those of big business. This variation in earnings of the small firm 
is generally the result of dependence upon local markets and a lack of product 
diversification. Because of these fluctuations, any tax on profits tends to be 
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much more severe for the small firm. Furthermore, during periods of de- 
pression, the small business may realize no profits, whereas, during periods of 
prosperity when the concern has an opportunity to make up its losses, the in- 
creased earnings are reduced by high taxes. The following chart illustrates 
the variation in profits experienced by the small concern and the impact of 
taxes on the income of corporations with assets of $25,000 or less (chart LV, 
p. 105). 

“An additional risk factor is created by this variation in earnings experienced 
by the small firm. The investment of risk capital, where large returns are 
expected, may be discouraged if such returns will be reduced by a tax on net 
earnings. In contrast, a tax on income of large concerns with more stable 
earnings will not necessarily deter this investment. 

“Third, intense competition generally prevails in the industries where small 
firms predominate. The control over price by each concern is negligible and 
there can be little shifting of taxes. Large concerns, however, may have greater 
control over market and price, thereby permitting some shifting of the tax 
burden. 

“Fourth, complex tax laws and regulations place an added burden on the 
small concern which is unable to afford legal and accounting talent. It is 
difficult for these firms to take advantage of tax exemptions or to interpret 
regulations. In addition, in cases of a tax controversy, these concerns are 
unable to present their cases effectively and generally must bear the burden of 
proof. This particular problem is an integral part of the overall management 
problems which confront the small firm. 

“In an economy where a budget of some $83 billion prevails representing 25 
percent of total national production, the influence of Federal fiscal policy and 
taxes cannot be ignored. In fact, Federal expenditure and revenue policy con- 
stitute one of the most important determinants of production, employment, and 
investment. Even when expenditures for defense become unnecessary, the 
impact of Federal taxes will remain large. It is obligatory, therefore, that the 
influence of Federal fiscal policy be given careful consideration and review. 
Collections through taxes and expenditures must promote stability in growth 
and must give particular consideration to the problems and needs of small firms 
which form the backbone of our economy (final report, 82d Cong., 2d sess., H. 
Rept. No. 2513).” 

I am also including brief explanations of sections 10 and 11 of the bill, which 
are as follows: 


SECTION 10. EXEMPTION FOR GOODWILL IN DETERMINING GROSS ESTATE AND SECTION 
11, INSTALLMENT PAYMENTS OF ESTATE TAX 


These provisions were incorporated in the bill to add incentive to individuals, 
partnerships, and small corporations to carry on the business after the death 
of the leading figure in the business. As we know, goodwill is an intangible 
something which, more often than not, attaches itself to an individual. Many 
thousands of such persons who have worked long and hard to build up a busi- 
ness are often faced at some point of their existence with a momentous decision 
which involves both the business and those dependent upon the business. The 
problem was aptly stated by a witness who testified before the Tax Subcommittee 
of the House Small Business Committee in the 83d Congress. This witness 
testified as follows: 

“Look what happens in the case of a business that happens to be prosperous, 
and has a net worth of $100,000 and the Bureau of Internal Revenue determines 
that in addition to that hundred thousand dollars there is an undisclosed asset 
because of its prosperity and earnings of goodwill worth a quarter of a million 
dollars, because it has had $50,000 a year of what they deem to be excess earn- 
ings. They made the estate pay estate taxes on that extra $250,000, but it can 
never be written off as an expense, even though they have determined it by 
capitalizing the excess earning power by multiplying that $50,000 of excess 
earnings by 5.” 

The question for decision is whether to sell out, to merge, or to take a chance 
that the business will somehow survive the Federal and State inheritance taxes. 
The decision reluctantly arrived at these days is usually to sell out to a larger 
corporation or to merge with such a corporation thus protecting in a measure 
the family estate but not always protecting the business and those who are de- 
pendent upon the business for employment. Every such merger or sale means 
the loss of a small business and a reduction in competition. 
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The exemption for goodwill applies only to small corporations owned by no 
more than 10 individuals or to an individual or partnership, and the amount 
excluded from the gross estate is limited to a top figure of $100,000. 

The installment paying of estate tax, as provided in section 11, has been advo- 
cated by many, and is included in the recommendations of the August 7, 1956, 
Progress Report of the President’s Cabinet Committee. We believe the language 
included in that report adequately sums up the desirability of allowing estate 
taxes of closely held business enterprises to be paid in installments over a 
10-year period. The report states: 

“At present, the need to pay a heavy estate tax at times leads to the disruption 
of the management, control, and operations of a small business. This is a con- 
tributing cause of numerous mergers. Although the law permits the Com- 
missioner of Internal Revenue to defer the payment of the estate tax up to 10 
years, this provision of the law applies only to cases of hardship. It does not 
give the taxpayer who may claim hardship any assurance that his claim will 
be recognized. Nor is relief available when assets can be sold at a fair price, 
even though the sale leads to the merger or dissolution of a company. 

“To remove these difficulties, the taxpayer should be given the option of 
paying the estate tax forthwith or in installments over a maximum period of 
10 years, whenever an estate consists largely of investments in closely held 
business concerns. In the event that the taxpayer elects the latter option, he 
should be charged a moderate rate of interest as at present in hardship cases. 
Careful consideration should be given to the merits of limiting the installment 
option to an estate tax of some specified maximum amount.” 

In summary, we have introduced a tax bill for all types of small businesses. 
We may be criticized for placing limitations in almost every provision, but on 
that basis every provision of the Internal Revenue Code is also subject to 
criticism. We are advancing ideas, some of which are new and some of which 
are old. We have not drafted this bill from the standpoint of either revenue 
loss or revenue gain. We are aware that, in this bill, we have not offered 
remedies for all of the inequities affecting small business which are incorporated 
in the Internal Revenue Code. We are here attempting to make a constructive 
beginning by offering a bill which takes care of some of the more flagrant in- 
equities now in the law. We have taken one step. It is an important step, 
and we believe a progressive step in carrying out the declared policy of the 
Congress with respect to small business. In the final analysis, over a given 
period of time we believe that if the advantages of this bill are given to the 
small-business enterprises in our country, it will mean an increase in revenue 
from that sector of our economy. That, however, is something we cannot 
prove, nor should we have to prove it. 

The essential thing which we believe the administration and the Congress of 
the United States must recognize is the absolute necessity for an adjustment of 
the tax burden of the small-business man and the small farmer. It is true 
that the 11 provisions incorporated in our bill will not have the same applica- 
tion to each and every small business. Section 2 of the bill, incorporating the 
provisions for tax exemption to provide incentive for the growth, expansion, and 
modernization of small business, should have universal application, and we be- 
lieve will be welcomed by every small-business man in the country. Each of 
the provisions is designed to take care of one or more tax inequities as applied 
to small business. 

We urge the Ways and Means Committee of the House of Representatives, the 
Senate Finance Committee, and the Joint Committee on Internal Revenue 
Taxation to give our proposals most careful consideration. We plead with 
these great and powerful committees not to discard the recommendations because 
of difficulty of administration or loss of revenue. We say, let us take a good, 
hard look at our smali-business economy and adopt the ideas set forth in our bill 
or comparable ones in order that the small-business sector of our economy 
may grow and thrive and have the opportunity to become our larger businesses 
of the future. 

Mr. Henverson. Mr. Speaker, southeastern Ohio is an area where the economy 
is based upon hundreds of small businesses and family-sized farms. Employ- 
ment and the general prosperity is dependent upon the continued successful 
operation of such enterprises. Within recent years, the district which I have 
the honor to represent has been selected as the site for numerous new industrial 
plants affiliated with some of the largest and most respected corporations in the 
Nation. The number of these major corporations in southeastern Ohio is 
growing and, I predict, will continue to grow at an even more rapid pace as our 
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natural advantages are more fully appreciated. However, we are still an area 
characterized by many small businesses whose future productivity is sensitive to 
Federal policies—-particularly in the question of taxation. 

For that reason, it has been my pledge to study the tax structure as it affects 
small business in the hope that I might recommend a revision of present tax 
laws. Today, I am pleased to join with several of my colleagues here in intro- 
ducing such a bill. I want to discuss briefly the reasons for my sponsorship of 
this bill since they are based upon months of study of its various provisions. 

This is a lengthy bill. As with any tax measure, it is also a complex one. 
However, it addresses itself to what I believe is a growing problem which we 
must recognize now. 

For almost two decades since Pearl Harbor, our tax structure has placed an 
onerous burden upon the Nation’s smaller enterprises. The direct and indirect 
costs of war have likewise taxed all business enterprises heavily. However, 
from the standpoint of growth potential. I believe our smaller businesses have 
felt the pressure of taxation most keenly. It is the intention of this bill to 
provide the incentive for growth, expansion, and modernization of small and 
independent businesses engaged in trade and commerce. It would accomplish 
this through sound tax reductions. 

I want to explain here that this bill is not only concerned with the small 
manufacturer, but applies equally to wholesale and retail establishments. Like- 
wise, it recognizes that small farmers are also business operators—whether 
they are tenants or farmers of land which they own and on which they reside. 

We are all supporters of the principle that the continued growth of free 
enterprise is dependent in direct ratio upon the climate of opportunity for busi- 
hesses to grow and prosper under conditions of healthy competition. We know, 
too, that today few firms can compete if they fail to keep step with new prod- 
ucts, improved processes, or expanded services to the consumer. Many Federal, 
State, local, and private programs are intended to enhance and contribute to 
this climate. However, our tax structure today is, in my opinion, the most 
serious impediment to growth. We are, in fact, seriously penalizing small 
business, particularly in its years of infancy, despite any demonstrated ingenuity 
and skill. 

Our present tax law makes makes no provision for expansion and moderniza- 
tion of a business enterprise. This bill, however, provides tax exemptions to 
apply to all types of small business which earn less than $150,000 per year. 
Such an exemption would apply to work accomplished during 2 consecutive 
taxable years. 

Another section of the bill reduces the present corporate-tax rate from 30 
to 20 percent for firms with annual earnings up to $150,000. These same firms 
would be exempted from the present 22-percent surtax rate. 

Under the bill, small businesses might elect every 4 years whether they wished 
to be taxed as corporations or partnerships. The present provisions offering 
minor tax incentives to persons willing to invest in small enterprises would also 
be increased. 

Another section of the bill offers to small businesses an accelerated deprecia- 
tion deduction on newly acquired property and equipment up to $50,000 per 
year. This would be accomplished under the depreciation schedule now in 
effect and would change the present law to allow such advantages in cases 
where used equipment is purchased. 

Since the goodwill which a firm has created is computed under present law 
in the determination of estate taxes, this new bill would provide an exemption 
from this provision as an incentive for surviving owners to continue the busi- 
ness after the death of one of its leading figures. Another provision would 
allow installment payments of estate taxes where estates consist of stocks and 
investments of closely held business enterprises. 

The foregoing is but a brief outline of the recommendations being advanced in 
this bill. I believe that these proposals represent a broad attack upon the grow- 
ing problem of stagnation and obsolescence in American small business which 
is so largely attributable to the present tax structure. It is the intention here 
to provide an investment in ghe economic future of our Nation. 

I know from the detailed discussions of the tax problem which I have had 
with southeastern Ohio businessmen that the enactment of this bill would have 
a profound effect in solving many of the trying problems which face them today. 
I believe these firms are typical of others throughout the Nation as a whole. 
We would also achieve, I believe, such increased productivity and employment 
that a vastly broadened tax base would be the inevitable result. 
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I cannot agree with proposals which would accomplish some tax relief for 
small firms by raising taxes on our larger companies. To me, such action by 
the Congress would afford little genuine relief and would, in fact, compound the 
general tax problem we are seeking to solve. 

Today we are concerned about Federal revenues. Our concern springs from 
an even deeper concern for Federal spending. Tax reductions resulting in an 
unbalanced Federal budget are a demagogic hoax upon the people. For this 
reason, this bill cannot be isolated from other considerations which are related. 
Primary among these considerations is the Federal budget. A carefully calcu- 
lated offensive to reduce the Federal spending must and, I am certain, will be 
made both in the Congress and by the administration. This, then, is a two- 
pronged problem. We must address ourselves to the Federal budget first, 
squarely facing the realities of what our national aspirations actually require 
and can afford, domestically as well as internationally. In this we must remem- 
ber that the source of our defensive strength is the continued well-being and 
prosperity of our economy. This would include as a first consideration our 
national productivity and the full employment of our people. 

I believe it would be most shortsighted to fail to plan for such an important 
program for our economic future. To the limit of our ability, we should begin 
that program now. 

These provisions I recommend as a beginning for responsible tax reductions. 
In them, we shall accomplish needed assistance that will reach out to all of our 
people and provide the revenues to sustain an expensive and long-term defen- 


sive posture which now appears so inevitable if our national security is to be 
assured. 


It is my earnest hope, therefore, that the Ways and Means Committee will 
- fit to undertake the consideration of these recommendations within the near 
uture. 

Mr. Miuus. Are there any questions? 

Mr. Reep. I would like to thank the Congressman for furnishing 
us with this information, because I understand he is a small-business 
man. Is that correct? 

Mr. SueeHan. That is correct, Mr. Reed. 

Mr. Rexp. May I ask you this question: 

Do you believe the answer or part of the cure for small business 
is a graduated tax? 

Mr. Surenan. Personally [ do not. 

It is my feeling that, as far as corporations go, there should not 
be a graduated tax. I am more in favor of the position outlined in 
the bill where we have a flat normal tax and then a surtax rate which 
would be the same on all profits over $150,000. 

Now we selected $150,000 after much debate. You gentlemen real- 
ize that many bills have been introduced. Some start at $50,000 or 
$100,000 and on up. We took $150,000 because the records show 
that there are 700,000 corporations in the United States, roughly, and 
5 percent of the corporations, or roughly that would be 35,000, earn 
90 percent of the profits. The other 10 percent of the profits are 
earned by 95 percent of the corporations. 

Certainly the small-business man wants to support the taxes and 
finances of the government as well as anyone aoe, If a flat tax is 
laid—and, as I said, that would be up to your committee—if the sur- 
tax rate was 50 percent or 20 percent or 30 percent, it would depend 
upon the economic condition of the country and the need for taxes 
in that particular year. 

Mr. Reep. I thank you for your answer, and I agree with you as 
to the graduated tax. 

Mr. Simpson. Does your bill require a definition of a small cor- 
poration ? 
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Mr. SHeenan. Yes, we have in the bill a definition of the small 
corporation for tax purposes. For instance, the very fact that we 
would show $150,000 as the surtax level shows that we believe that 
is the tax figure which separates a small corporation from a large 
corporation as far as earnings are concerned. 

hen further on in the bill, when we make provisions for invest- 
ments in other small companies, we set the limitation of $250,000 of 
net assets as being a small corporation for tax purposes. 

Mr. Stupson. Thank you. 

Mr. Miiius. Are there any further questions? 

Mr. Krocu. Mr. Sheehan, I am interested in the proposals of your 
committee. I am impressed, however, with the attention you have 
given to the small corporation. I wonder if you would elaborate 
briefly on your committee’s proposal with respect to those small 
businesses which, by law, cannot or, by choice, do not act under the 
corporate form. 

Mr. SHeenHan. We have provisions in our bill that any small busi- 
ness, whether it is a corporation or a partnership or an individual 
organization, could take advantage of the tax laws as they are written 
and take any particular tax basis they want. If it is a small pro- 
prietorship, he could elect to be taxed as a corporation; or, if it is a 
small corporation, he could elect to be taxed as a partnership or an 
individual. 

Under the present tax laws there is such a provision that a part- 
nership or small company could be taxed as a corporation, if my 
memory is correct. But that is rather inflexible, because once the tax- 
payer makes his choice to be taxed as a corporation he is foreclosed 
from changing it unless there is a substantial change in the ee 

Our particular bill would give—if my memory is right, and I would 
have to look it up—either a 2- or 3-year option which he could change 
at his own request. 

Mr. Krocu. Has your committee given any consideration to the 
inequities in the existing law with respect to fringe benefits that are 
available to the corporate form of business that are not now available 
to those who operate in individual or partnership forms? 

Mr. Sueewan. I think, Mr. Keogh, if I am not mistaken, you are 
talking about the option that individuals might have to set up them- 
selves as a pension fund or something like that. 

Mr. Krocu. Well, among those things. 

Mr. Sueenan. No, this bill has not given any particular consider- 
ation to that phase. 

Mr. Keocu. Thank you. 

Mr. Miix1s. Mr. Jenkins will inquire. 

Mr. Jenkins. I would like to ask 1 or 2 questions. 

I am very much impressed with what you apparently are trying to 
do. I would like to know how extensive your efforts have been in that 
respect, as to whether or not your efforts have been widely circulated 
so that everybody in this kind of business would be taken care of. 

If we were to pass your bill, in other words, would there be a great 
number of individuals, thousands of them, that heard nothing about 
your bill? 

Mr. Surenan. Well, Mr. Jenkins, we have attempted to be abso- 
lutely fair and impartial. We do not mean to discriminate against big 
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business or anyone else. We are for giving small business, whether 
it isa purtnerenip, an individual company, or a corporation, or a small 
corporation, a chance under the tax laws to grow. 

ut we do not exclude big business. In other words, when we show 
a $150,000 earnings before applying the surtax rate that applies to 
all business, big or small. We cannot say that big business cannot 
have this, and only small business can have it. ; 

We are trying to make it much easier for small business to live, but 
we are not trying to discriminate. 

Mr. Jenkins. Here is what I am interested in: 

I appreciate what you are trying to do, and I want to say that you 
have presented your statement very succinctly. And perhaps my 
question is an unfair question. However, I would like to know how 
wide the field is on this. If we adopt your program will we be met 
by a cyclone of opposition? In the preparation of your bill, and 
the circulation of it, have you anticipated and met about every obstacle 
that might come up? 

Mr. SHEEHAN. Mr. Jenkins, I can refer you to my previous state- 
ment, where I say it is my information, according to recent figures, 
that 95 percent of the corporations in the country earn less than 10 
percent of the profits. Therefore, this will go to benefit 95 percent 
of the corporations. 

As far as small business goes, as you well know, today the greatest 
majority of small businesses, by far,.earn far les sthan $150,000 a year. 

It seems to me this type of a bill would have pretty much a universal] 
application to business throughout the country. 

Mr. Jenxrns. That is all. 

Mr. Miutrs. Mr. Eberharter will inquire. 

Mr. Esernarrer. Mr. Sheehan, I want you to know that every mem- 
ber of this committee is sympathetic toward the idea of doing some- 
thing to help small business. That is without exception. 

I am sure that the Small Business Committee has given a lot of 
consideration to that fact. 

Now during your deliberations were any estimates furnished as to 
what this plan of yours would do to revenue ? 

Mr. SueeHan. Mr. Eberharter, first of all let me correct one im- 
pression. 

I do not want to call this a committee bill as far as small business 
is concerned. The Republican members got together and agreed on 
it. Itismy endacetintibh that within the last 2 months the Democrat 
members have stated they want to get together with the Republican 
members so we can all come up with a similar bill. There might be 
slight changes made. 

We attempted last year to find out from members of your Ways and 
Means Committee what some of these provisions would cost. Un- 
fortunately, due to the press of business in the last 2 months, we were 
unable to get an accurate estimate or even a guesstimate as to how 
much revenue this would lose. 

I am unprepared to state the cost of this measure. 

Mr. Esernarter. Do you think the proposal would lose money for 
the Treasury ? 
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Mr. SuHeenan. There is no question about that. Anything that is 
going to reduce the taxes for some segment of business is either going 
to have to increase it for others or lose money. 

Mr. Epernarrer. It would be very helpful to the committee if we 
could possibly find out from the Treasury Department their estimates 
of what this would cost the Government in revenue. 

Mr. SHeeHan. We would like to do that. 

Mr. Exsermarter. Thank you for the information you have given 
this committee. Thank you very much. 

Mr. Jenkins. I would like to ask one question. 

In order to receive the benefits of your program, would all of the 
businesses be required to incorporate ¢ 

Mr. SHeeHan. No, Mr. Jenkins. Our program and the bill sets 
up these benefits as available for all businesses whether they are pro- 

rietorships, corporations or individually owned corporations. This 
is not a bill for corporations alone. 

We are making these provisions apply to any segment of the business 
family. 

Mr. Jenxins. That is all. 

Mr. Sapuak. Mr. Sheehan, the compelling reason for your presenta- 
tion here this morning is the fact that you, as a member of the select 
committee, and your colleagues have found that small business in en- 
deavoring to become bigger business cannot obtain the necessary 
operating funds, and from the funds that they are able to save today 
under the existing tax laws there are insufficient amounts so that they 
can provide for their expansion. Is that correct? 

Mr. Sueenvan. Mr. Sadlak, that is the truest statement that can be 
said about small business today. We feel—and I feel, and most of the 
members of the committee feel—it is the tax situation that keeps small 
business small and permits big business to grow bigger. 

As I pointed out, the problem seems to me to be that Congress, in 
all of its wisdom, has provided many things for small business except 
tax relief. 

Mr. Sapiak. Thank you, Mr. Chairman. 

Mr. Miius. Mr. Reed has one further question. 

Mr. Reep. I would like to ask, with the consent of the committee, 
that the joint staff be instructed to study this bill of Mr. Sheehan’s, 
and give us the answer as to how much the revenue loss would be 
under his bill. 

Mr. Mitts. Without objection, the joint staff is requested to submit 
the information for the record. 

Mr. Surenan. I think your committee is much more capable to do 
that than our committee would be. 

(At a later point in the day’s proceedings, Mr. Mills announced that 
this information had been requested by the chairman of the com- 
mittee, and was contained in a letter from Mr. Stam dated August 6, 
1957. Upon the order of the acting chairman, the letter was ordered 
incorporated into the record at this point.) 
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CONGRESS OF THE UNITED STATES, 
Joint COMMITTEE ON INTERNAL REVENUE TAXATION, 


Washington, August 6, 1957. 
Hon. JERE COOPER, 


House of Representatives, 
Washington, D. C. 


DEAR Mr. Coorer: This is in reply to your letter of July 17, 1957, requesting 
a revenue estimate for H. R. 5631. It would be very difficult to determine the 
revenue effect of this bill as a whole, because various sections are interrelated 
and somewhat overlapping. We have tried to estimate the loss from those pro- 
visions which are most important as far as the revenues are concerned. 

Section 3 of H. R. 5631 reduces the corporate normal tax to 20 percent. Since 
the bill was introduced prior to passage of H. R. 4090, the Tax Rate Extension 
Act of 1957, the section as drafted reduces the normal rate from 25 percent to 
20 percent, but H. R. 4090 extended the 30 percent normal tax rate to July 1, 
1958, so a 20 percent normal tax rate would involve a reduction of 10 points 
in the rate, rather than 5. In connection with H. R. 4090, we estimated the full 
year effect of a 5 point reduction in the corporate normal tax as $2,075 million, 
so on the same basis, the loss for this section of H. R. 5631 would be $4,150 
million. 

Section 4 of the bill changes the corporate surtax exemption from $25,000 to 
$150,000. This would reduce corporate tax liabilities by about $1 billion, so the 
2 sections, 3 and 4, would involve a reduction of a little more than $5 billion in 
corporate taxes. The combined effect of these 2 sections is to cut the tax on the 
first $150,000 of taxable income of a corporation to 20 percent, retaining the 52 
percent rate on income in excess of $150,000. 

Section 5 of the bill provides for the continuation of the 1954 code provision 
allowing certain unincorporated business enterprises to be taxed as corporations 
with one additional change which provides for the revocation of the election 
after 4 years. Under present law, the election of unincorporated enterprises 
to be taxed as corporations is irrevocable under the general rule. With a cor- 
porate tax of only 20 percent on the first $150,000 of taxable income as provided 
in section 3 and 4 of the bill and the revocable provision under section 5, many 
unincorporated businesses would find it advantageous to be taxed as corpora- 
tions resulting in a substantial revenue loss. The difficulty in estimating the 
revenue loss under this provision is primarily the determination of the propor- 
tion of profits retained in the business and the proportion deducted as salaries 
and taxed at individual tax rates. Assuming a 50 percent distribution of profits, 
the revenue loss would be about three-fourths billion dollars under the rates in 
the bill. 

Section 6 of the bill allows certain corporations to be taxed as partnerships. 
A similar provision was included in H. R. 8300, as reported by the Committe 
on Finance in 1954, and the report stated that the revenue loss was estimated 
as $50 million for the fiscal year 1955. The provision in H. R. 5631 is not lim- 
ited to newly organized corporations, as was the provision in H. R. 8300, so the 
loss for section 6 of the bill would be greater if this section is considered alone. 
However, if sections 3 and 4 of the bill are taken into account, the estimate 
of loss would be revised to practically zero, for with a corporate tax of 20, per- 
cent on the first $150,000 of income, there would be little incentive for a corpora- 
tion to file as a partnership. 

Three sections of the bill deal with the tax treatment of amounts invested in 
plant and equipment. Section 2, the most important, allows a deduction for 
expenditures for expansion or modernization of small business facilities. ‘The 
amount which can be deducted depends upon the amount of taxable income; if 
the income is less than $10,000, the limit on the deduction is 50 percent of tax- 
able income, and for higher incomes, the allowable deduction is a decreasing 
percentage. This deduction can be taken by a corporation or an unincorporated 
business provided the taxable income does not exceed $150,000. In order to 
estimate the revenue loss from this provision, we assumed that all eligible cor- 
porations invested the full amount allowed as a deduction. This would give the 
maximum possible revenue effect in 1 year. Under the bill, the investment 
could have been made in the year in which the deduction is taken or in the 
preceding year, so if the taxpayer could not utilize the full deduction in the year 
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of the investment, part or all could be carried over to the next year. Our esti- 
mate of the revenue loss from corporations under the assumption stated is $825 
million, using the present corporate tax rates, and this estimate is cut in half 
if the corporate tax rates under the bill are used. 

We have not attempted to estimate the loss from unincorporated business, 
although there is no doubt that it would be fairly large. We do not feel that 
we could make a satisfactory estimate, because it would require so many 
assumptions. 

Section 8 provides that a corporation or unincorporated business which has 
had an average taxable income for the preceeding 5 years of $50,000 or less 
could treat an asset with a useful life of more than 5 years as if the life were 
5 years, for straight-line depreciation. If section 2 is adopted, the additional 
loss from this provision would be small, since firms would generally choose 
the deduction under section (2) rather than this accelerated depreciation. If 
section 2 were stricken, the loss from section 8 would then be much larger. It 
is not clear whether this provision would apply to assets purchased in earlier 
years or only to those purchased in a year when the taxpayer meets the 5- 
year test. We have no data indicating how many businesses would meet the 5- 
year test, nor any information on the amounts invested annually by such firms, 
so we have not tried to estimate the revenue loss for section 8. 

Section 9 provides that a taxpayer may apply the liberalized depreciation 
provisions of the 1954 code to investment is used property, with a $50,000 
limitation on the investment each year. This provision would cover purchases 
of buildings, as well as equipment, and might encourage transfers and ex- 
changes of used buildings for tax purposes. We have estimated the loss from 
applying the liberalized depreciation provisions to used equipment, excluding 
buildings, as $25 million the first year, using present tax rates. This loss 
would be reduced if the corporate rates in the bill were used. If section 9 is 
considered in connection with section 2, the additional loss from section 9 
would be very small for taxpayers with income of $150,000 or less could use 
the deduction under section 2 for used property. 

The bill contains provisions allowing— 

(a) losses from investments in small business enterprises as deductions 
from ordinary income; 
(b) exemption for goodwill in determining gross estate; 
(c) installment payments of estate tax over 10 years if half or more of 
the estate consists of investments in a closely held business enterprise. 
For these, we have no revenue estimates. 

This bill is designed to assist small business and one result of its passage 
might be the splitting up of larger corporations into several smaller ones with 
incomes under $150,000 to take advantage of sections 2, 3, and 4. The revenue 
estimates given for various sections do not take into account this possibility, 
and consequently do not measure the full loss which might occur. 

Sincerely yours, 


Co.uin F. Stam, Chief of Staff. 

Mr. Curis. Mr. Chairman, I simply wanted to add my word of 
compliment to Mr. Sheehan and the members of the Small Business 
Committee who I personally know have been working hard on this 
problem for several years. In fact, we have had some consultations 
back and forth on this matter. 

I was a little disturbed at one comment that Mr. Sheehan made as 
to the revenue loss. I just wanted to pick that up for a little further 
examination. 

As I understand the proposal of your bill, and incidentally the bill 
that I have introduced which takes up only one aspect of the broader 
proposal that your committee makes, it will remove impediments to 
economic growth. That is the primary objective, is it not? 

Mr. Sueenan. That is right. 

Mr. Curtis. Now, if your theory is correct, and these impediments 
to growth have been removed, we should have a tax gain from the 
growth that would ensue as a result of the removal of these impedi- 
ments. Is that not true? 
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Mr. Sureuan. There is no question about that, because as small 
business grows, whether it is a corporation or proprietorship or an 
individual, if it grows and prospers eventually it is going to pay more 
taxes to the United States Government. The net effect in the future 
will be to get far more income than might possibly be lost in the 
beginning. 

Mr. Curris. So in answering the question of tax effect, you were 
merely discussing what might be the immediate tax loss from the 
tax laws we have on our books and not relating it to the net effect of 
the tax gain. There might be a net gain, and I suggest there would 
be a net gain if the theory is correct of removing these impediments 
to growth. 

Mr. Suzenan. The conclusions you state, Mr. Curtis, are absolutely 
correct. 

Mr. Curtis. Thank you. 

Mr. Mmus. Are there any further questions? 

Mr. Hertone. Mr. Sheehan, you stated that a business could elect 
which method it wanted to operate under, whether it would be taxed 
as a corporation or as a private individual. 

Mr. Surenan. That idea is fostered under the provisions of this 
bill. 
Mr. Hertona. How does your bill treat the man who is not in busi- 
ness but on a salary? Would he get the same benefit, taxwise, as the 
businessman would ¢ 

Mr. Surenan. [f he is in business; yes. 

Mr. Hertona. I mean if he is employed and has only a salary. 

Mr. SHEEHAN. No. 

Mr. Hertone. You would have a man in business getting tax pref- 
erence over a man who is working for someone ¢ 

Mr. Suxenan. That is right. But if my memory is right, under 
the provisions of the bill, the minute the man in business takes this 
money out for his own personal use, which would be the same as a 
corporation executive, who would be then taxed as the regular rates, 
he gets no exception. 

Mr. Hertone. Thank you. 

Mr. Foranp. Mr. Sheehan, you mentioned a flat 20 percent on the 
first $150,000 and then it would be 52 percent, or whatever it may be. 
Have you given any thought to those corporations who may be just 
a little over the line, as to whether there should be a notch in the tax 
schedule to take care of those? Or would they have that abrupt jump ? 

Mr. SueeHan. That is a problem that we in Congress wrestle with 
in practically every bill we pass. That is, where the line of demar- 
cation stops. Sometimes it provides for a graduated stoppage and 
many of our bills provide for flat exemptions, like in the housing bill, 
where benefits to mortgages change abruptly at the $10,000 level. 

You always have a problem pe, oe you come into borderline cases. 
We, among our members, discussed that pro and con and we felt that 
there was no need for a graduated income tax on corporations. So 
in our particular limited wisdom we decided on $150,000 as the cutoff. 

Mr. Foranp. The consensus of your group is that once they reach 
$150,000 they pust take that great fone? 

Mr. Sueenan. That is right, but remember this applies to every 
business or corporation. 
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Suppose a corporation has net profits of $200,000. The first 
$150,000 would be taxed at 20 percent. The next $50,000 over that 
would be taxed at whatever rate this committee decides from year 
to year, so that all corporations on the first $150,000, be they General 
Motors or my own company, Silverbrook Beverage Co., would pay 
the same tax rate on the first $150,000. We are not discriminating. 

Mr. Foranp. I am not charging discrimination. Iam trying to get 
some idea of what conclusions your group has reached on that particu- 
lar subject. We have had a lot of trouble as you say in many in- 
stances. I found that in most instances we have got to have some 
kind of a notch to take care of the group just over the line. 

For instance, you draw your line at $150,000. You have perhaps 
somebody that has $155,000. Another has $160,000. But the con- 
sensus of your group, if I understand it properly, is that regardless 
of how close to $150,000, on the high se they will just take that 
big jump into the next bracket. 

Mr. Sueenan. That is exactly right. That has been the consensus 
of our particular group. 

Mr. Mitis. Are there any further questions? If not, we thank 
you, Mr. Sheehan, for your appearance and for the information given 
the committee. 

Mr. Sueenan. I thank you, gentlemen, for your kind attention. 

The CHarrman. We will now hear from our colleague, Hon. Wil- 
liam S. Hill, of Colorado. 


STATEMENT OF HON. WILLIAM S. HILL, A REPRESENTATIVE IN 
CONGRESS FROM COLORADO 


Mr. Hix. Mr. Chairman, perhaps no other subject has received 
such comprehensive review in committee hearings and congressional 
debate as the need for tax relief by the small business concerns of our 
country. This subject has been so well covered, and so frequently, 
in the past few years that I am somewhat reluctant to enter into a 
lengthy discourse of why small business must have tax relief. How- 
ever, in addition to my intense desire to provide maximum tax ad- 
justments for smal] business, I have the honor to be ranking minority 
member on the Select Committee on Small Business. I have, there- 
fore, a duty to perform, and I appreciate the opportunity which the 
Committee on Ways and Means has afforded me. 

Despite the many hearings held in Washington and throughout 
the country and the thousands of pages of testimony received from 
small-business men, tax attorneys, small business associations, and 
others, Congress has done little or nothing to solve the serious finan- 
cial problems of the small firm. May I say very seriously that it is 
my considered conclusion that the 85th Congress should not adjourn 
without first providing maximum tax adjustments for small business. 

The arguments against tax relief for small business have been two- 
fold: First, that special provision should not be made to this segment 
of our economy; and, second, that the demand for revenue precludes 
any tax relief at this time. Let us look at these arguments. 
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SPECIALIZED INCOME TAX PROVISIONS 


Two thoughts occur to me with regard to the first reason advanced 
for not granting tax relief. In the first place our entire tax system 
is comprised of provisions to provide special relief to various types 
of individuals and enterprises. I need only mention a few: oil de- 
pletion allowances, capital gains, exemptions for dependents and de- 
pendents over 65 years of age, excise taxes on various types of prod- 
ucts, a surtax exemption for small business, and many, many others. 
This does not mean I am not in favor of varying tax provisions; on 
the contrary, my point is this: Special provisions have been made 
because taxes hit Vifferent people in different ways and to different 
degrees. No tax can be applied with equal justice to all. It is nec- 
essary, therefore, in the interest of the economy and the welfare of 
our country to examine the impact of a particular tax and the ex- 
tent to which penalties or burdens are imposed. Provision must be 
made for instances of oppressive taxation. 

With respect to the second objection to providing tax relief for 
small business, I would simply like to state that the argument of 
revenue requirements is always advanced whenever relief is requested. 
Admittedly, we need revenue to finance increased defense expendi- 
tures; but while collecting these taxes, small business is placed in an 
increasingly precarious position, and our very competitive system is 
threatened. There appears to be no foreseeable end to the cold war; 
there is grave doubt, however, how long even efficient small business 
enterprise can continue to compete in defense and civilian markets. 
While several of the proposals for tax relief before this committee 
may mean a reduction in revenue over a short period of time, I am 
convinced that in the long run more revenue will accrue from a 
healthier and more sound small business segment of the economy. 
Let us not forget that we are talking about the size business which 
even now provides only a small percentage of income tax revenue but 
which, on the other hand, comprises the biggest percentage of report- 
ing units. 


TAX ADJUSTMENTS FOR SMALL BUSINESS—-A NONPARTISAN APPROACH 


Let us look a little more closely at the difficulties encountered by 
small businesses in their operations—difficulties which can to a sig- 
nificant degree be overcome by additional finances resulting from a 
lighter tax burden. And may I emphasize that the problems of small 
business are not to be identified with any particular political adminis- 
tration. They have existed for at least two decades under both Re- 
publican and Democratic administrations. 

Traditionally in our competitive economic system a new small busi- 
ness is established when a man or group of men have an idea for a 
new product or service, or an improvement over the customary prod- 
uct or service. Generally, this group of entrepreneurs will not have 
all the capital necessary to get into production and to market the 
product. They will be able to put up perhaps 60-70 percent of the 
initial capital, borrowing the remainder from friends, relatives, their 
local bank, or even trade suppliers. 

Frequently, loss years will be encountered during the early life 
of the new business; then when the product or service receives public 
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acceptance or recognition, profits are made and even more profitable 
years are in prospect. A new or young business like a long-established 
concern cannot stand still in our competitive economy. It must move 
ahead into new markets, improve its product, and purchase more effi- 
cient plant and machinery. It is typical of the small business, how- 
ever, that with current tax rates, retained earnings are inadequate to 
permit the successful small firm to take advantage of its hardwon com- 
petitive position. Added to this problem is the problem of inade- 
quate initial capital and the burden of debt payments necessarily 
incurred during the parE yeaa of business operations. 

Similarly, we do not find small firms with adequate capital to pro- 
vide a cushion or to absorb increases in labor and raw material costs, 
or to permit the use of most favorable trade terms or bank credit 
terms. Due to such a lack of capital many small businesses have been 
unable to remain abreast of technological developments or to hire a 
specialized staff so necessary to a business desiring to increase its 
size and scope of operations. 


RETAINED EARNINGS NECESSARY FOR EXPANSION AND GROWTH 


I have mentioned but a few of the difficulties encountered by small 
business, and I am here referring to the successful small firm, one 
which has proven its ability to produce and market its products. It 
is most important for us to recognize that in our free enterprise system 
most of the above-mentioned financial needs should be taken care of 
by utilizing the profits of the business concern. Such profits would, 
of course, be supplemented by attracting additional equity capital 


through issuance of securities or by short or medium-term borrowing 
for working capital requirements from private financial institutions. 

Unfortunately the tax burden of small business is so great, coupled 
with an inability to tap the securities market, that small business has 
had to resort to long-term borrowing. This means that under most 
normal circumstances small business now resorts to more than normal 
debt financing and for purposes which should be normally supplied 
out of ownership funds. The Congress has already demonstrated its 
awareness of this situation by establishing a Federal agency to sup- 
ply credit to small business when such credit cannot be supplied or is 
not forthcoming from other sources. 

Mr. Chairman, the facts which I have just related are already well 
known to this committee. I trust that not only these facts but the 
gravity of the economic situation of small business is equally as well 
known by this committee. We can no longer sit idly by and watch the 
continual deterioration of the small business segment of our economy. - 
This Congress is, through its own inaction, providing the basis for 
an economy comprised of monopolies or near-monopolies. When such 
a situation occurs we will find that the Federal Government itself will 
necessarily have to control the economy. Just as we desire to maintain 
democracy in Government, so must we provide the elements of a free, 
competitive business enterprise system. 

Mr. Chairman, the minority of the House Small Business Committee 
introduced companion bills during the last session to provide tax 
relief for small business in those areas where we believed the most 
assistance could be rendered. These bills were: H. R. 5632 by Repre- 
sentative R. Walter Riehlman (New York) ; H. R. 5633 by Representa- 
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tive Horace Seely-Brown, Jr. (Connecticut) ; H. R. 5634 by Repre- 
sentative William M. McCulloch (Ohio) ; H. R. 5635 by Representa- 
tive Timothy P. Sheehan (Illinois) ; H. R. 5636 by Representative 
Craig Hosmer (California) ; and H. R. 5631 introduced by myself. 
The other members of the minority are also presenting their views to 
this committee and will discuss the specific provisions more fully. In 
addition, while the recommendations of the President for small-busi- 
ness tax relief, as set forth in his letter to the late Honorable Jere 
ete were contained in earlier bills, I introduced a separate bill, 
H. R. 8813, containing these recommendations; namely, (1) that small 
firms be given the right to utilize for purchases of used property the 
formulas of accelerated depreciation that were made available to 
purchasers of new property by the 1954 Internal Revenue Code, (2) 
that small, closely held corporations with 10 or less stockholders be 
given the option to be treated as partnerships or proprietorships for 
tax porpor (3) that taxpayers be given the right to pay estate taxes 
in installments over a 10-year period where the estate consists largely 
of investments in closely held concerns, and (4) that investors in small- 
business firms be given more liberal tax treatment for losses incurred 
from stock investments in those firms. To my mind, however, these 
four recommendations are a minimum rather than a maximum ap- 
proach to the problem. 

I most strongly urge your great committee to report legislation 
which will permit the growth of our small business in keeping with our 
American traditions. Small business does not seek a handout, only an 
equal opportunity based on the hard facts of the situation. 

The Ryd Our next witness is Hon. R. Walter Riehlman, of 
New York. 


STATEMENT OF HON. R. WALTER RIEHLMAN, A REPRESENTATIVE 
IN CONGRESS FROM NEW YORK 


Mr. Rrenitman, Mr. Chairman, a tax system which has a minimum 
impact on the competitive relations of large, medium sized and small 
concerns is a necessary corollary to our free-enterprise system. Recog- 
nition must, therefore, be given to the financial problems of small 
business in order to properly determine the justice and equity of our 
present tax system. 

Businesses of all sizes often have difficulty in obtaining funds for ex- 
pansion, but it is always a primary problem of the small concern. 

The larger concern is usually aided by diversification of product 
as well as sources of income so that development in a particular field 
does not seriously affect its financial position. This is not usually 
the case with smaller concerns. 

Small- and medium-sized concerns cannot float equity issues or bor- 
row in the most fruitful lending markets on the terms necessary to 
their type of operations. 

Earnings of small- and medium-sized concerns have a tendency to 
fluctuate more, year in and year out, than larger businesses. In a 
period of rising prosperity these concerns accelerate their profit take 
rapidly. In declining periods the descent to a break-even point or 
loss position is reached very quickly for most small concerns, particu- 
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larly in the field of manufacturing and processing. Therefore, ade- 
uate reserves can only be built up in rising markets and then only if 
the tax system will permit the accumulation of such reserves. 


THE IMPORTANCE OF A SOUND TAX BASE 


May I suggest that neither large nor small business should be looked 
upon as tax targets to produce a given amount of revenue. Business 
as a whole, for tax purposes, should not be taxed on the basis that cer- 
tain earnings (past and prospective) will yield a certain number of 
dollars. Rather, the effect of taxes on earnings as well as the effect 
on future taxes should be considered. The question might well be 
asked : Will these proposed tax rates stifle and retard business so that 
in effect the tax base will shrink and decrease revenue, or will these 
tax rates encourage business to grow and expand their markets and 
thereby broaden the tax base and in effect increase revenue? 

Because of the large Federal debt, the necessity for continued large 
expenditures for national defense and for many other reasons in con- 
nection with our Federal Government, the tax bill will be large for a 
long time to come. Reductions will occur through careful budgetary 
management. However, in full recognition of these facts, it is all the 
more reason that we constantly strive to bring more and more equity 
into our income tax structure. 

It was because of these factors that I introduced H. R. 5632, iden- 
tical to bills introduced by other minority members of the House Small 
Business Committee. It is our belief that the several provisions of 
this bill provide tax equity and the incentive and means for small- 
business men to prosper as an integral part of our competitive econ- 
omy. In these bills we have attempted to provide the small-business 
man with funds for expansion which otherwise are difficult if not im- 
possible to obtain. By permitting a limited deduction for expendi- 
tures made for modernization, growth, or expansion we believe the 
small, successful business will be able to become even more successful. 
I wish to stress that with this provision we are not attempting to en- 
courage the unsuccessful concern. The deduction is based on tax- 
able income. In this connection, Mr. Chairman, I strongly favor as an 
alternative the provision offered by the distinguished member of your 
committee, Mr. Curtis of Missouri, in his bill, H. R. 5735. 

Secondly, we suggest that actual income-tax rates be reduced. As 
you all know, when the Federal Government alone takes 52 percent of 
corporate income over $25,000, there remain insufficient retained earn- 
ings to permit proper and necessary additions to working capital and 
for purchases of equipment. The goal of this committee is, of course, 
to reduce taxes for everyone as soon as revenue requirements permit. 
If reduction in the normal tax rate implies too great a loss in revenue, 
I would still recommend an increase in the surtax exemption. As 
has been stated to you so often during these hearings and before other 
committees in other hearings, small business must have tax relief in 
absolute terms. They must have more funds to permit their con- 
tinuation as active competitors. 

It has been frequently stated that reduction in corporate income 
taxes should not occur until relief can also be given to the thousands 
and thousands of partnerships and sole proprietorships. We agree, 
and have therefore included in our bill both partnership and corporate 
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filing options. By permitting these small-business concerns an option 
as to how they will file, equity is established among firms of similar 
scope and nature, the partnership and the small closely held corpora- 
tion. By this means the tax burden will not be the determining factor, 
as is unfortunately so often the case, in a businessman’s decision as to 
how a company can best be operated. 


TAX RELIEF, A PREREQUISITE TO EXPANDING ECONOMY 


Mr. Chairman, as I stated on previous occasions, it is becoming more 
evident, as time goes on, that tax relief to small and intermediate 
business institutions is a prerequisite for our continually expenning 
economy. With the growth of our larger business units and a tren 
toward undesirable mergers and consolidations, we should write into 
our tax laws a formula which will encourage every independent enter- 
prise in this country. 

In our consideration of small-business problems, Congress has 
found it necessary to establish an independent a eney for the sole 
purpose of aiding and assisting small business. e have provided 
through these agencies financial assistance, help in securing Gov- 
ernment contracts, and aid in production and management problems. 
May I say parenthetically that the Small Business Administration, 
in my opinion, has done an outstanding job. There is no doubt in my 
mind that this agency should be placed on a permanent basis to work 
in the fields that Congress has authorized and to even broaden its 
work in the years to come. As important and as useful as these 
various aids by the Federal Government are to small and independent 
business, they are only a partial solution to the problems of the small- 
business man. 

There is one point which we must never overlook. That is, by far 
the greatest majority of businessmen in the United States ask only for 
freedom of opportunity in the operation of their businesses. Rules or 
regulations which serve no other purpose than to restrict or control 
their efforts to become an ae part of our American free-enter- 
prise system are undesirable. Businessmen on the whole have demon- 
strated time and again that they are as patriotic as any other group 
of individuals, and they welcome rules and regulations which guaran- 
tee fair play in business and which afford protection to the consumer. 
They have in fact loyally accepted the most stringent regulations on 
materials, prices, wages, and other economic controls needed to main- 
tain our national defense. There is no question about that in my 
mind. I do believe, nevertheless, that we have imposed through our 
— a formidable deterrent to the successful operations of small 
usiness. 


FINANCIAL ASSISTANCE THROUGH LOANS ONLY A PARTIAL ANSWER 


As one who has operated a small business for a great many years, 
I can state with some assurance that the ability to borrow money is 
only a partial answer to the problem of small business. Unless earn- 
ings can be plowed back into the business, it is almost impossible to 
make a success. I can appreciate the plight of those who are begin- 
ning a new business as well as those who have been running a busi- 
ness for a number of years. It is extremely discouraging to operate 
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a business with a fine growth potential only to find that growth is 
stifled because of the inability to retain sufficient earnings with which 
to expand. 

I know there are many thousands of small-business men who feel 
as I do; namely, the intense desire to reap the rewards of ones own 
labors. Most of our small-business men do not want to secure capital 
from outside investors or in the general investment market. The 
have no wish to have others come in and in a sense take over through 
mere financial interest. 

Bank credit and other credit is highly desirable to a businessman. 
It is necessary for a businessman to have the ability to borrow for 
many, many reasons which I shall not go into here. The average 
businessman may properly take pride in the fact that for inventory, 
seasonal, or other reasons he can secure temporary credit from his 
bank. He may also take pride in the fact that he can secure interim 
working capital from financial institutions equipped to provide such 
capital or in cooperation with his bank, through insurance companies, 
investment houses, or the Small Business Administration. 

All of these things are necessary and desirable. However, Ameri- 
can business, both large and small, has been built on the ability of the 
management and ownership to plow earnings back into the business. 
There is no other permanently sound method for business growth and 
expansion. 

I know the distinguished members of the Ways and Means Commit- 
tee realize and recognize that there is no alternative to a sound economy 
except through the medium of a sound tax structure. 

The Cuarrman. We will next hear from the Honorable Horace 


Seely-Brown, Jr., of Connecticut. 


STATEMENT OF HON. HORACE SEELY-BROWN, JR., A REPRESENTA- 
TIVE IN CONGRESS FROM CONNECTICUT 


Mr. Serry-Brown. Mr. Chairman, the economic position of small 
business within our economy is, and has been for many years, of con- 
siderable concern to this Congress and to the country as a whole. 

As long as I have been on the House Small Business Committee, cer- 
tain areas have continually confronted us as impediments to the dy- 
namic growth of our competitive system. Foremost among these prob- 
lem areas was the question of the ability of small-business concerns to 
finance existing and expanded operations. Inadequate financing was 
due to a great extent, it was found, to the impact of Federal taxes and 
the burden of such taxes borne by small-business concerns in contrast 
to the largest enterprises. 

Admittedly, the very largest concerns supply most of our tax reve- 
nues. Even so, they generally have sufficient retained earnings to fi- 
nance much of their expansion and to accumulate most of their work- 
ing capital requirements. When planned expansion exceeds a large 
company’s own financial resources, it may issue new securities, bonds, 
or debentures and borrow from insurance companies and commercial 
banks. In contrast, as you know, the small firm has insufficient earn- 
ings after taxes to finance even modest purchases of equipment. This 
same firm has great difficulty in attracting additional equity capital; 
in fact, it cannot utilize the regulated securities markets. With such 
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a limited market for its securities, the cost of issuance is prohibitive. 
Insurance companies are not interested in small loans, and commercial 
banks are unable to lend the kind of long-term money needed. 


PRESENT TAXES FORCE SMALL BUSINESS TO BORROW 


I believe that through our tax system the Federal Government it- 
self has forced small business to rely on long-term borrowing for pur- 
poses which should ordinarily be financed out of ownership capital. 
The net result of such a proportionately heavy tax-take from small 
business is not only to prohibit their growth but to make them more 
susceptible to fluctuations in business conditions, to cause undesirable 
reliance on borrowing and to create a debt burden which, of itself, 
prevents efficient operations. 

As I said, these things have been true for many years. Current 
business indicators show that something must be done now to correct 
the situation, that is if this Congress, as I know it does, desires to 
maintain a strong and healthy economy. It may be noted that small- 
business profits are down; that the share of Government procurement 
going to small business is inadequate; that the share of the civilian 
market accruing to larger firms has increased; that business mergers 
are on the increase; and that the number of business failures have 
risen. While the more serious position of small business in our econ- 
omy may be due in part to managerial difficulties, the type of product 
being purchased by the Federal Government, in particular the mili- 
tary, and to other factors, it is imperative that the Congress reexamine 
its position on taxation of business enterprise. 


The Congress has in the past established agencies to provide finan- 
cial assistance to business enterprises, both large and small, It recog- 
nized some of the inequities in our tax laws when it passed the 1954 
tax revision. The Congress must now move even more vigorously 
to remove those tax inequities which still confront the small firm. 


SMALL BUSINESS TAX STUDY, 83D CONGRESS 


"* 


In the 83d Congress I had the honor to serve as the chairman of the 
Subcommittee on Taxation of the Select Committee on Small Business. 
Serving with me on the subcommittee were the Honorable Timoth 
P. Sheehan of Illinois, Hon. Craig Hosmer of California, Hon. Sid- 
ney R. Yates of Illinois, and Hon, Tom Steed of Oklahoma. These 
gentlemen are all members of the 85th Congress as well and have 
continued their service on the Small Business Committee. The sub- 
committee in the 83d Congress heard many witnesses representative 
of small business. With the exception of some important matters, 
such as depreciation schedules, which were corrected by the Internal 
Revenue Code Revision of 1954, many problems are as pressing today 
as they were then. In fact, if anything, the need for tax reduction 
for the small business community is more apparent and more crucial 
today than it was at that time. The report of the Subcommittee on 
Taxation (H. Rept. 1002, 83d Cong. Ist sess.) was unanimous and was 
adopted as written by the full committee. 

With your indulgence, gentlemen, because you as members of the 
Ways and Means Committee have the primary responsibility for taxa- 
tion under our system of government, would like to set forth in some 
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detail the findings of our subcommittee as contained in the foregoing 
report. 

n 1953 our committee stated that the problem of adequate financing 
for smal] business was not even at that time a new problem and that 
the only asusrance of a sound competitive economy was the encourage- 
ment and expansion of small business. We stated that 


* * * Of fundamental importance to the improvement of a small firm’s com- 
petitive position is its ability to finance expanded operations. The difficulties 
encountered by a smal firm in securing adequate capital are well known. Com- 
mercial borrowing is accomplished only at higher rates of interest than those paid 
by large companies and is generally inadequate in regard to maturity. While 
banks do supply much of the demand for working capital there are still many 
sound enterprises which are unable to secure funds from that source for this pur- 
pose. Legal lending limits, bank credit policy, and inadequate correspondent 
relationships have deterred bank lending. In addition, commercial banks are 
frequently unable to assume the risk attached to the longer term loans desired by 
small firms. 

Insurance companies have large sume outstanding in the form of mortgage 
loans and debt securities but little of this has gone to small business. The or- 
ganized securities market in addition has supplied little of the capital desired 
by small firms. This has been due to the cost of issuance and the desire of in- 
vestors for tax-exempt securities or securities relatively free of risk. 

Self-financing through reinvestment of earnings or the investment of the sav- 
ings of the company founder and friends or relatives has long been the chief 
source of capital for small firms. The impact of Federal taxation is, therefore, 
one of the most important determining factors of the ability of small firms 
to expand (pp. 1-2, H. Rept. 1002, 88d Cong., 1st sess.). 


Our Subcommittee on Taxation was firmly convinced in 1953 that 
the lack of funds attributable to inadequate sources of capital served 
to emphasize the necessity for permitting greater retention of earnings 
and for encouraging the investment of equity capital. It is stated in 
its report that— 


The problem of retaining earnings for continued development of plant, ma- 
chinery, and markets is particularly great for new concerns. It is during the 
early formative years that firms encounter their greatest difficulty in securing 
adequate capital. Little additional equity capital can be expected from outside 
sources and commercial banks generally are reluctant to lend where a history of 
successful operations is not in evidence (p. 4, ibid.). 

In view of the difficulties of establishing and financing new products and 
processes, it is all-important that consideration be given to the relief of small 
firms during their first few years of operation. The subcommittee sincerely be- 
lieves that greater revenue would accrue to the Federal Government over a 
period of time, if provision was made in our tax laws to permit these firms to re- 
invest these earnings so essential during the development period of a new 
firm (p. 5, ibid.). 


Our Subcommittee on Taxation concluded in its preliminary report 
that— 


* * * The serious financial predicament of small business and the detrimental 
effect of current tax rates on the continued competitive status of the small firm 
cannot be too strongly emphasized. If small business is to play its part in our 
economy, it is essential that the tax structure be amended to provide a healthier 
climate for the growth of new and established small business. A solution of 
these problems is vital to a sound competitive economy (p. 12, ibid.). 


From its rather exhaustive study of the tax problems of small busi- 
ness during the 83d Congress, our committee developed certain recom- 
mendations for changes in the tax law which, it was hoped, would 
provide the relief so necessary to the successful operations of smal! 
business in our economy. Some of these recommendations were: a 
higher exemption under the corporate surtax; liberalization of depre- 
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ciation for purchases of both new and used equipment; removal of 
onerous aspects of surplus accumulation; relief for small business 
under estate tax provisions; a partnership filing option for certain 
corporations; liberalization of net operating loss deductions; reduc- 
tion in both corporate and personal income tax rates at the earliest 
opportunity; and others. 

As I indicated previously, the tax revisions of 1954 included many 
of the recommendations of our committee and have been of material 
assistance to the small-business concerns in our economy. I believe 
the Ways and Means Committee should be congratulated on the work 
that was done at that time. However, more needs to be done. This 
is why the minority members of the House Small Business Committee 
introduced, during the last session of this Congress, tax bills which 
were designed to correct the many inequities that still handicap the 
operation of a successful business. 

On March 6, 1957, I introduced a bill, H. R. 5633, to amend the In- 
ternal Revenue Code to assist small and independent business. This 
bill which is before you as well as the explanation of the various provi- 
sions was simultaneously introduced by the ranking minority member 
on the Select Committee on Small Business, Hon. William 8. Hill of 
Colorado, and the other minority members serving on that committee 
whose names have heretofore been included in this record by other 
members of our committee. Subsequently, on the basis of the recom- 
mendations of the President of the United States to the Ways and 
Means Committee, I introduced H. R. 8818 in company with several 
of my colleagues on the Smal] Business Committee. 

In the Second District of Connecticut, which I have the honor to 
represent, smaller business institutions have historically been the reli- 
ance of our business community. New England from the infancy of 
our country has been a principal supplier of tools and equipment of 
unsurpassed quality. The demand for these products has spread to 
the far corners of the world. In this achievement, Connecticut has 
played its full part and eastern Connecticut comprising the Second 
Congressional District has been in the forefront in the development of 
new skills, new methods, and new tools. 

The situation today in the growth and expansion of industry in east- 
ern Connecticut is the same, I believe, as it is throughout the country. 
Many concerns in manufacturing and distribution have had to borrow 
instead of using their profits for necessary growth and working capital. 
That is because profits are taxed to the point where sufficient earnings 
- cannot be retained to carry on ordinary business operations. This is 
an unhealthy business condition. It is a condition for which we must 
find a remedy. 

Weall know and recognize the needs of our national defense. In this 
atomic age with threats from without and within we are conscious of 
the facts of life as to our national monetary requirements. We know 
that only through tax revenues accompanied by intelligent spending 
for national defense and other necessary functions of government can 
we finally achieve the continuing peace we all so much desire. We 
must, however, keep our sources of revenue in the best possible con- 
dition, The wisest of policies, foreign and domestic, will be of no 
avail if we follow an unwise policy in the field of taxation. 
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We all recognize that the sector.of our business community which 
we define as small and independent business is the broad base on which 
all business in our country must rest. We cannot with impunity deny 
small and independent business as it exists today the right to grow 
and expand. If we doso, our problems will be even greater tomorrow. 
A sound and dynamic economy may only be had with every business 
institution in the economy having an equal opportunity to work out 
its own destiny. 

The Cuamman. Our colleague, the Honorable William M. McCul- 
loch, of Ohio, is the next witness, 


STATEMENT OF HON. WILLIAM M. McCULLOCH, A REPRESENTA- 
TIVE IN CONGRESS FROM OHIO 


Mr. McCuttocn. Mr. Chairman, I strongly urge this committee, 
as have my minority colleagues on the House Small Business Com- 
mittee, to study most closely the impact. of Federal taxes on the small 
business concern and to reevaluate the position of these smaller enter- 
prises in our expanding economy. It is not enough that this Congress 
should write tax legislation; it must constantly remain aware of the 
effect of such legislation on employment, investment, and the competi- 
tive or noncompetitive operations of our economy. ‘This is not the 
same thing as enacting tax legislation to move the economy in certain 
directions, but rather the opposite, in insuring that our tax laws do 
not have undesirable effects on the economy. As stated in December 
1955 by the Subcommittee on Tax Policy of the Joint Economic Com- 
mittee, so ably chaired by the present distinguished chairman of the 
Committee on Ways and Means, Mr. Mills, in its report, Tax Policy 
for Economic Growth and Stability— 


* * * balanced economic growth as an objective of Federal tax policy requires 
that the burden of taxes fall as neutrally as possible among all taxpayers. 


This subcommittee of the Joint Economic Committee stated with 
regard to its belief that Federal tax policy should protect and promote 
an atmosphere favorable to small and new businesses that— 


Recognition of the importance of small and new businesses implies a tax policy 

which prevents tax discrimination against such business units. In general, the 
principal requirement in this connection is to avoid imposing tax disadvantages 
on the relatively high degree of risk and yventuresomeness which characterize new 
enterprise in particular. * * * This criterion also suggests the need for gearing 
the tax burdens of small and new businesses to any problems peculiar to such 
businesses in obtaining the financial reources required for their survival and 
growth. 
* * * Accordingly, this criterion calls for careful examination of tax proposals 
in the light of their real impact on the relative position of new and small busi- 
nesses in the national economy. We should be sure that such businesses can 
participate equally with large, established firms in the benefits of proposed tax 
adjustments. Similarly, it should be recognized that, whatever its merits may 
be, a proposal which weakens the competitive position of small and new busi- 
nesses may involve a significant cost in the effectiveness with which other public 
policies can achieve the free competition and atmosphere of economic challenge 
so essential in our economy. 


As is well known, with Federal Government spending necessarily 
so high, Federal expenditure and revenue policy has become one of the 
most important factors in determining the level and direction of pro- 
duction, employment and investment in our economy. It is absolutely 
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essential, therefore, that our fiscal policy be given continuous ¢on- 
sideration and review to determine whether taxes and expenditures 
are promoting or deterring sound growth among our business con- 
cerns. In light of all the evidence presented to this and other com- 
mittees of the Congress, it is obvious that such an examination with 
attendent changes in our tax system has been lacking. Or perhaps 
I should say, the study has been made but with only a minimum of 
necessary corrective actions taken. 

Mr. Chairman, the burden of Federal taxes as borne by small busi- 
ness over the years has, I believe, been to a considerable degree re- 
sponsible for the increase in mergers, the decrease in the small busi- 
ness share of markets and for a weakening of competition which is 
so necessary to the maintenance of a free competitive society. 

As you know, the minority members of the House Small Business 
Committee introduced an omnibus tax bill last session (March 6, 1957) 
designed to correct many of the inequities in our present tax system. 
We believe that in many respects the recommended changes follow 
the principles set forth in the Subcommittee on Tax Policy report and 
the principles enunciated over the years in reports of the Small Busi- 
ness Committee itself. 

There are several aspects of this bill which are of especial interest 
tome. I might add that these points are also contained in the Presi- 
dent’s recommendations to this committee. 

























ENCOURAGING RISK CAPITAL 






As you gentleman I know realize, one of the most serious handicaps 
to the successful operations of a small business concern isa lack of 
equity capital. There are many reasons why a small business may be 
undercapitalized. It may be a trend toward institutional investment 
because of a desire for security rather than risk-taking by the indi- 
viduals who customarily invest in smaller enterprises; the lack of 
marketability of small issues on a broad scale; and many other factors 
which could be cited. Despite existing handicaps to such investment 
we can encourage the entry of risk or venture capital with small busi- 
ness by more liberal treatment under our tax laws. At the present 
time, if an individual invests money in a small corporation and loses 
his investment because of worthlessness of his securities, he can take 
as his loss only the difference between capital gains plus taxable in- 
come and the capital loss, or $1,000, whichever is less. While the ef- 
fect of this provision is somewhat minimized by a 5-year carryover, 
it is the intent of our bill to provide more rapid recovery of capital 
losses, thereby increasing the incentive to invest in small business; In 
similar fashion, lending to small business would be encouraged by 
permitting losses incurred to be charged off against ordinary income. 
These changes would, I am sure, increase the flow of capital to small 
business and would create the necessary basis for a more sound finan- 
cial structure which may then be supplemented by borrowing. 

























ESTATE TAXES 







Another problem facing small-business men today is that of continu- 
ing the beneficial results of his labors for his family. It is in the 
American tradition that we build for our heirs. Too frequently, how- 
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ever, through initiative and hard work a small-business man develops 
a going concern only to have it liquidated upon his death. To prevent 
such a loss to the heirs, therefore, a businessman finds great incentive to 
sell out or merge during his lifetime. This results in a reduction in 
our small-business population and the lessening of needed competition, 
and in the long run is bound to result in loss of revenue to the Federal 
Government. 

In addition, every successful small business which merges with a 
large competitor or which is sold to such a large competitor has the 
effect of reducing the tax base. This situation is not an isolated prob- 
lem affecting only a few business institutions. There is a very definite 
trend among small-business men to salvage their life’s work and pro- 
vide for their families through this technique; that is, through the 
merger or sale of the business. It is not confined to individuals who 
may own going concerns, but it also affects many sound corporate en- 
tities with a limited number of stockholders. The owners of stock 
in a close corporation composed of 10, 25, or 50 stockholders as indi- 
viduals perhaps have an even greater problem when faced with the 
prospect of estate taxes when the time comes for them to retire from 
the business. The problem of bailing out their interest in such a 
business is a difficult one. It is not always practicable to sell such an 
interest to the remaining stockholders particularly if an individual 
owns a substantial or majority interest in the firm. It is even more 
difficult when the stock is held by both husbard and wife and perhaps 
some of it by other members of a family. 

It is in the public interest to keep our tax base as broad as possible. 
A broad tax base contemplates not only the entry of new businesses in 
our economy but also the maintence and expansion of existing business 
organizations, It is on this premise that the full potential of our 
increased revenue requirements wil be realized rather than by placing 
our expectations on a given scale of tax rates. Every successful busi- 
ness which finds it necessary to sell out or merge with a larger concern 
solely because of hardships imposed by the Internal Revenue Code in 
the payment of estate taxes adversely affects our economy. A healthy 
economy can only be envisaged when all component parts have an 
opportunity to grow and expand as the Nation grows in population 
and in wealth. 

Mr. Chairman, I do not profess to be a tax expert. I have great 
confidence, however, in the knowledge and wisdom of the members 
of the great Committee on Ways and Means, who are continuously 
engaged in the study of our Federal income-tax system. The members 
of this committee have demonstrated their concern for the effect of 
our present tax structure on the small-business sector of our economy. 
I know that you will consider all of the recommendations which have 
been made for the alleviation of as many of the existing inequities as 
is possible in our present circurmstances. 

I particularly have emphasized the problem of the payment of estate 
taxes because of my sincere belief that the present law encourages 
concentration and monopoly by virtually forcing the sale or merger 
of successful small firms to their larger competitors. As a member 
of the Committee on the Judiciary and its Subcommittee on Antitrust 
Matters and as a member of the Select Committee on Small Business, 
the concern which I have regarding the disappearance of small-busi- 
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ness institutions through merger and sale because of our present 
method of handling estate-tax payments, I am sure, can be easily 
understood. 

I trust that the many plans contained in bills which you have under 
consideration, including my own bills (H. R. 5634 and H. R. 8816), 
will receive your earnest consideration and that a plan will be adopted 
which will correct the existing situation. Certainly, I am sure you 
will agree, no provision of law should have the effect of forcing the 
sale or merger of a business in order that the owner or owners ma 
salvage the work of a lifetime or perhaps, as in some cases, the wor 
of several generations of enterprising Americans, 

We believe, Mr. Chairman, that most serious consideration should 
be given the problems imposed on small business by our present tax 
laws and that relief should be granted in as many areas of hardship 
as is possible. We must do everything possible to maintain a healthy 
small-business community as an integral part of our economy. 

Mr. Mutts. The next witness is the Honorable J. Arthur Younger, 
of California. Although we know you quite favorably, for purposes 
of the record will you give your name and address and the capacity 
in which you appear ? 


STATEMENT OF HON. J. ARTHUR YOUNGER, A REPRESENTATIVE 


IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Youncer. My name is J. Arthur Younger from the Ninth Dis- 
trict of California. I am appearing before the committee, and I 
want to thank you for the privilege, on behalf of H. R. 1022, which 
I introduced in the first session of this Congress. 

The purpose of this bill is to permit an individual to anticipate 
his Federal estate tax by taking out a life insurance policy payable 
to the United States, and the proceeds of that policy shall not be 
considered as a part of the corpus of the estate for tax purposes. 

At the present time an individual can accomplish this same pur- 
pose by taking out a policy in the name of his son or daughter with 
the understanding that the proceeds of that policy be used to pay 
the estate tax. Of course, there is no definite assurance that the bene- 
ficiary will use the money for that purpose. But normally the indi- 
vidual will do that. What I propose is that we permit an individual 
to do directly what is now done indirectly. 

Many estates, as pointed out by Congressman Sheehan, are tied up 
in family businesses. When the individual dies, the beneficiaries or 
the remainder of the family often have to sell the business or have 
to encumber it with a debt in order to pay the estate tax. It certainly 
ought to be possible for the individual to anticipate his tax by taking 
out an insurance policy which would be payable to the Treasury of the 
United States. 

If the amount of the policy was not sufficient to pay the tax, then 
the estate, of course, would have to pay the balance. if it was more 
than sufficient to pay the tax, then the estate would have to pay a tax 
on the surplus. 

I think this is only a right which the individual should have. I 
believe that we should permit by law persons to do directly what is 
now permitted to be done indirectly. 
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I do not believe that there will be a great tax loss because the revenue 
from the increased insurance both from the tax on the insurance com- 
panies and the underwriters will be more than the tax on the amount 
that .is now received from policies which are taken out for that pur- 
pose and where the proceeds of which become a part of the corpus of 
the estate and therefore are taxable. 

The bili was approved by the Counsel for the Internal Revenue 
Service as to form. I do not want to convey the idea to the committee 
that the bill has the endorsement of the Internal Revenue Service 
because it does not., But as to form and to accomplish the purpose for 
which it was intended, it has been approved by the Counsel for the 
Internal Revenue Service. 

Thank you very much. 

Mr. Mitts, Mr. Younger, would you like to have a copy of the bill 
to which you refer appear in this record at this point? 

Mr. Youncer. Yes. 

Mr. Miius. Without objection it will be included in the record. 

(H. R. 1022 is as follows:) 


{H. R. 1022, 85th Cong., 1st sess.] 


A BILL Relating to life insurance taken out to cover estimated liability for the Federal 
estate tax 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That (a) part IV of subchapter A 
of chapter 11 of the Internal Revenue Code of 1954 (relating to the taxable 
estate for purposes of the Federal estate tax) is hereby amended by adding 
at the end thereof the following new section: 


“SEC, 2057. LIFE INSURANCE TO COVER FEDERAL ESTATE TAX 
LIABILITY. 


“(a) GeneRAL Ruie.—For purposes of the tax imposed by section 2001, the 
value of the taxable estate shall be determined by deducting from the value of 
the gross estate any amount receivable by the United States as the beneficiary 
under an insurance policy— 

“(1) on the life of the decedent, 

“(2) deposited with the Secretary or his delegate, and 

“(3) the proceeds of which are, by direction of the decedent, to be treated 
as an amount paid with respect to the liability of the decedent’s estate for 
the tax imposed by section 2001. 

“(b) Lirmrration.—The deduction allowed by this section shall not exceed 
whichever of the following amounts is the lesser: 

“(1) the amount which equals the value at which the proceeds receivable 
by the United States under the policy are includible in the gross estate under 
section 2042, or 

“(2) the amount of the estate’s liability for the Federal estate tax.” 

(b) The tabte of sections for such part IV is hereby amended by adding at 
the end thereof the following: 


“Sec. 2057. Life insurance to cover Federal estate tax liability.” 


Src. 2. (a) Subchapter B of chapter 64 of the Internal Revenue Code of 1954 
(relating to receipt of payment) is hereby amended by adding at the end thereof 
the following new section: 


“SEC. 6317. PAYMENT OF ESTATE TAX BY INSURANCE PROCEEDS. 

“(a) GeneraL Rute.—-In the case of any decedent, amounts received by the 
United States under insurance policies meeting the requirements of section 2057, 
to the extent that the aggregate thereof does not exceed the limitation contained 
in subsection (b) of such section, shall be treated as amounts paid with respect 
to the tax imposed by section 2001. 

“(b) Wuere Proceeps Excrep Depvotion.—If, in the case of any decedent, 
the aggregate amount received by the United States under insurance policies 
meeting the requirements of secticn 2057 exceeds the amount allowed as a deduc- 
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tion under such section, the Secretary or his delegate shall pay to the estate of 
the decedent an amount equal to such excess.” 

(b) The table of sections for such subchapter B is hereby amended by adding 
at the end thereof the following: 

“Sec, 6317. Payment of estate tax by insurance proceeds.” 

Sec. 3. The amendments made by this Act shall apply with respect to estates 
of decedents dying after the date of the enactment of this Act. 

Mr. Mitxs. We thank you for your appearance and the information 
given the committee. 

Are there any questions? 

Mr. Reep. I would like to congratulate you on raising a very vital 
issue which has troubled me for a long time. And it has troubled a 
great many people. I think something ought to be done to relieve 
this situation of people having to borrow money in order to pay the 
estate taxes. Thank you very much. 

Mr. Mitxs. We thank you, Mr. Younger. 

Our next witness is Dr. Spencer M. Smith. Dr. Smith, will you 
please come forward ? 

Will you give your name and address and the capacity in which 
you appear for the record ? 


STATEMENT OF DR. SPENCER M. SMITH, PROFESSOR OF ECONOMICS 
OF THE UNIVERSITY OF MARYLAND 


Dr. Smirx. I am Spencer M. Smith, Jr., professor of economics of 
the University of Maryland. 


My primary interest has been in the structural changes in the 
economy that take place primarily as a result of growth. 

My task today, however, is to invite the committee’s attention to 
a more limited segment of this consideration, that is, the status and 
prokienie of small- and medium-size businesses in an economy that 
1as expanded at a rather amazing rate. 

At the outset in considering how small- and medium-size business 
has fared in this general expansion, I am aware that statistical infor- 
mation is seldom available in such complete form as to meet all the 
needs required. This makes necessary considerable resort to inter- 
pretation—but the evidence almost without exception indicates that 
small- and medium-size businesses have lost position in the national 
economy. 

Many studies have been made by competent individuals and organ- 
izations—but their conclusions have been conflicting. For example, 
Congressman Wright Patman stated in a meeting of the Joint Teco. 
nomic Committee over a year ago that the impact of tight money on 
small business as measured by the Standard Factors Corp. indicated 
that small business received less loans, while the surveys of the 
American Bankers Association and the Mellon Bank indicated small 
business received more. 

Actually the conflict in many studies is that they are measuring 
different phenomena. Thus it could be possible to show that the 
absolute amount going to small business is greater but its relative 
share in the overall expansion is less. 

If our own efforts are to be pertinent in appraising the limitations 
on the growth of small business, it is necessary to determine what 
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factors are affecting small businesses that are unique either as to inci- 
dence or degree. With this understanding, the results of our in- 
quiries and investigations lead us to the following conclusions, which 
we shall discuss immediately thereafter. 

1, Small businesses have not participated in the overall economic 
expansion—but have lost ground relatively. 

2. The principal restraint to their maintaining their relative posi- 
tion has been the inability to obtain sufficient capital for basic growth 
commensurate with their potential. 

3. This structural change in the economy is harmful to sustained 
business opportunity and threatens our competitive structure. 

I. Small businesses have not participated in the overall economic 
expansion—but have lost ground relatively. At this point I wish 
very much to be understood, since it is not my purpose to debate 
the relative merits of bigness per se or to argue by implication that 
restraining the large firms will redound to the benefit of the small 
ones. In an economy that is growing the proper expectation is that 
all segments of the economy will share in that growth. While it is 
recognized that each individual entity cannot grow at the same rate 
as all others, by the same token, any great disparity of growth rates 
between significantly large areas of our economy should be recog- 
nized and analyzed as to its impact and meaning. 

On January 23, 1957, in the Wall Street Journal’s news roundup, 
attention was called to the change in the structure of our economy. In 
1947, corporations with less than $1 million in assets accounted for 
18.9 percent of all manufacturing sales and 13.3 percent of total earn- 
ings. At the close of 1955, however, the same firms had 18 percent of 
sales and 4.5 percent of manufacturing profits. This takes on greater 
significance when profits are analyzed in relation to sales. As is shown 
clearly in exhibit I, profits in cents per dollar of sales both before and 
after taxes have decreased generally. The smaller firms, however, 
have experienced a worsening relative to larger firms for they have not 
been able to achieve sales volume in sufficient amounts to overcome the 
declining amount of profit per dollar of sales. 

Two interpretations may be made of this evidence, (1) that larger 
firms have been able to increase their volume of sales to more than 
compensate for the reduction of profit to sales while small firms have 
not, or (2) that large firms have become larger as to productive capac- 
ity and their search for a larger volume of sales to offset heavier fixed 
charges has forced down the profit per sales dollar. In either event, it 
appears obvious that small businesses—primarily because of lack of 
capital—were in no position to become a part of such expansion or to 
benefit from it. 

A further indication that our economic growth was topheavy came 
on July 12, 1957, in a report of the Senate Subcommittee on Antitrust 
and Monopoly of the Committee on the Judiciary. This report is a 
voluminous statistical statement dealing at length and in detail of 
changes in manufacturing industries. 

It reported that in 1954 the 200 top manufacturing corporations 
accounted for 37 percent of the total dollar value added by manu- 
facturing or a 7-point increase over the 30 percent the top 200 achieved 
in 1947. An increase averaging 1 percentage point per year for 7 
years in their share of the market is phenomenal. This indicates that 
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in the manufacturing area there has been substantial expansion in 
sales, but smaller corporations lost ground in the process. 

This statistical information is gleaned from excellent base data 
that have been refined to a great degree in recent years by improved 
reporting and sampling. The best information is for corporate 
enterprise engaged in manufacturing and the next best for corporate 
organizations regardless of function. It is unfortunate that we do 
not have equally creditable information regarding unincorporated 
business enterprise, especially since the numbers encompassed b 
this classification are of such significance. It should be remember 
that only 15 percent of all businesses are incorporated. 

While one could not assert with assurance that the smaller the 
business the less likely the success of the enterprise—the general 
statistical information leaves little doubt that small business has 
suffered irrespective of form of organization. The plight of small 
business is even more real and crucial than is apparent from the 
limited data available to the researcher. 

In fact, Dun & Bradstreet, Inc., and the Department of Commerce 
publish yearly an analysis of business population and business fail- 
ures. The last decade leaves little question as to the fate of many small 
and medium-size businesses as indicated in exhibit IT. 

A number of qualifications must be made of exhibit II. Immedi- 
ately after the war, the pent-up demand for consumer goods was 
obvious and a great number of Sethe organizations were formed 
that were marginal in the long run but enjoyed some short run success. 
As a result, the number of failures started increasing in 1946. The 


amount of liabilities involved in failures also increased due, in part, 
to the increase in the price level. Even if these and other qualifica- 
tions are understood, and maximum consideration is given them, they 
cannot Jessen the significance of the increases in business failures. 
Certainly the increase in business failures of some tenfold cannot 
be explained by such qualifications nor can a similar increase during 


the same period in the amount of liabilities involved in these business 
failures be considered a normal adjustment. 

Equally sobering is the ratio of business failures to new businesses. 
Quite obviously this high ratio requires analysis for these were not 
depression years but years of economic growth and expansion. The 
general return to normalcy of 1952 and 1953 hardly can be said to 
Sree Se small business when the high incidence of failures is con- 
sidered. 

In addition, an analysis of the national income accounts indicates 
some startling changes as to the growth of the national income and 
the manner in which it is shared. In 1946 the income of unincorpo- 
rated enterprise was $21.3 billion or 11.9 percent of the total national 
income. Comparable corporate profits for the same year were $17.3 
billion or 9.6 percent of the national income. In 1956 the income of 
unincorporated enterprise had increased to $29.1 billion, but its share 
of national income had fallen to 8.5 percent. The corporate organi- 
zations, however, increased profits to $40.8 billion in 1956, an increase 
that more than doubled the amount in 1946. In 1956, the share of 
corporations in national income increased to 11.9 percent (exhibit IIT). 

Why did the position of unincorporated enterprise decline in the 
1946-56 decade? The usual reasons—such as wartime reasljustments, 
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the inability to keep war-expanded capacity occupied, and others— 
appear to have little pertinence. It is true that the total income of 
unincorporated business increased dollarwise each year—but the 
increases were so modest that the concerns as a whole lost position 
with each passing year. 

The plight and circumstance of small business is more desperate if 
we consider some of the projections for our expanding economy. Are 
we willing to assign a progressively lesser role to small business? Will 
a continuing falling income and further worsening of small business 
position adversely affect the generally hoped for overall economic 
expansion? Certainly the recent economic experience of small business 
gives abundant evidence that small business has not shared in the 
country’s postwar economic expansion and prosperity. , 

II. Why has small business been unable to grow in relation to the 
general economic growth ? 

There may be many of us who stand in awe of the probing of 
outer space, the miracle of nuclear energy, and the present-day 
marvels of physical science and admittedly we may have little to 
say as to their understanding and effect. Apparently no one is 
similarly humbled by the diagnosis of small-business problems or 
the urgency of their remedy. Everyone appears concerned about the 
plight of small business, but—paraphrasing Mark Twain’s much- 

ks about the weather—nobody 


quoted observation that everyone ta 
has been able to do much about it. 
oie part of the difficulty has been in the method of considering 


the prob 


ems of small business and part in insisting upon some one 
lan—one that will solve all known problems confronting small 
usiness, 

If the aims and objectives of our economy are to be met, small- 
business problems cannot be ignored. It should be freely admitted, 
however, that all small-business problems are not necessarily deserv- 
ing of collective action for their solution. The identity and precise 
definition of small- and medium-size business must be looked upon 
as group concepts rather than descriptions of a firm typical of all 
firms. Size concepts will likewise vary from industry to industry, so 
that any classification must be flexible and still be meaningful. 

Certainly some small-business problems cannot be bil vell. since to 
do so would alter seriously the adjustment process of our entire sys- 
tem. This is not to say that they are automatically a success or that 
positive assurance exists that they will be a success. The argument 
of many, however, that these businesses would expand if they were 
successt ly operated begs the question. The test of their success or 
failure is whether they can continue as a going concern after digest- 
ing certain degrees of expansion. Many large firms of today would 
never have reached their present size if—to exist at all—they were 
forced to expand under the present circumstances. 

The difficulty of small- and medium-size business to expand is 
caused, in my judgment, by: 

(a) Inability to enter the capital markets. 

(6) Inability to use working capital, borrowed from commer- 
cial banks, for expansion purposes. 

(c) Inability to take advantage of, or obtain protection from, 
the incidence of inflation. 
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(d) Inability to prepare for or weather sustained reductions 
in business activity. , 
e) Inability to shift the incidence of taxation. 
f) Inability to continue operations due to forced transfer or 
liquidation of assets as a result of estate taxes. 
(g) Inability to retain sufficient ae 
A. Inability to enter the capital market: Most observers agree that 
the small-business man is practically foreclosed from the capital mar- 
kets because of high interest rates. Floating bonds or debentures for 
an unincorporated enterprise is practically an impossibility for few 
are capable of providing the financial statements necessary for such 
acceptances. Even small corporate entities are paying phenomenal 
rates on new bond issues. This represents a risk of alarming pro- 
portions. It is likely that only the present crucial necessity of equip- 
ment replacement to increase the volume of business would motivate 
them to take such risks, 
Mr. Ralph Harbourne, president of Harbourne Tool & Die Co., 
stated that his firm may have contracted its demise by + a 


$375,000 bond issue with a flat 6 percent interest charge. Mr. Har- 
bourne said: 


A company such as mine has had much sympathy from bankers and finan- 
ciers—so much so that it is now obvious that neither of them understands our 


problem. A banker advised me only this morning that this attempt at expansion 
was not prudent and that since I had a good thing, why should I jeopardize 
it with such notions of expansion. The thinking that expansion is entirely 
determined by the wishes of the business seems somewhat general. Actually, 
in order to compete in our market we must lower our unit cost of production. 


To do this means a volume increase of some 20 to 30 percent and to obtain such 
volume means some new equipment and additions to our physical plant. If we 


continue our present operation without attention to what’s happening we will 
be out of business within a year. We must expand or close down. If our costs 
of expansion prove to exceed our cost reductions then this will end it. These 
are our alternatives, 

Further inquiries of Mr. Harbourne revealed that he felt the diffi- 
culty of obtaining capital was the primary factor in the question of 
the continuance of many small- and medium-size businesses. He 
stated— 
= a the firm the easier access to the capital market and the less serious 

e risk. 

The opportunities to take advantage of the capital market are 
many but none has much appeal to the small or medium-size business 
concern. An offering of stock soon finds the issue listed with the 
“secret securities” or “dogs and cats,” if at all. The capital provided 
is seldom adequate and the price per share is usually under a dollar 
with the additional hazard that the acquisition of shares could be 
timed so that control could be purchased with a relatively small 
amount of money. 

For small- and medium-size business the problem of reaching the 
capital market is difficult and once there the results are frequent] 
tragic. One fundamental problem that appears to be basic to all 
small businesses is their velatlaaatt to the markets in which they 
buy and sell. Almost all of these groups of small- and medium-size 
business organizations are of such small size relative to the industries 
‘in which they — that they cannot pass on their increased costs 
of operation. large firm can influence the market in which it 
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buys and sells. For example, a major automobile manufacturer has 
an impact on the market due to the fewness of firms and their rela- 
tively large size in relation to the market. If one firm increases or 
decreases the price of cars 10 percent, it would influence the market 
and immediately affect the pricing and production policies of the 
other firms. 

Just the opposite situation prevails among small and medium-size 
businesses. Their numbers are so great that the individual firm must 
follow the price dictates of a market over which it has no control, 
regardless of its own needs or costs. 

Though not totally analogous, in this respect small business is 
similar to the farmer whose only option is either to sell or not to sell 
at the market price. He cannot cause the price to go up by withhold- 
ing oe the market or to go down by disgorging inventories onto the 
market. 

By the same token, larger firms adjust to changing market situations 
in a manner different from most small- and medium-size firms. If 
consumer purchases fall, larger companies have a tendency to cut back 
production until inventories return to the desired position, while price 
is maintained. In the case of small producers, when consumption falls 
prices fall until the market is cleared. Quite often production may 
remain the same or even increase, since the small producer must try to 
make up the difference on his unit reductions by selling more units. 

It appears to follow that most of the proposals to help small busi- 
nesses in the capital markets will not be effective because of the inabil- 
ity of the firms to pass on the added financing costs. Making Federal 
funds more available will not be helpful unless the rates of acquisition 
are much lower than those in the market and, even then, additions to 
business indebtedness may not be the answer. 

Mr. Edward T. McCormick, president of the American Stock Ex- 
change, in his address to the Washington Society of Investment 
Analysts on April 10, 1957, stated that a need existed for small busi- 
ness. His solution, however, appears less well considered than did his 
diagnosis, since he offered the hope that a reputable underwriting 
concern might be able to fill much of this need. Actually the very 
smallness of the firms enhances the risk and the fee charged must re- 
flect this condition. Unless some form of Government subsidy were 
offered it seems unlikely that small concerns will be much better off. 
A variety of underwriting operations now exist, but they are not 
patronized to any great extent by small or medium-size businesses. 

B. Inability to use working capital, borrowed from commercial 
banks, for expansion purposes: Some small businesses have shown 
lion-like courage in attempts to finance long-term capital needs out 
of working capital. This has been an almost pitiful attempt to obtain 
needed capital. In times of high interest rates for blue-chip, risk-free 
ventures, these attempts indicate only the state of desperation of 
small- and medium-size businesses. The accelerated demand for 
working capital has been felt throughout the economy and, as a result 
of the increasing price level, operating costs continue to rise. 

This demand coupled with the burgeoning demand for capital 
goods has all but eliminated any hopes, slim as they might have been, 
in trying to borrow for short-term purposes, ostensibly to build work- 
ing capital but actually to obtain necessary capital goods. As Mr. 





GENERAL REVENUE REVISION 75 


Roland Murcheson, president of Murcheson Department Stores, a 
small family-owned chain, stated— 

We used to be able to filch a display case, lights, and whatnot out of short- 
term inventory loans, but we can’t meet our working capital requirements today ; 
thus, meeting any capital needs, no matter how small to begin with, is absolutely 
impossible. 

It is doubtful if the use of working capital was ever significant in 
supporting real expansion. The evidence is reasonably clear that it 
can hardly be considered much help at present. Working capital 
needs and business liquidity will be further discussed under inflation. 

Even if short-term credit were availabfe in the amounts necessary, 
smal] businesses would not be helped significantly. Small business 
finds it difficult—if not impossible—to pass on increased costs, such 
as higher interest rates, to the consumer. In contrast, there are many 
evidences that larger businesses often treat the higher prices of credit 
as another cost to be added to the price of their product. For ex- 
ample, the steel companies explained that the increase of $6 per ton 
in steel prices last year was occasioned by an increase in labor costs. 
Would anyone suggest that the result would have been any different 
if the $6 increase in cost had been higher interest charges rather than 
labor costs? If small companies, however, must absorb the higher 
interest cost, then such loans will do little to facilitate any basic 
expansion. 

C. Inability to take advantage of, or obtain protection from, the 
incidence of inflation: To benefit from inflation a firm’s prices must 
increase more rapidly than the prices it pays for the goods and serv- 
ices it purchases. ‘Those possessing great credit abilities tend to profit, 
since debts are contracted in dollars that are worth more than when 
the debt is repaid. 

Small businesses cannot benefit or protect themselves from inflation. 
Mr. W. W. Faris, president of W. W. Faris Manufacturing Co., a 
producer of insulated vacuum bottles, indicated that out of his firm’s 
profits of $25,000 before taxes, $9,000 went for taxes and $8,000 for 
needed facilities. Mr. Faris said— 

Due to inflation during the year, we needed $9,000 more to keep the same 
amount of inventory, thus putting us in the hole $1,000 for working capital. 
Such firms must obtain working capital from some other means than 
borrowing because they do not have adequate credit ability and where 
they do the interest rates are too high. 

Practically all firms have been forced to obtain more working 
capital. Business Week of August 3, 1957, carried the Security Ex- 
change Commission’s confirmation that working capital increased 
$81.5 billion from 1939 through the first quarter of 1957, as shown 
inexhibit TV. Ordinarily, a 333 percent increase in working capital— 
such as occurred—would have been reflected partially in increased 
liquidity. But in fact these corporations were plagued with loss of 
liquidity during this period, especially in the last few years. It is 
an unhealthy situation to have liquidity decreasing when working 
capital and physical assets are being expanded. 

Yet such a situation occurred—and the corporations were forced 
to decrease their liquidity by using fast rising earnings to finance 
plant expansion and modernization, to remit the Federal income tax, 
and to cover the increasing costs of operation. 
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During the first quarter of 1957, the SEC survey shows that— 


corporations invested $7.4 billion in capital resources * * * corporations con- 
tinued to obtain about 70 percent of the necessary funds from * * * retained 
earnings and depreciation accruals and * * * $2 billion of net long-term bor- 
rowings and $700 million of net new offerings of equity securities. 

When inflationary pressures are felt by larger corporations for 
increased working capital and plant expansion, they are able to turn 
to retained earnings as well as the capital market. Unfortunately, 
small- and medium-size business cannot meet the need for increased 
working and equity capital gince it lacks access to the capital markets 
and taxes eat up its earnings. 

D. Inability to prepare for or weather sustained reductions in busi- 
ness activity: The late Prof. F. B. Garver—and I am pleased to have 
been a colleague of his at one time—once stated in an address, 

A white collar worker finds his very existence expropriated by ever-increasing 
prices as his salary remains the same. He suffers no such lingering agony 
under deflation, however, he is fired—thus making economic death swift and 
sure. 

The myth that if one suffers from inflation he must necessarily 
benefit in times of deflation has been rather thoroughly exploded by 
experiences of the thirties followed by the war years. The case of 
small business needs no recitation of statistical information to call 
attention to its plight during deflationary periods. The prices paid 
by small business are in most instances much more rigid than the 
prices small business receives. As a result the price squeeze is often 
as severe on the way down as it is on the way up. 

If a recession, even of short duration, should occur at present it 
would find small business in serious straits. Many accounts receiv- 
able would be lost, inventory reevaluation would show losses, sales 
would be reduced or prices would be down thus decreasing revenues, 
and the general rir so of coping with the high costs of operation 
ae about by inflation will have debilitated the firm’s economic 

ealth. 

E. Inability to shift the incidence of taxation: A firm possessing 
large resources has an advantage in shifting the incidence of taxes 
to others. I do not contend that this is done completely in all indus- 
tries or by all big firms, but the degree to which it is possible is 
enhanced by the ability of the firm to influence the market. This is 
no implication that large firms are doing something illegal. Any 
firm will try to pass on increased costs of doing business in the form 
of agp increases, 

he size of the firm in relation to the market in which it buys may 
offer an opportunity to offset’ the increased tax cost—figuratively 
shift it back—by forcing suppliers to reduce their prices. The large 
firm often has the option of shifting a part of the tax both ways— 
to consumer as well as supplier. Many large firms are able to cal- 
culate their revenues, determine their tax, and consider their earn- 
ings after taxes before their pricing and production policies are 
established. 

Few small- and medium-sized businesses are in the position of 
doing much else than absorb the tax. Few have the ability to shift 
the tax back to their suppliers, for more often than not, they are at 
the mercy of their suppliers. Seldom can small business add a cost 
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and make it stick. The Kaufman survey of small business in 1949 
indicates that only when goods are scarce, and many serious short- 
ages prevail, can small business successfully add such costs to the 
prices of their products. 

Thus, we are not comparing the tax rates on large business with 
the tax rates on small business. We are actually comparing the tax 
rates on small business with that part of the tax burden that large 
business has been unable to shift and this amount may be much less 
than the original tax levy. 

F. Inability to continue operations due to forced transfer or 
liquidation of assets as a result of estate taxes: The burden of the 
estate tax on small- and medium-size business has increased substan- 
tially in recent years due in large measure to the inflation of dollar 
values. Principal owners of businesses are especially injured by this 
tax where a large share of their personal assets 1s represented by invest- 
ments in their icsiaaee. The more successful they have been in pro- 
‘oar the growth of their business, the greater their problem has 

come. 

One difficulty is that the estate tax is due 15 months after date of 
death. This raises the hazard that the payment of the tax can force 
liquidation of the business or the impairment of its financial stability. 
It is important to emphasize that even a possibility of this adverse 
effect on the future of the business as well as on the heirs of the owner 
can become a serious problem. 

This is especially true in the case of the small or medium-size 
businessman who is seeking additional credit or capital from outside 
sources. 

G. Inability to retain sufficient earnings: Why do Federal income 
taxes preclude small- and medium-size business from retaining suffi- 
cient earnings for capital expansion? A short answer would be the 
size of the total earnings and the amount remaining after taxation. 
Most larger corporations started their growth by reinvesting much of 
their profits and in so doing established an ever-growing capital base. 
Once this growth has increased sufficiently, access to the capital market 
becomes possible because the size and stability of the firm makes it 
an attractive credit risk. The growth process is a simple one—the 
more capital, the greater earning ability—the greater earnings, the 
better ability to obtain more capital. 

Before this process can become a reality, however, a first step is 
necessary. The entire process is frustrated unless capital can be ob- 
tained. If the tax incidence is such that the amount remaining after 
taxes is so small that capital goods improving efficiency and earning 

ower cannot be purchased, growth hnébotiies very difficult, if not 
impossible—and even worse, if such capital is not available for ordi- 
nary replacement, let alone expansion, the firm must die because of 
the inability to compete. 

Thus the problem of small business is a vicious circle; it cannot 
obtain sufficient amounts of capital through retained earnings because 
of the income tax and it cannot reach the capital market because of its 
limited capital assets and earnings after taxes. 

The trend of concentration in most fields is obvious and may be 
accelerated by the lessened vigor of small business. In 1955 Mr. 
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Henry Ford II indicated that Ford Motor Co. was going to reappraise 
its plans for decentralization of the Ford Motor Co. operation because 
we would be greatly dependent upon small business, especially in the critical 
machine tool field and their present concern of capital availability may make 
this dependence too hazardous. j 

In analyzing the shift in proprietors’ share of the national income 
from 1929-54, the supplement to the Survey of Current Business 
stated : 

A rise in the relative importance of the retail and wholesale trade component 
was more than offset largely by the fact that entrepreneurial earnings in the 
service industries did not maintain their relative standing. 

If small business is to exist and function effectively in our expand- 
ing economy, it must have the opportunity for growth and expansion. 
The expansion need of small- and medium-size business is twofold: 
First, it must be able to take advantage of the latest technological 
improvements in the replacement of machines and equipment; second, 
it must grow in the sense of expanding its function commensurate 
with the general growth of our economic system. 

The first need must be met for mere survival in our highly competi- 
tive system. Meeting the second need provides the only hope that 
small- and medium-size business will continue to function as the seed- 
bed—the dynamic element— in our economy. 

The best possibility of rectifying this situation, without rewarding 
the inefficient producers with relief or subsidy, is to offer a reduction 
of taxes contingent upon capital investment. Such a tax adjustment 
has the merit that it would provide the opportunity of growth poten- 
tial while adding to the overall productive capacity of the economy. 
The amount of tax adjustment should be limited. 

The problems I have been reviewing concern hundreds of thousands 
of small- and medium-size businesses. Even though they do not lend 
themselves to i ag definition, these categories of business do com- 
prise the great bulk of the firms in our economy. 

For example, the May 1954 Survey of Current Business lists 
4,060,740 firms employing fewer than 500 persons—and accounting 
for 55 percent of all business employment. And of that huge number 
there were 3,865,000 firms employing fewer than 20 persons and 
accounting for over 23 percent of total business employment. 

All of these firms, especially the larger ones, may not be affected 
by the problems we have discussed. But obviously, these problems 
impinge on a substantial proportion of them. 

Of all the tax proposals before your committee’s attention, the 
principles embodied in H. R. 5735—and similar bills—offer the most 
effective assistance to small- and medium-size business. They repre- 
sent an important step in providing the minimal adjustments neces- 
sary to improve the condition of such firms. Their proposals—both 
the tax adjustment to stimulate growth and the changes in the estate 
tax provisions—would be available to all business irrespective of form 
or size. 

I am sure there will be objections from those who are concerned 
with tax revenue losses. My answer is that there will be substantial 
tax revenue losses if these tax adjustments are not made. Without 
such adjustments, the long-term prospect is that tax revenue from 
small and medium-size business will decline—for these firms will con- 
tinue to lose position if help is not forthcoming. 
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And the likelihood is not clear that such adjustments will result 
in revenue losses. Many businesses, which take the opportunity from 
such adjustments, will improve their position—and this will result in 
greater revenue. I believe it logical to state that the prospects of in- 
creased tax revenue in the immediate future is at least as great as any 
portent of revenue loss. 

More important, however, than the question of revenue loss or gain 
is the overriding consideration as to the condition of small and med- 
ium-size business and its prospects for growth and survival. 

By its very nature, this segment of the economy may be described 
as the high risk area. Interest rates available to small business reflect 
this risk—and the very inability of such firms to obtain capital en- 
hances it. But small and medium-size businesses are willing—in the 
traditional manner in which larger firms grew—to assume these risks 
themselves—out of their own earnings. 

This important segment of our economy is losing position now—and 
will continue to lose position if such adjustments are not made in the 
tax burden to make growth capital available from retained earnings. 

Thank you very much. 

Mr. Miris. Dr. Smith, do you desire to have the exhibits included 
with your statement in the record ? 

Dr. Smiru. Yes, I do. 

Mr. Mitxs. Without objection, they will be included. 

(Tables submitted by Dr. Smith follow :) 


Exursit I 


Taste E-51.—Relation of profits before and after tawes to stockholders’ equity 
and to sales, private manufacturing corporations, by asset size class, 1947-50 
average and 1955-56 


Asset size class 1947-5 


1955 1956 
(thousands of dollars) aver- 
age Ist 2d 3d 4th Ist 2d 2d 3d 
quarter| quarter, quarter|quarter |quarter | quarter |quarter!|quarter' 


Profits before Federal taxes in cents per dollar of sales 
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All asset sizes._.....-.- 


= 
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yg ee a 1.9 4.6 4.9 
$250 to $090. .........-..-..- 4.5 5,2 5.3 
$1,000 to $4,999_......-....-- 5.7 6.9 6.9 
$5,000 to $99,999_.........-.. 8.8 10.1 9.7 
$100,000 and over_..........- 13.2 12.6 10.4 


Profits after Federal taxes in cents per dollar of sales 


All asset sizes__.....-- 


2 eee ae 


1 New sample; see note below. 


Note.—The sample for these series was changed beginning with the 3d quarter of 1951 and again beginning 
with the 2d quarter of 1956. However, the 1947-50 averages have not been adjusted to either of these samples 
and, therefore, are not strictly comparable with data for later periods. For comparative purposes, the 2d 
quarter of 1956 is shown on the basis of the 2later samples. For explanatory notes concerning compilation 
of the series, see Quarterly Financial Reports for United States Manufacturing Corporations by Federal 
Trade Commission and Securities and Exchange Commission. 

Sources: Federal Trade Commission and Securities and Exchange Commission. 
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Exursit II 
TaslLe E-57.—Business population and business failures, 1929-56 


Operating businesses and business Business failures, by size of liability 34 
turnover (thousands of firms) ! 


Number of failures Amount of current liabil- 
ities (millions of dollars) 


Liability size Liability size 
class class 
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1 Excludes firms in the fields of agriculture and professional services. Includes self-employed person only 
if he has either an established place of business or at least 1 paid employee. 

2 Annual data through 1939 are averages of end-of-quarter estimates centered at June 30, Beginning 
1940, annual data are for Jan. 1. 

+ Total for period. 

4 Commercial and industrial failures only. Excludes failures of banks and railroads and, beginning 1933, 
of real estate, insurance, holding, and financial companies, steamship lines, travel agencies, etc. 


NotE.—Detail will not necessarily add to totals because of rounding. 
Sources: Department of Commerce and Dun & Bradstreet, Inc. 


Exuusrr III 


TaBLe E-9.—National income by distributive shares, 1929-56 
[Billions of dollars] 


Business and profes- Corporate profits and 
sional income and inventory valuation 
inventory valuation In- adjustment 
Total adjustment come 
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Source: Department of Commerce. 
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Mr. Miuus. Are there any questions? 

Mr. Mason. Mr. Chairman. 

Mr. Mits. Mr. Mason. 

_ Mr. Mason. I would like to make an observation. This was a very 
interesting dissertation on tax matters, but it would have been, in my 
opinion, much more effective if it had been summarized in 5 or 10 
minutes, and probably the high spots emphasized. 

Mr. Mus. Mr. Simpson ? 

Mr. Srourson. Dr. Smith, do you consider H. R. 5735 a subsidy bill ? 

Dr. Smrrx. No, sir. 

Mr. Sumpson. I understood you to say the only way to help small 
business would be by a subsidy. I must have misunderstood you. I 
am referring to page 13. | 

Dr. Smrrx. At this point, sir, I was discussing the difficulty of small 
business in reaching the capital markets. I think that was the only 
reference to subsidy. The point of my statement on page 13 was to 
show that the position of small business could not be aided materially 
by establishing capital banks with more funds—which they could not 
afford. The rates of risk are high, thus the rates of interest are high. 
As a result some people have suggested that the Government set these 
up and subsidize them. I don’t think that is the answer. 

Mr. Suwpson. You say that unless some form of Government sub- 
sidy were offered, it seems unlikely that small concerns would be much 
better off, and then you suggest that H. R. 5735 would help small busi- 
ness. I do not view H. R. 5735 as a subsidy bill. 

Dr. Surrn. I do not think H. R. 5735 is a subsidy bill. My comment 
was in opposition to subsidy. I simply suggested that those who try 
and solve the small-business problem of reaching the capital market 
would have to resort to subsidy by providing lower interest rates. I 
think the effort should be made in allowing small business to retain 
a greater amount of its earnings. 

Mr. Soarson. Thank you. 

Mr. Miius. Mr. Sadlak? 

Mr. Saptax. Dr. Smith, on page 4 I quote your statement: 

It should be remembered that only 15 percent of all businesses are incor- 
porated. 

I want to emphasize what was omitted there, that 85 percent of busi- 
ness is unincorporated and, therefore, subject to individual tax rates, 
in the bracket of $16,000 to $18,000, Uncle Sam takes 50 cents of every 
taxable dollar. It may even run to 91 percent. 

Dr. Smrrxn. That could be. 

Mr. Mirus. Mr. Reed? 

Mr. Reep. Dr. Smith, there is a great deal of meat in this presenta- 
tion you have made here. It is a little hard for us to grasp all of it 
as you went along so rapidly. 

I do have one question: With reference to the decline in small busi- 
ness, to what extent is the tendency toward mergers today having 
an effect on small business? 

Dr. Smirn. One of the tendencies toward mergers—is to the effect 
of the estate tax. For example, the estate tax comes due and the 
firm cannot pay the taxes without getting more liquid, and as a result 
the heirs sell part or all of it. Often raising funds is so difficult that 
the heirs throw up their hands and say, “Let’s sell it to the XYZ 
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company, a large company,” and as a result the merger takes place. 
We don’t know the statistical incidence of that, but from my observa- 
tion, I suspect that this is much greater than we think it is now. 

Mr. Reep. That is my thought. The businessmen have told me of 
the pressure they are under. They have been told, “Wouldn’t you 
like to be a part of a larger corporation?” and after a while they 
get to thinking about it. Then they consider that with a merger they 
would be in a fairly good position and wouldn’t have all the trouble 
that they have with financing a small concern. 

Dr. Smirn. That is correct. 

Mr. Reep. Thank you very much. I am sorry I don’t have the 
time to go into this with you more thoroughly. 

Mr. Mus. Mr. Eberharter? 

Mr. Esernarter. Dr. Smith, I have heard it stated many times that 
small business is in a worse position today, comparatively, because of 
the difficulty of obtaining capital. That leads me to the conclusion 
that the so-called tight money policy has affected the small-business 
men more than it has the large businesses. Is that your conclusion ? 

Dr. Smirn. Yes, it is because it has led to higher interest rates 
which are prohibitive for smaller firms. I think what happens with 
the tight money policy is there is no selectivity in the interest rates 
to the extent we would normally think of it. It may not be able to 
repel the individual out of the money market you may want to keep 
out. He may be able to come in at those prices. But the person 
you may want to come in may be the very person that you are keeping 
out. Therefore, I personally have felt for a number of years that 
as regards the monetary policies, as supported by the Federal Re- 
serve, we take too much solace in them. We think they are going to 
do miracles, when what they can actually do will be much less than 
what any of us suspect. That is my own attitude. 

Mr. Epernarter. Thank you very much. 

Mr. Minus. Mr. Keogh? 

Mr. Keroexu. Doctor, do you have a personal definition of small 
business ? 

Dr. Smrrx. No, sir; I do not have a personal definition. The closest 
I come is the 500 employee limit which has been used by the Bureau 
of Labor Statistics, the Small Business Committee and others. I 
have tried to qualify that, even, in my statement. I think that any 
remedy that probably the committee undertakes is going to have to be 
a remedy that somehow gets away from a careful definition for it 
would have to vary industry by industry. I like the feature of the 
Curtis bill in this regard. It doesn’t make any difference. You don’t 
have to decide on this kind of a limitation before it is operative. 

Mr. Mitxs. Mr. Curtis will inquire. 

Mr. Curtis. Mr. Chairman, I simply want to say that I am very 
happy that these hearings have started off on this plane of discussion ; 
that is, the economic factors that are involved in this basic tax 
problem. 

I think, Dr. Smith, your paper essentially is trying to point out 
that our tax take depends upon a sound economy. 

Dr. Smrru. That is right. 

Mr. Curtis. And if we do not keep that economy sound, we are 
going to lose in the amount of taxes we do take. 
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There is one point that I wanted to dwell on a little bit. You 
emphasized the number of small-business failures. The thing that 
seems to me to be even more important and which underlies the point 
your paper makes, I believe, is the number of mergers and acquisi- 
tions that seem to result from this economic position, partly brought 
about by our tax structure. 

Would you a ? 

Dr. Smirx. Fes. I would subscribe to that. What is happening is 
that all of us have some friends in this particular position. e 
haven’t been able to get sufficient statistical information, Mr. Curtis, 
and that is the reason I didn’t include part of it. But it seems to me 
that businesses, after trying to cope with the tax burden so long a 
time, finally get the opportunity to sell and merge, and it is off their 
shoulders. The throw up their hands and say “I am glad to get rid 
of this responsibility.” Therefore, the tendency to merge at a good 
opportunity will be taken by them. There is no question about that. 

Mr. Curtis. I have seen some statistics that show the incidence of 
merger and acquisitions having increased. To some extent, we always 
have a large percent of small businesses failing, because they prove 
to be inefficient. But the ma and acquisitions deals with suc- 
cessful operations that go out of business. 


Dr. Sarru. I think this is an important point, plus another thing 
I would like to make clear. A lot of these businesses are very small, 
and perhaps poor judgment was used in going into business. We will 
always have that as long as we have the opportunity to go into 
business or the opportunity to go broke. What is concerning me is 
out of this kind of yeasting operation has come a great deal of strength 


in our economy. Some of them pop their heads up every year out of 
this particular group, and they are vigorous, they are virile, and 
young, and they give a real challenge to some of the larger corpora- 
tions. We have seen some of the corporations coming up within the 
last 10 years that were just nothing but perhaps a corner store for 
a while and are now in a vigorous position in the economy. 

It seems to me that this is the critical thing. This is what the tax 
law as now written is doing. It is stopping this firming, his yeasting 
operation, whereby we get this kind of strength. 

Mr. Curtis. Thank you very much. 

Mr. Miiis. Mr. Baker will inquire. 

Mr. Baxer. Doctor, don’t you think that dollar volume of business 
or dollar income is a better test of what is small business than the 
number of employees? 

Dr. Smrrx. I think it is one of the tests JI don’t know whether it 
is better or not. I really do not believe either of them is completely 
definitive. I will admit that the dollar volume of the business, and in 
some instances the assets or net worth of the business is important. I 
think one of the difficulties of dollar volume, net worth and asset com- 
binations is the difficulty, sometimes, of getting these listed, and 
getting them accurately listed. 

We have heard that stated at the Census Bureau. The Census really 
is ae a creditable job with incomplete data in separating on the 
basis of assets or net worth. Some of these things are open to inter- 
pretation. Sales, I must confess, have intrigued me. But the dollar 
volume of sales can be misleading unless people follow them carefully. 
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Today you can show a tremendous gross volume of sales from a rela- 
tively small investment. The trick is getting a net profit out of them. 
A business can show up with a rather large volume of sales per year 
and be pretty small. ‘ 

Mr. Baxer. Do you think that the combination of the two might 
be a test ? 

Dr. Smirn. This might be more helpful, yes. 

Mr. Baxer. The combination of the number of employees, plus the 
dollar volume? 

Dr. Smrru. Yes, sir. And I would say even other features, perhaps. 

Mr. Baxer. That test of 500 is from the Department of Labor. 

Dr. Suir. Well, I couldn’t tell you whether that came out of the 
Department of Labor or the Department of Commerce. 

Mr. Baxer. It doesn’t seem to make much sense to me to have that 
as the sole test. 

Dr. Smirn. I would agree, Congressman. I think when we rely 
on any sole test in this case, we are in trouble. I just do not find 
anything that definite. 

Mr. Mixis. Are there any further questions? 

If not, we thank you, Dr. Smith, for your appearance and the 
information given the committee. 

Dr. Smrrn. Thank you. 

Mr. Mus. Our next witness is Mr. William C. McCamant. 

Please give your name, address, and the capacity in which you 
appear. 


STATEMENT OF WILLIAM C. McCAMANT, DIRECTOR OF TRADE AND 
PUBLIC RELATIONS, AMERICAN RETAIL FEDERATION 


Mr. McCamant. My name is William C. McCamant. I am director 
of trade and public relations of the American Retail Federation, with 
offices at 1145 Nineteenth Street NW., Washington, D. C. 

The American Retail Federation is a federation of 38 statewide 
retail associations and 32 national retail associations, representing 
through their combined membership more than 800,000 retail outlets. 
The names of the member associations of the Federation which have 
endorsed the principles contained in the Curtis bill, H. R. 5735, are 
as follows: 

(The list referred to follows :) 


STATE ASSOCIATIONS 


Alabama Council of Retail Merchants, Inc. 
Arizona Federation of Retail Associations 
Arkansas Council of Retail Merchants, Inc. 
California Retailers Association 

Colorado Retailers Association 

Delaware Retailers’ Council 

Florida State Retailers Association 
Georgia Mercantile Association 

Idaho Council of Retailers 

Illinois Retail Merchants Association 
Associated Retailers of Indiana, Inc. 
Associated Retailers of Iowa, Inc. 
Kentucky Merchants Association, Inc. 
Louisiana Retailers Association 

Maine Merchants Association, Inc. 
Maryland Council of Retail Merchants, Inc. 
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Massachusetts Council of Retail Merchants 
Michigan Retailers Association 

Minnesota Retail Federation, Inc. 

Mississippi Retail Merchants Association 
Missouri Retailers Association 

Nebraska Federation of Retail Associations, Inc. 
Nevada Retail Merchants Association 

Retail Merchants’ Association of New Jersey 
New York State Council of Retail Merchants, Inc. 
North Carolina Merchants Association, Inc. 
Ohio State Council of Retail Merchants 
Oklahoma Retail Merchants Association 

Oregon State Retailers’ Council 

Pennsylvania Retailers Association, Inc. 

Rhode Island Retail Association 

Retail Merchants Association of South Dakota 
Retail Merchants Association of Tennessee 
Council of Texas Retailers’ Association 

Utah Council of Retailers é 
Virginia Retail Merchants Association, Inc. 
Associated Retailers of Washington 

West Virginia Retailers Association, Inc. 


NATIONAL ASSOCIATIONS 


American Retail Coal Association 

Associated Retail Bakers of America 

Association of Family Apparel Stores, Inc. 

Institute of Distribution, Inc. 

Mail Order Association of America 

National Appliance and Radio-TV Dealers Association 
National Association of Chain Drug Stores 

National Association of House to House Installment Companies, Inc. 
National Association of Music Merchants, Inc. 
National Association of Retail Clothiers & Furnishers 
National Association of Retail Grocers 

National Association of Shoe Chain Stores 

National Council on Business Mail, Inc. 

National Foundation for Consumer Credit, Inc. 
National Industrial Stores Association 

National Luggage Dealers Association 

National Retail Farm Equipment Association 

National Retail Furniture Association 

National Retail Hardware Association 

National Retail Tea and Coffee Merchants Association 
National Shoe Retailers Association 

National Sporting Goods Association 

National Stationery and Office Equipment Association 
National Tire Dealers and Retreaders Association, Inc. 
Retail Jewelers of America 

Retail Paint and Wallpaper Distributors of America, Inc. 
Super Market Institute, Inc. 

Variety Stores Association, Inc. 

Women’s Apparel Chains Association, Inc. 


Mr. McCamant. In a referendum conducted by the federation, the 
38 State retail associations and 32 national retail associations over- 
whelmingly endorsed the Curtis bill, H. R. 5735, as offering the best 
formula to assist small- and medium-size businesses in expanding 
their services to the public, provide greater employment opportuni- 
ties, and enable them to compete successfully. It is in response to 
this mandate that the federation is appearing here today. 

For some time, small and medium-size retailers have experienced 
considerable difficulty in obtaining capital to finance the increased 
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cost of capital equipment and to expand their inventories, facilities, 
and services demanded by the increasing population. 

This difficulty has been more keenly felt by smaller firms than by 
their larger competitors. The larger firms usually find equity capi- 
tal to meet their needs through a combination of retained earnings 
and the issuance of new securities. Smaller firms operate as pro- 

rietorships and partnerships and cannot obtain capital through the 
issuance of new stocks and have practically no retained earnings to 
use for capital expansion. 

Our Nation is experiencing great growth in population. Our 
manufacturing enterprises are producing vast quantities of goods, 
in ever-increasing variety which must be channeled through our dis- 
tribution system to the consumer. To discharge their responsi- 
bility to the consumer public, retailers must purchase these goods, 
pay transportation charges, advertise and display the merchandise, 
and provide credit resources to facilitate their purchase by the pub- 
lic. It is the final purchase by the consumer which gives meaning 
to all the processing, from raw materials to finished goods located 
and displayed before the consumer. The channels of distribution 
must be expanded to keep pace with our growing population and 
the increase in per capita consumption. Small aa medium busi- 
ness, including those operated as proprietorships and partnerships, 
should participate in this growth. 

Eighty-five percent of small and medium-sized businesses are un- 
incorporated. For a tax adjustment to be meaningful, it must appl 
to both incorporated and unincorporated businesses. The Curtis bil 
meets this condition and provides a tax adjustment—a modest one— 
which would stimulate the growth of small business by encouraging 
the reinvestment of earned income. This money would be available 
for the following: 

1. Modernization and expansion of store facilities for the storage, 
display, and sale of merchandise. 

2. awenelen of inventories to meet the needs of increased popula- 
tion and increased per capita consumption. 

In addition, we urge the committee to consider including accounts 
receivable, referring to open acounts receivable, which, like the inven- 
tory, represents an investment by the retailer. Indeed, for those 
retailers who offer credit, expanded inventories and sales must be 
accompanied by increases in accounts receivable. Consumer credit 
needs expansion to move the increased variety of goods and to service 
the increased population. It plays a vital role in many segments of 
the retail industry. 

The other proposal of the Curtis bill concerns the payments of the 
Federal estate tax. Under the present law, the estate tax must be 
paid in 15 months. 

In closely held businesses, both incorporated and unincorporated, 
where the major owner has most of his assets invested in the business, 
an unintended but sometimes severe hardship is placed on the heirs. 
The time allowed is far too brief a period for making the financial 
and business adjustments necessary to pay the tax. For this reason, 
many owners sell their business to larger enterprises to avoid the 
forced liquidation frequently required by the estate tax provisions now 
in the Internal Revenue Code. The proposal for tax-anticipation 
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certificates and extended payments contained in the Curtis bill pre- 
sents a reasonable and workable approach to the problem, 

On behalf of our State and national member associations which 
support this bill and their 800,000 members, may I thank the commit- 
tee for the opportunity of presenting this brief statement. 

With the permission of the committee, the American Retail Federa- 
= will file a more detailed statement on this bill within the next few 

ays. 

Mr. Mitxzs. Without objection, the additional statement will be ac- 
cepted for the record. 

(Statement to be submitted by Mr. McCamant follows :) 


SUPPLEMENTAL STATEMENT OF THE AMERICAN RETAIL FEDERATION 


The American Retail Federation appreciates the courtesy extended by the 
chairman of the House Ways and Means Committee to file this supplemental 
statement in support of H. R. 5735 for tax revisions for the benefit of small 
business. 

The federation is composed of 32 national retail associations and 38 State 
retail associations, representing approximately 800,000 retail outlets. Attached 
is a list of the associations on whose behalf this statement is submitted. 

In a referendum conducted by the federation, the member associations over- 
whelmingly endorsed the Curtis bill, H. R. 5735, as offering the best formula 
to assist small and medium-size businesses in expanding their services to the 
public, provide greater employment opportunities, and enable them to compete 
successfully. It is in response to this mandate that the federation is submitting 
this statement. 

The most recent figures available on the retail industry come from the 1954 
census of business. That census indicates the retail industry is comprised 
of 1,721,650 retail outlets of which 86.5 percent or 1,489,355 outlets were oper- 
ated as proprietorships and partnerships. This latter group accounts for 50 
percent of the total retail sales. The following table indicates the pattern of 
that portion of the retail industry which has sales under $1 million per estab- 
lishment. 

Legal form of organization 


Individual 


proprietor- | Partnerships} Corporations 
ships 
Total: 

Number of estahlishments__._...........-....-----.------ 1, 203, 831 275, 624 230, 492 
Seen Gt RINGWOOD 6 fools a end nl cease $56, 942,664 | $27,915, 250 $82, 229, 197 

Establishments with sales: 
DS Shin sind perbacuiteiebscaschucocda ae aabhbu 4,315 4, 630 19, 957 
ee alae eeenee 10, 024 8, 625 22, 230 
ne ee ako bacracaccewasie 96, 865 58, 349 72, 743 
Se CR ined anc dsbth ih dcb ss donin ema tinds cos 197, 718 70, 505 46, 992 
iia, ch nnd sienacseanncoeduencustcanenen 822, 333 110, 445 40, 801 


Norte.—The above table clearly indicates the vast amount of goods which move to the consumer throguh 
the smaller retail outlets, the majority of which are individual proprietorships and partnerships. 


Like other segments of the economy, the retail industry has experienced con- 
siderable expansion since 1954. The total of retail sales has grown as follows: 


Billion 
i caller peters tnlinlvenctisnedaldothiateniactnienimentnisdiiaicite $170. 0 
I iaiiteetemsnbiesbincietne bit latnhctceninibinn citation pinion tiapetinntits eae ociomyende 185. 5 
ton vhbrenertiervetepuprediginiesnntbedrtqeruanaacerstmarnnminnebederenaeee 191.5 
EE CIID pe ctl ntdanetinaintinamntiidereinaamarenrtnogindtiemmanhyerdasne 200. 0 


This represents a growth in sales between 1954 and 1957 of 18 percent, of 
which approximately 5 percent is due to inflation. To move this increased 
volume of goods, retailers were called upon to finance larger and higher priced 
inventories, expand storage and display facilities and carry an increase in ac- 
counts receivables for those commodities sold on short-term credit, with the 
account carried by the retailer. 
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During this growth period, the smaller firms have not experienced the increase 
in sales comparable to that of their larger competitors, due to their inability to 
finance expansion of their capital equipment, inventories, facilities and services. 
The larger firms have usually been able to find equity capital through a combina- 
tion of retained earnings and the issuance of new securities. The great pre- 
ponderance of smaller firms operate as proprietorships and partnerships and 
cannot obtain capital through the issuance of new stocks and have practically 
no retained earnings to use for capital expansion. Wven the smaller firms 
operating as corporations have experienced the same difficulties, for their earn- 
ings are not sufficient to attract investors to new stock issues. 

Our Nation is experiencing great growth in population. Our manufacturing 
enterprises are producing vast quantities of goods, in ever-increasing variety 
which must be channeled through our distribution system to the consumer. To 
discharge their responsibility to the consumer public, retailers must purchase 
these goods, pay transportation charges, advertise and display the merchandise 
and provide credit resources to facilitate their purchase by the public. It is the 
final purchase by the consumer which gives meaning to all the processing, from 
raw materials to finished goods located and displayed before the consumer. The 
channels of distribution must be expanded to keep pace with our growing popula- 
tion and the increase in per capita consumption. Smaller retail outlets must 
participate in this growth. 

The President has presented to the Congress the largest budget in peacetime 
history. National and international programs of high priority will continue to 
require substantial revenues, but such revenues must, of necessity, flow from 
our free-enterprise economy. An expanding dynamic economy is needed to 
support these Government programs, and tax measures which impede the con- 
tinued and healthy growth of this economy serve to dry up the well springs 
of Federal revenue. 

The Government has recognized the vital role of smaller firms in our economy. 
On July 15, 1957, the President forwarded to the House Ways and Means Com- 
mittee the recommendations from the Cabinet Committee for Small Business. 
Unfortunately, they do not provide a remedy adequate for the problem. For 
example, one of these recommendations provides that the internal revenue law 
be changed to “permit an original investor in small business the right to deduct 
from his income, up to some maximum amount prescribed by Congress, a loss, 
if any, realized on a stock investment in such business. At the present time, the 
deduction of such losses from income is subject to the general limitation on net 
capital losses of $1,000.” 

From the reference to loss realized on a stock investment, it would appear that 
such a deduction from income would be permitted only if the loss were sustained 
in an incorporated business. While such relief may be desirable, it would not 
add to the attractiveness of an investment, for an investor seeks dividends from 
his investment and not tax relief from a business failure. 

Further, no relief would be available to those whose investments lie in partner- 
ships or proprietorships which constitute 86 percent of the business establish- 
ments and make 50 percent of the retail sales. Relief to investors and corpora- 
tions without corresponding relief to owners and investors and unincorporated 
businesses would be contrary not only to justice but also to the President’s own 
intentions as expressed elsewhere in his letter of July 15. 

Individual proprietorships and partnerships and small corporations which 
move to the consumer over 50 percent of the commodities which flow through 
retail channels need to expand their capacity so that the products of our manu- 
facturing enterprises will be moved to the consumer. Because of heavy taxes 
and the constantly rising costs, cash working capital has been seriously depleted 
by virtually all the smaller companies. In many cases, indebtedness by small 
and medium-size companies is already too high and has resulted in an increased 
number of business mergers and failures. 

Small business has also suffered from the recent inflationary trend. Too fre- 
quently it is assumed that business has been able to convert inflation to its 
advantage, but small business—particularly in the retail industry—has no con- 
trol over the prices that they can command. Replacement of machinery, store 
facilities and inventory is consistenly at a higher cost. The current tax laws pro- 
vide that the replacement money which business may set aside is based upon the 
original cost of property and not on the inflated or replacement value. 

One of the gravest developments in our economy is the rapid increase in busi- 
ness failures. Recent reports by Dun & Bradstreet indicate that there were 
in 1957 over 13,700 business bankruptcies—an increase of 8 percent over 1956. 
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The rate of bankruptcies in 1957 was 57 per 10,000 firms operating, while in 1947— 
10 years previously—there were only 14 per 10,000 business firms. 

Attention is called to the Eighth Semiannual Report of the Small Business 
Administration for the period ending June 30, 1957. The Small Business Ad- 
ministration reports that, while between May 1956 and May 1957 average weekly 
earnings in the retail trades have increased 4.3 percent and wholesale prices on 
finished goods have increased 3.3 percent, retail prices for all commodities have 
increased only 2.7 percent. It further points out that a small reduction in the 
profit per dollar of a similar volume of sales results in a substantial decrease in 
earnings. It is this economic climate—rising sales, rising costs, and decreased 
profits—that is producing an unhealthy rise in the number of business failures. 
The increased demand for goods places a demand for the expansion of all busi- 
ness facilities including depreciable assets, inventories, and accounts receivable. 
Smaller retailers are finding it necessary to expand in order to reduce unit costs. 
Competition with larger units who have available to them the capital to expand 
when necessary requires the smaller retailers to take similar measures or go out 
of business, 

The Curtis bill, H. R. 5735, is designed to arrest the dangerous trend of in- 
creased business failures and forced sales and mergers. It provides an increased 
capacity for smaller concerns to reinvest a portion of their earnings so that they 
may participate in our growing economy. This money would be available for 
the following: 

1. Modernization and expansion of store facilities for the storage, dis- 
play, and sale of merchandise. 

2. Expansion of inventories to meet the needs of increased population 
and increased per capita consumption. 

In addition, we urge the committee to consider including accounts receivable 
which, like the inventory, represents an investment by the retailer. Indeed, 
for those retailers who offer credit, expanded inventories and sales must be 
accompanied by increases in accounts receivable. Accounts receivable needs 
expansion to move the increased variety of goods and to service the increased 
population. It plays a vital role in many segments of the retail industry. 

The other proposal of the Curtis bill concerns the payment of the Federal 
estate tax. Under the present law, the estate tax must be paid in 15 months. 
In closely held businesses, both incorporated and unincorporated, where the 
major owner has most of his assets invested in the business, an unintended but 
sometimes severe hardship is placed on the heirs, The time allowed is far too 
brief a period for making the financial and business adjustments necessary to 
pay the tax. For this reason, many owners sell their business to larger enter- 
prises to avoid the forced liquidation frequently required by the estate-tax 
provisions now in the Internal Revenue Code. The proposal for tax anticipation 
certificates and extended payments contained in the Curtis bill presents a rea- 
sonable and workable approach to the problem. 

If small business is to continue to contribute to the economy, a tax revision 
must come soon. In this period of high taxation, the holdout capacity of smaller 
concerns has been largely exhausted. Corrective and remedial action is needed 
without further delay. 

The provisions of H. R. 5735 merits the earnest consideration of the Congress. 


Mr. Mus. We thank you very much, Mr. McCamant, for your 
statement and appearance before the committee. 

Are there any questions? 

If not, we thank you, sir. 

Our next witness is Mr. R. L. Arnold. 

Mr. Arnold, for purposes of the record please give your name, 
address, and the capacity in which you appear. 


STATEMENT OF R. L. ARNOLD, ARNOLD MACHINERY CO., SALT 
LAKE CITY, UTAH, IN BEHALF OF THE ASSOCIATED EQUIPMENT 
DISTRIBUTORS 


Mr. Arnoxp. Thank you, Mr. Chairman. 
My name is R. L. Arnold. I am president of the Arnold Machin- 
ery Co., of Salt Lake City, Utah. 
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Mr. Chairman, I have two statements. The first one I will file for 
the record. The second I will present orally. The one I am filing 
for the record relates the historical developments of the principles 
currently endorsed by 58 national associations. It explains the 5 basic 

remises that governed our deliberation over a period of 16 months. 
The principles developed in the series of conferences described in 
this statement are embodied in bill H. R. 5737, introduced by Con- 
gressman Curtis. I am informed that the 58 national associations 
endorsing these principles have a membership in excess of three- 
quarters of a million small- and medium-sized businesses. 

Attached to the statement is a list of the endorsing associations. 

This statement would have been presented orally except for the 
time allotted to this phase of the hearings not permitting it. We 
sincerely hope that members of the committee will carefully consider 
this statement as it is of equal importance to the other statements 
presented orally. 

The statement I am now reading from, which is titled “The Devel- 
opment of the Principles,” is the one we would like to have filed. 
I will now proceed with my own statement, if I may. 

Mr. Mitus. Do you want the statement in the record, or are you 
filing it with the committee ? 

Mr. Arnowp. It is being filed for the record, Mr. Chairman. 

ar ee Without objection, the committee will receive if for the 
record. 

(Statement submitted by Mr. Arnold follows :) 


STATEMENT OF R. L. ARNOLD ON THE DEVELOPMENT OF THE PRINCIPLES 
EMBODIED IN H. R. 5735 


Mr. Chairman, about 16 months ago a group of businessmen met in Wash- 
ington to determine what was the basic deterrent to the growth of small- and 
medium-size business, which is so essential to maintenance of a healthy econ- 
omy. All legal forms of business, incorporated and unincorporated (partner- 
ships and proprietorships) were represented in that meeting. 

The participants attending that meeting represented manufacturers, whole- 
salers, retailers, and the service trades and were from all parts of the country. 
The meeting was prompted by a deep concern over the survival of small- and 
medium-size business in our expanding economy. Mr. Chairman, I cannot 
overemphasize this problem and the urgency for its solution. Potential growth 
businesses are essential to our competitive system. We hear a great deal about 
aid and assistance to small business. In an unprecedented expanding economy 
it should be healthy and vigorous and not require aid or assistance. It should 
be running a neck-and-neck race with its larger competitors. It should be the 
potential large business of tomorrow. Small- and medium-size business is not 
maintaining its relative position in the economy. At best it is only standing 
still. To stand still in this economy is going backwards. 

The group that met in Washington 18 months ago wanted to find out why. 
At that meeting and meetings which grew out of it was developed a crystalli- 
zation of viewpoints that of all the problems affecting small- and medium-size 
business—the most serious and most urgently requiring a solution is that of 
its inability to obtain the capital requirements to finance the increased costs 
of capital equipment, inventories, and working capital in general. 

After several months of weekly meetings, involving lengthy discussions of 
all kinds of problems and proposed solutions, we came to the conclusion that 
small firms generally do not have access to capital markets and must depend 
largely upon retained earnings after taxes as their real source of equity capi- 
tal. Larger firms are generally able to supply their capital requirements from 
retained earnings, supplemented by the issuance of securities in the capital 
markets. Small business can attract some capital from its friends and ac- 
quaintances, providing it has sufficient earning power to pay more attractive 
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dividends than the larger concerns. This source, however, is vitally and 
directly affected by taxation both on a corporate and personal level. In the 
ease of corporations, not only is small business affected by the Federal income 
tax, but the dividends are again taxed to the investor in the small business. 
The tax situation is so discouraging that it is becoming more and more diffi- 
cult to interest any investors in local businesses. 

Since smaller firms must rely more heavily on retained earnings after taxes 
for their equity capital, it follows rather obviously that present high Federal 
taxes fall much more heavily on the smaller growth businesses than on their 
larger competitors. 

This tax problem of small- and medium-sized business was viewed and 
discussed in an atmosphere of objectivity and with the most careful considera- 
tion of the budgetary and fiscal problems of our Government. We studied the 
various legislative proposals and statements of congressional and administra- 
tion leaders relating to the tax problems of small business. Many and widely 
varying proposals were developed and screened. 

Our consideration of the various proposals of Members of both Houses of 
Congress, the administration and special study groups resulted in a gradual 
evolution in the thinking of the group. As a result, certain premises were 
unanimously agreed upon as the basis for a sound, minimum, effective pro- 
gram for tax adjustment that would give small business necessary relief from 
the pinch of capital requirements it cannot now meet, practically, through 
equity markets. 

The first premise was that a meaningful program of tax adjustment must 
deal with all legal forms of business, including corporations, partnerships, and 
individual proprietorships. 

The second premise was that a proposal should not be discriminatory. It was 
decided that it was not sound to propose relief for buisnesses below a certain 
line. Small business is so diverse that it cannot be defined in terms of amount 
of earnings, capitalization, or number of employees. 

The third premise unanimously agreed upon was that taxes should not be 
increased on any business. 

The fourth premise was that graduated rates should be avoided because it 
was believed that they were wrong in principle and might ultimately become 
confiscatory. Besides this, a graduated rate definitely places a limit on the 
growth of a business because the more it makes the higher the tax rate it attains. 
The income tax rate proposal of the Cabinet Committee on Smal] Business, for 
example, was rejected for this reason as well as for the reason that it dealt 
only with corporations while about 85 percent of all small- and medium-sized 
businesses, according to the census, are unincorporated. 

The fifth premise was that any tax adjustments, designed to assist small 
business in meeting its capital requirements, should be tightly tied to additional 
investments for modernization or expansion of the business. 

Keeping in mind, Mr. Chairman, the original conclusion that the prime need 
of small business is capital and that its main source for capital is retained 
earnings after taxes, it seemed logical and axiomatic to this discussion group 
that reinvestment be made a condition on which tax adjustments be granted or 
denied. The assumption we made was that reinvestment, especially in the case 
of small business, would not take place unless there was need. Thus, condition- 
ing any adjustment on needed reinvestment has the additional virtue of stim- 
ulating the economy and business activity, which would inevitably result in a 
larger tax base, thereby minimizing or eliminating any revenue loss to the 
Treasury. 

One other basic problem of small business became quite evident in our dis- 
cussions. It was the impact of the present estate tax on closely held businesses. 
The participants were unanimously agreed that the noticeable recent trend 
toward mergers and acquisitions of small- and medium-sized businesses by 
their larger competitors, is to a large extent, due to the impact, or fear of im- 
pact, of the estate tax upon the death of a partner or principal. 

After much discussion and conferring with tax lawyers and other experts. 
the group concluded that the payment period of the tax should be spread over 
a 10-year period, with interest, instead of the present 15 months. In addition, 
it was recommended that provision be made for the purchase of non-interest- 
bearing tax anticipation certificates, up to $100,000 in amount, and that such 
certificates should be excludable from the taxable estate. 
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The proposals which finally emerged from the series of conferences we held 
were discussed with many members of both parties in both Houses of the Con- 
gress. In discussing our views with Congressman Tom Curtis we found that he 
had reached similar conclusions, and his bill, H. R. 5735, incorporates the prin- 
ciples we are discussing. 

Mr. Chairman, I suggest to you and your committee that legislation incorporat- 
ing the principles contained in that bill would go a long step in the right direction 
toward meeting the capital needs of small- and medium-sized businesses. 

Under the terms of that bill any business, incorporated or unincorporated, 
would be allowed to deduct from business net income, for tax purposes, an 
amount equal to additional investment in depreciable assets or inventory during 
the taxable year ,but not to exceed 20 percent of such income or $30,000 whichever 
is the lesser. We believe that the resulting stimulation to the growth of the 
economy would more than offset the potential revenue loss to the Treasury. 

Since starting our consideration of the small business tax problem, the advent 
of the Russian satellite has intensified the pressure for increased defense spend- 
ing and no tax relief. Small business is an important segment of our economy. 
If it is to play its part in the competitive enterprise system a tax adjustment is 
essential. Continuing to penalize such an important segment of this economy 
through excessive taxation certainly would weaken rather than strengthen the 
economy. 

Thank you, Mr. Chairman, and members of the committee, for this opportunity 
to explain our feelings on this vitally important problem. 


NATIONAL ASSOCIATIONS ENDORSING H. R. 5735 


American Association of Nurserymen 

American Hotel Association 

American Institute of Laundering 

American Institute of Supply Associations, Inc. 
American Motor Hotel Association 

American Retail Coal Association 

American Retail Federation 

American Trucking Association 

American Tung Oil Association 

American Veneer Package Association, Inc. 
Associated Equipment Distributors 

Associated Fishing Tackle Manufacturers 

Associated Retail Bakers of America 

Association of Family Apparel Stores, Inc. 

Farm Equipment Manufacturers Association 

Farm Equipment Wholesalers Association 

Institute of Distribution, Inc. 

International Association of Blueprint & Allied Industries 
Material Handling Equipment Distributors Association 
National Appliance & Radio-TV Dealers Association 
National Association of Blueprint & Diazotype Coaters 
National Association of Home Builders 

National Association of House to House Installment Companies, Inc. 
National Association of Ice Industries 

National Association of Music Merchants, Inc. 
National Association of Refrigerated Warehouses, Inc. 
National Association of Retail Clothiers & Furnishers 
National Association of Retail Druggists 

National Association of Retail Grocers 

National Association of Shoe Chain Stores 

National Association of Tobacco Distributors 
National Association of Wholesalers 

National Automobile Dealers Association 

National Candy Wholesalers Association, Inc. 
National Council on Business Mail, Ine. 

National Electric Sign Association 

National Electrical Contractors Association 

National Electronic Distributors Association 
National Industrial Stores Association 

National Luggage Dealers Association 

National Office Furniture Association, Inc. 
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National Retail Farm Equipment Association 
National Retail Furniture Association 
National Retail Hardware Association 
National Sporting Goods Association 
National Stationery & Office Equipment Association 
National Tire Dealers & Retreaders Association, Inc. 
National Institutional Wholesale Grocers Association 
National Wooden Box Association 
Grain & Feed Dealers National Association 
Northwestern Lumbermens Association 
Retail Jewelers of America 
Sprinkler Irrigation Association 
United States Wholesale Grocers Association 
Variety Stores Association, Inc. 
Wallpaper Wholesalers Association 
Womens Apparel Chains Association, Inc. 
Wood Office Furniture Institute 
Woodworking Machine Manufacturers Association 
Mr. Arnotp, Arnold Machinery Co. distributes construction and 
industrial machinery in the Salt Lake City trade area consisting of 
the State of Utah, most of Idaho and parts of Wyoming and Nevada. 
Until the middle of 1957, Arnold Machinery Co. had 3 subsidiary 
corporations—2 in Salt Lake City, Utah, and 1 in Denver, Colo.— 
selling farm machinery wholesale. One corporation or subsidiary in 
Salt Lake City and the one in Denver distributed a major line of 
tractors and equipment. The four companies are solely in the dis- 
tributing business buying from manufacturers and selling to others. 
Average employment has been 95 people. The total number of people 
dependent on these companies for their living is approximately 350. 
There are about 100 stockholders, mostly employees and their families. 
The case I present today is typical of the problem of small- and 
medium-sized business. ‘The present tax structure is the principal 
factor limiting the growth of these concerns. All of our great com- 
panies grew from small ones, mostly from the reinvestment of earn- 
ings. The present tax structure is the principal factor limiting the 
growth of these concerns. All of our great companies grew from small 
ones, mostly from the reinvestment of earnings. The present tax 
structure is particularly hard on businesses that have growth potential. 
This is essentially true in the distributing phase because of the fluctua- 
tion of income from year to year. I show an example below of the 
profit before Federal income tax for the 5 years, 1952 through 1956, 
for growing small business. This, as well as other examples used in 
this statement, is taken from actual business operating reports which 
sources can be revealed to the committee in confidence. 


Profit before Federal income tar 


penser np serennemenniacecmprnnarmene arene nennesinerrmapeercre—parer est $281, 000 
Der ice seem eenterperg epee enceen panera ge enya ayete eee ee ee meer ern ress —9, 

Sadie tireperinrewepihenctprencinrer canes taremateereomnerass ter aatnaiense —91, 000 
Be aeiiedenrebecinecepdenencomtvureepeysinechegrauemaen nten cere pe ott iri tde 94, 000 
Be tiitireemractatecesetiieester-s9~=>=rannir-anmameearete enteniremern=e rar ieddh tit 11, 000 


All businesses, from the smallest to the largest, are important to 
the American economy. The large businesses, by their very size, are 
able to attract capital and manpower to cope with burdensome taxes. 

In a highly competitive economy, potential growth businesses which 
are mostly in the distributing trades and the small manufacturing 
industries are hurt most by taxes. These companies need capital for 
inventory and receivables if they are to survive and maintain their 





GENERAL REVENUE REVISION 95 


relative position in the economy. An example below shows the differ- 

ence in ratio between one of these distributing companies and a 

fairly large manufacturing company in the construction industry: 
(The chart referred to follows :) 


Small Large 
distributor manufacturer 


Rornhers ont Geastt bles, ...« cans cdcopetscnansardinededescbbenkemkbatewd $1, 376, 000 $22, 
$691, 000 


200, 000 
ee a ok PE | ee a EE. $34, 900, 000 
1 


Ratio investment to inventory and receivables. ..............-.-....-... tod 1.6 to 


You will note that the investment and retained earnings of the 
manufacturer is over 114 times his total inventory and receivables. 
In other words, there is very little short-term borrowing required for 
this large company because the invested and retained earnings exceed 
the inventory and receivables. On the contrary, the small growing 
company has an inventory and receivable figure of over twice its 
investment and retained earnings which means that it has to make u 
this difference with short-term Snowe which is extremely hazard- 
ous. This shows the terrific need for additional capital for the 
distributing company. 

This same unfavorable ratio is borne out by the 1957 cost of doing 
business survey made by Associated Equipment Distributors of the 
construction machinery industry. The percentages for the industry 
as a whole show that their net worth is 43.66 percent of their total 
liabilities, while their inventories and receivables are 83.75 percent of 
their total assets. 

Since total assets and liabilities on a financial statement are the 
same figure, these two percentages can be compared directly with each 
other to show, as in the individual example statement used above, 
that the inventory and receivables are nearly twice the net worth in 
the industry. This simply means that the whole industry is in a very 
heavy borrowing position in order to make up the difference be- 
tween its net wosth and the inventory and receivables it must carry 
to compete. 

One of the most important factors in this example is that these 
medium-sized companies employ almost one-third of the people em- 
ployed in industry in the United States. 

The tax impact, added to the normal operational and competitive 
problems of these smaller distributive businesses, make operation 
extremely hazardous. Distributors have little control over the prices 
they pay for the merchandise sold since they can have no influence 
on the costs of the manufacturer of the product, and they are squeezed 
between the price they must pay the manufacturer and the competitive 
prices at which they have to sell the merchandise. 

Nearly all of their manufacturers in regard to changes in methods 
of distribution and mergers between manufacturers which can cost 
the loss of a substantial part of their business. Arnold Machinery 
Co. and its subsidiaries have lost 4 major accounts in the last 5 
years, due either to mergers or a shift from distribution through 
independent distributors to branch distribution. As a matter of 
fact, a change to branch distribution by a large manufacturer forced 
the liquidation of two of these subsidiaries during 1957. 


fap net TA PCIE 
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Many of the manufacturers represented by these distributors are 
small- and medium-sized companies which have a tax problem them- 
selves. Usually this is a combination of an estate tax problem and a 
need for additional capital to continue growth and remain competi- 
tive. A provision in the tax law to permit the purchase of estate 
tax anticipation certificates, excluded from the taxable estate and 
the payment of estate taxes within 10 years after death, would relieve 
the necessity of many mergers. 

Furthermore, practically all of these distributive businesses are 
tied to specific localities and their fortunes fluctuate with the business 
activity in that locality. They cannot average out nationally as can 
the large corporations. These companies need help, not in the form of 
loans or subsidies but an adjustment in the current unrealistic tax 
structure. 

These small-growth businesses should be allowed to deduct, for re- 
investment, a percentage of their taxable income before the computa- 
tion of the tax. This would permit the expansion of the business 
and an increase in earnings which would eventually return greater 
taxes to the Government. 

The tax impact in a highly competitive industry is shown in the 
following example: 

5-year total 


ta ta care entheelh All entinaaectiia bald tieatederenrriondionarmseneindie $29, 000, 000 
eee GEER Ca OE 2 OPO ) hin eh iceanineeer ne Soomwnennndinmete 261, 000 
Federal income tax (.4 of 1 percent) -----------------_-~--.... 116, 000 
bier tee erass (5-00 1 peredtit enc sh a i i tein 145, 000 


In addition to the Federal income tax, these small companies have 
a heavy burden of local, property and employment taxes. In fact, 
they are one of the important sources of local government financial 
support. If these taxes are added to the Federal income tax, the total 
tax and pension costs would add up as follows: 


Neen nn leas oninbernitiinonAnpaane $116, 000 
Other taxes (mostly not based on income) -~---.-.-_---------.---.- 121, 000 
Weaployes Tomarante tdtete6 en ea ae es 43, 000 
inapheyien | Tem OR) CON tii i hie mi ih mts bo milan 117, 000 

Neen cn eee ee Ne weve aap heediee 397,000 


While pension costs included above are not taxes, today’s competi- 
tion to retain employees makes it almost essential that a company have 
such plan. These figures show how small the profits are compared to 
the tax and pension cost, which are almost three times the after-tax 

rofits. 
. These figures also show how important these growth companies are 
to the national economy. They provide a steady employment for a 
substantial number of people, pay a large share of the local taxes, and 
create the real competition in industry. It is important that the 
natural squeeze of their position not be aggravated by an inequitable 
tax structure. 

To show why companies of this size need to retain more of their 
earnings after taxes, I quote another example showing the effect of 
inflation on this same company. 
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Total profit: after tax (6 Yenrs) -cnsisenninssdseesiins-ne nants $145, 000 
DORR O SO OREO aoe clgcpttocinpogcnrinebiaiiiiiedal $786, 000 
20 percent price inflation (5 years)----.--.-.. ~----.-. $157, 000 
Average tnvested capital_.................--.. 800, 000 
6 percent divident ..c1.cccawncscccunscnnwatead 18, 000 
OWedieisas oo ee a a ee ee aa 90, 000 
247, 200 
(—102, 200) 


Even if we were to disregard the inflation factor, it is obvious that 
there would be little money left for the expansion of this business. 

The loss of ground suffered by this company has been made up by 
curtailing the dividends, which, of course, makes it harder to raise 
any outside money, and, through increases, short-term borrowing at 
banks, which is an unsound condition and jeopardizes the very exist- 
ence of many such companies, 

The impact of the present tax system, particularly the surtax, on 
a business during its critical growth period is confirmed by the figures 

ublished in the Associated Equipment Distributors Cost of Doing 

3usiness Survey for 1957. Pages 10 and 11 of this survey break down 
the businesses according to the volume of their sales into $1 million, 
$1 million to $3 million, and over $3 million. 

Looking at the figure for the provision for Federal income taxes, 
it shows that the Federal taxes take 26.3 percent of the profit of busi- 
nesses with sales under $1 million, 38.3 percent of the profit of those 
businesses between $1 million and $3 million, and 49 percent of the 
profit of those businesses over $3 million. 

My point, Mr. Chairman, is that during the critical growth period 
the present tax structure capris the company of the sustenance re- 
quired to build it into a high-revenue Seapaet In other words, the 
gosling cannot develop into the goose to lay the golden tax egg. 

The effect of taxes on the industry, as a whole, is further a 
strated in this survey on page 19, where the right-hand chart shows 
that, in spite of increasing sales year by year, the net worth of these 
companies has been dropping and is substantially lower for the year 
1956 than it was in 1953. In other words, these companies are losing 
ground, and the Federal taxload is one of the main reasons for the loss. 

Also to be considered is the fact that the $25,000 breaking point 
between normal and surtaxes was set back in the early 1940's, during 
which time the United States has suffered over 100-percent inflation 
in prices. 

In conclusion, it is my opinion that the present tax structure is 
sharply limiting the ability of small companies to grow and become 
real competition to the large companies. Our country is losing much 
of its business leadership because capable men are discouraged by the 
tax problems that come from growing larger. Small business needs 
tax relief that will allow it to retain a larger portion of its earnings 
in the business and some protection against the effect of the estate 
tax if it is to grow. 

Thank you. 

Mr. Mitxs. Mr. Arnold, we thank you for your appearance and 
the information given the committee. 

Are there any questions? 
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Mr. Krocu. Mr. Chairman, I would like to ask Mr. Arnold if the 
figures on page 6 of the statement he has just read are the figures of 
his company. 

Mr. Arnoip. Yes; they are. 

Mr. Krocn. Since you have indicated at the opening of your state- 
ment that most of your employees are stockholders, you have, by 
operating under the corporate form of business, been able to provide 
a retirement pen for your stockholder-employees and treat the ex- 
penses thereof as a cost of doing business ? 

Mr. Arnon. Yes, but, of course, their stockholdings are relatively 
small. 

Mr. Krocu. Your computation of profits for taxes is after deduct- 
ing contributions made to your retirement and profit-sharing plan, if 
you have one of them, also? 

Mr. Arnoxp. Yes. Those are res before that. 

Mr. Kzocu. That is not available to the sole proprietor or the part- 
ners in a partnership. 

Mr. Arnotp. Yes; I think so. 

Mr. Kxroeu. I will not argue with you. 

Mr. Arnoxp. I mean, in a business, I think, it would be available to 
them. 

Mr. Keocu. Not to the owners. 

Mr. Arnotp. Perhaps not. 

Mr. Keroeu. It is available for them to set it up for their employees, 
but not for themselves. 

Mr. Arnowp. That is right. 

Mr. Kroeu. Since you have indicated that most of your employees 
are owners, they have, in effect, been permitted to do it, under existing 
law, for themselves; is that correct ? 

Mr. Arnon. Yes. 

Mr. Kerocu. Thank you. 

Mr. Mirus. Does that conclude your questions, Mr. Keogh? 

Mr. Kerocnu. That is correct. 

Mr. Mitts. If there are no further questions, we thank you for your 
appearance and the information given the committee. 

Without objection, the committee will recess until 2:30 this after- 
noon, when the first witness will be Mr. George W. Kauffman in behalf 
of the National Association of Wholesalers. 

(Whereupon, at 11:50 a. m. the committee recessed, to reconvene 
at 2:30 p. m. the same day.) 


AFTER RECESS 


(The hearing was resumed at 2:30 p. m., the chairman, Mr. Mills 
presiding. During the recess of the hearings and upon the motion o 
the chairman of the Democratic caucus, the majority leader of the 
House of Representatives, Hon. John W. McCormack, the House of 
Representatives of the United States, by unanimous consent, desig- 
nated Hon. Wilbur D. Mills chairman of the Committee on Ways and 
Means. All further reference to Mr. Mills will be as the chairman in 
the record of these hearings.) 


The Cuarrman. The committee will please come to order. 
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Our next witness is Mr. George W. Kauffman. Mr. Kauffman, for 
purposes of the record, will you please state your name and address 
and the capacity in which you appear ? 


STATEMENT OF GEORGE W. KAUFFMAN, PRESIDENT OF THE NA- 
TIONAL ASSOCIATION OF WHOLESALERS, COLUMBUS, OHIO 


Mr. Kaurrman. Mr. Chairman, my name is George W. Kauffman, 
I am president of the Kauffman-Lattimer Co., wholesale druggists 
since 1881 in Columbus, Ohio. I appear before you today as presi- 
dent of the National Association of Wholesalers, the national voice 
of the merchant wholesalers, little known but very important cogs 
in the giant distributive machine that gets the goods from factory, 
mine, and farm to the consumers. 

My remarks will be confined to the need, as we see it, for some form 
of tax adjustment that will permit small- and medium-sized distri- 
bution businesses to finance necessary modernization and expansion 
of their facilities to meet the demands of our growing population 
and productive capacity. I will confine my remarks and statistics 

rimarily to the wholesale-drug industry, which I know firsthand, 
ut which is typical of the 252,000 wholesalers of all types, listed by 
the latest census. 

Most wholesalers are small businesses in the accepted sense. We 
are particularly familiar with the problems of small business as we 
are in daily contact with the 1,721,650 retailers in America. The 1954 
census of business listed 392 general line drug wholesalers with annual 
sales volume of $1,273 million. The average house had an annual sales 
volume of $3,250,000 and employed 67 people. Practically all are 
closely held, family-owned businesses. Gnly 1 is listed on the New 
York Stock Exchange and only 2 or 3 more are traded locally on an 
over-the-counter basis. 

Of the 392 drug wholesalers listed by the 1954 census, 270 of them 
belong to the National Wholesale Druggists Association. ‘These 270 
houses account for 85 percent of the total general line wholesale drug 
business. In 1956 they handled $1,215 million in sales on which, in- 
cidentally, they paid approximately $27 million in Federal income 
taxes. 

For the past 25 years the National Wholesale Druggists Associa- 
tion has published an annual cost of doing business study showing the 
operating ratios of its member houses. The study is compiled by Dr. 
Orin Burley, of the Wharton School of Finance, Philadelphia. In 
the most recent study in 1956, 80 percent of the association members 
contributed their operating statements to compile the averages. I 
will use the ratios developed in this study to point up the present 
problem of the typical drug wholesaler. 

One-third of the average NWDA drug wholesalers’ assets are in- 
vested in accounts receivable. One-half of our assets are invested in 
inventory. In fact, the 1954 census of all wholesalers reveals that 
merchant wholesalers credit extension on December 31, 1954, amounted 
to $12.2 billion, or about 1 month’s customers’ sales, and we were ware- 
housing $13.1 billion more, an additional 1 month’s customers’ sales. 
In an expanding economy we must keep up with the trend to survive. 
We have no choice in the matter. This requires increased capital 
which must come from earnings. 
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We wholesalers have participated in the discussions of this problem 
which Mr. Arnold has explained to your committee. We have en- 
dorsed the Curtis bill-type adjustment as the minimum, adequate pro- 
xram that will assist us in meeting these small-business problems of 
increased capital requirements. In fact, in the case of we wholesalers, 
if we are to be able to continue to finance or help finance our retailers 
by extension of 1 month’s credit, we feel that accounts receivable 
increments should also be taken into consideration. 

It will be noted in table I that the wholesalers’ net profit before 
taxes runs 4.43 percent of sales. Taxes are 2.22 percent, leaving 2.21 
percent net after taxes with which to pay dividends and provide capi- 
tal for expansion. The wholesalers’ capital requirements are also 
shown in table I as a ratio to sales. Total assets, most of which are 
in inventories and accounts receivable, run 29.91 percent. Deducting 
current liabilities of 9.91 percent, we are left with net invested capital 
required to operate a wholesale drug business of 20 percent of sales. 
The average NWDA house in 1956 had $4.5 million sales volume and 
employed 80 people, excluding truckdrivers, a 21-percent increase 
over 1954. 

You will note, in table I under “Sales trend,” that over an 8-year 
span from 1949 through 1956 the drug wholesalers’ sales increased 
70.85 percent. This is an average increment of 7 percent each year 
over the 8-year period. This rapid sales growth lies at the heart of 
our problem, and to show that it hasn’t slackened any, the Department 
of Commerce reports that drug and proprietary store sales showed 
greater gains in 1957 than any other retail classification. Further 
growth seems absolutely necessary since we are told that we shall 
probably have a gross national product of $600 billion in the next 
10 years, during which time personal-consumption expenditures will 
be increased 50 percent. If the independent drugstores in this coun- 
try, and the wholesalers who supply them, are to continue to grow 
with this trend, some answer to the problem of financing this growth 
must be found. 

To illustrate our problem, I have taken a typical drug house doing 
$4.5 million sales and applied a7 percent sales increment over a 3-year 
period. This isshown in table II. Under present tax laws this house 
will have net income before taxes of $199,350. It will pay $98,162 
in taxes, leaving $101,188 to provide dividends for owners and addi- 
tional capital for expansion. A 7-percent sales increase during the 
year will require $63,000 in additional investment, mostly in inventory 
and accounts receivable. This leaves $38,188 for dividends, which 1s 
a 4.24-percent return on a capital investment of $900,000. 

Applying a 7-percent sales increase each year for the 3-year period, 
you will note that return on investment gradually declines and stands 
at 4.17 percent at the end of the third year. Here is the core of our 
problem. A 4-percent return on investment is just not sufficient to 
attract investment capital in competition with listed public stocks, 
most of which are paying 5 percent or more in dividends and earning 
almost twice this much. This, coupled with the fact that our stock- 
holders do not have the fluid investment represented in listed stocks, 
has made it very difficult to attract new capital to our industry. 

One other facet of our problem which is directly related to our 
substantial sales increase and our low-profit ratio to invested capital 
lies in the fact that the majority of wholesale drug businesses are 
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being operated in old multistory buildings, designed and built many 
years ago to accommodate a fraction of the volume we are presently 
trying to push through them. To build a new modern 1-story ware- 
house to accommodate $5 million in volume will cost at least $350,000, 
Because of our pinched aftertax profit position, capital for this pur- 
pose is very difficult to find. Even if available to small business, this 
type capital costs so much we can seldom afford it. 

Going back to table II, I have shown in the second column what 
effect the Curtis bill type adjustment would have on our typical drug 
wholesaler who is doing $4.5 million in sales. Applying the maximum 
deduction of $30,000 for addition to inventory, receivables, and de- 
yreciable assets, it will be seen that our 7-percent sales increase could 
5 financed out of earnings and still leave a little less than 6-percent 
return for our stockholders. Applying this progression over a 3-year 
period this stockholder return shrinks to 5.68 percent, but over a 10- 
year period it would hold in the range of 5 percent or a little better. 
This may not solve our problem completely, but it should be sufficient 
to better enable us to attract some of the additional capital we must 
have to merely hold our position in the expanding economy. 

From the standpoint of the Government’s interest in tax losses 
comparing column 1 with column 2, I would like to point out that 
even though the Government collects $15,600 less taxes the first year, 
by the third year it is collecting virtually the same amount of tax 
dollars under the Curtis bill as it is collecting now under present 
tax laws. Meanwhile $1 million in sales volume has been added to 
our typical wholesaler’s business, and he has 18 more employees on 
his payroll because we need 17.7 employees for every million dollars 
of business volume. The apparent tax loss on our business the first 
2 years must certainly have been offset by the personal income taxes 
paid through the creation of 18 new jobs. But more important, a 
permanently higher tax base has been established and at the same 
time the opportunity for small business to expand in step with gen- 
eral economic growth, as marketing opportunities demand, has been 
established. Of course, in any year when growth opportunities do 
not prevail, the full tax rates would apply, and no tax loss would 
occur. 

To say that our projected growth will be handled somehow by 
someone without the benefits of the Curtis bill type adjustment is 
begging the question. 

Looking ahead toward a $600 billion gross national product, Amer- 
ican ingenuity will devise some means of serving the public need. 
The question that concerns us is how large a share of this service 
is small business going to render. Capital certainly isn’t going to 
seek a 4-percent investment when 5, 6, and better is readily available. 
This fact alone will seriously inhibit future growth by small- and 
medium-sized businesses unless the answer is found. 

We urge your serious consideration of H. R. 5735. 

The Cuairman. I notice you have some tables appended to your 
tatoment. Is it your desire that they appear in the record at this 
point? 

Mr. Kaurrman. Yes; it is. 

The Cuatrman. Without objection, they will appear in the record. 

(The charts referred to follow: ) 
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{Exeerpts from 1956 edition Facts on Sales, Costs and Profits of Service Wholesale 
Druggists] 


TasLe I1.—United States average, all houses as a percent to sales 








Percent 
SD ice rerenttitereage dirname ee onmnaroareone ome hmgan 4. 43 
Ma Rater hee hn Me haga thas lig A th thelist ie ceived reece Saat 2. 32 
MOG WORE OE0OT FOS i sit ei inte degen canteen 2. 21 
Cee a a oeelen egiapncepecareamncnsOpentremerareitemmnisiniin 1.79 
IIE Oh id criktidh item tate De acdbddn tab) bib ebdak te ebk bob ceds 9. 54 
RIND Db cheek in, ta i eo ee ees 14. 94 
CR SOURNEE RACER in cickcsbdeitihedipdctidcickiemnGeadeddisshd tied<dapisennes .14 
i ak cane a vee sa csiepsns eo-gesnieh enccien eo eis bolings evens gh=sep-osien 26. 41 
ERS Cre Bi Eg ARIE CARAT AS EI ABELL DESEO at SRAM EE 3. 46 
Sete) cmmbte ped han TIC ins. rks in bo ti inet nccicccsimeseenin 29. 87 
a ctl ith ae rine dh cicins inp endnrh one lisbgeensmrepeipensicnenoaplty 9. 91 
ae Se NUNN A oh Bhs kobe ak ek ecb en sccac een aoe 19. 96 
Avetage’ howes sales W98G.. 22 ei tute $4, 500, 000 
Number of employees (excluding truckdrivers)-._...--____ 80 
Sales trend 
a a ae 100. 00 
I ce la a eke Case biena 170. 85 
Tas_e Il 
Column No. 1|Column No, 2 
under present} with Curtis 
tax laws bill amend- 
ments 
FIRST YEAR 
Re eter renseinatneded <ndediealtelen dementias dinkadigeeninnddepesins $4, 500, 000 $4, 500, 000 
DccBGeh ated bee (4D eC ish 5d Sei w wkd ini dnc ctenecncscceends 199, 350 199, 350 
3. Less $30,000 additional Ey CE or ntndinwoncncsenubanucesnnsbmacoediel 30, 000 
i a mana 199, 350 169, 350 
I ee cds cooks toes co scwsuawebecce 98, 162 82, 562 
it hc. ne  meaebakhadonaanaiace asco 101, 188 86, 788 
7. Anticipated sales increase 2d omy @ percent of line 1).................... 315, 000 315, 000 
8. Capital required to finance this increase (from earnings) (20 percent of 
BO NOG Os iis cad sntnbn vdeo Gee tebdaskby ssn chebibuaviivsss se 63, 000 33, 000 
9. Earnings available for dividends (line 6 minus line 8)_.................-. 38, 188 53, 788 
10, Capital investment (20 percent of line 1)_........._-..-----.---2-- 22-8. 900, 000 900, 000 
11. Dividend yield (percent) (line 9 divided by line 10)__.._..----_..-..--... 4. 24 5. 98 
SECOND YEAR 
DORAL. i a Hi ER a he 4, 815, 009 4, 815, 000 
owe arene Oak C40D PION) oi nw Ssh hc oe cdc csc cb 213, 305 213, 305 
3. Less $30,000 additional 1 iemenenens IID ins cnenbnepas cancnens soepulicanesiboanees , 000 
OR eis Meets sak es rk tie ak isk csc bd n accent 213, 305 183, 305 
i SE toc etn en tntonnaedieantakhiheete etadiicice tatiana ht 105, 419 89, 819 
lac a 107, 886 93, 486 
7. Anticipated sales increase 3d year (7 percent of line 1)_.......-....-...-.- 337, 050 337, 050 
8. Sa ain to finance this increase (from earnings) (20 percent of line 
minus line 3 disdgndbucdiiuddewis 67, 410 37, 410 
9. aetateen we for dividends (line 6 minus line 8). I ct celina 40, 476 56, 076 
10. Capital investment (20 percent of line 1)_.........---..-------- eee : , 000 
11. Dividend yield (percent) (line 9 divided by line 10)._..............-..._- 4. 20 5. 82 
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TasLeE II]—Continued 


Column No, 1|\Column No. 2 


, Net haters tax 66:40 percent) . 5 sc cinciniiccsnccdscdinbsctadutsctaeenncksond 
Less $30,000 additional investment allowance..............-..-.--.-.-----]-------------- 
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. Anticipated sales increase 4th year (7 percent of line 1)._.......-----...-- 
. Capital required to finance this increase (from earnings) (20 percent of 
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10. Capital investment (20 percent of line 1)..........---....--.--.-------..- 
11. Dividend yield (percent) (line 9 divided by line 10)............-....-.--- 
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The Cuarrman. Are there any questions? 

Mr. Mason. Boiled down, your testimony seems to mean just this: 
That because of the heavy taxes you have to pay out of your pane, 
you haven’t enough left to expand, and you cannot borrow very wel 
because you can only offer about a 4 percent return. You are in the 
same boat as all other small businesses that are being hit in exactly the 
same way as the drug business. 

Mr. Kavurrman. That is correct, as I see it. 

Mr. Mason. That is all. 

The Cuarrman,. Mr. Curtis will inquire. 

Mr. Curtis. I think this is a very interesting and informative 
paper. I would like to ask Mr. Kauffman just how your own com- 
pany has financed this expansion in the past 10 years. 

Mr. Kavurrman. Yes; I will be happy to comment on that. In the 
case of my own company, perhaps fortunate isn’t the right term, but 
we have enjoyed a little larger increment in sales over the past 8 or 9 
years than the industry averages. This capital pinch we have par- 
ticularly felt in the case of our company. 

We have done three things to meet the need. 

1. We have depressed dividends. Being a closely held company 
with srpee mney 30 stockholders, we have been able to date to get 
our stockholders to go along with us on a very low dividend rate in 
relation to earnings, so that we could plow back the maximum amount 
of earnings available. 

2. We have expanded or extended our borrowing capacity with 
banks and insurance companies to its limit, to provide working capital. 
Even those two avenues didn’t produce enough capital to solve our 
particular problem. 

We have been in the wholesale drug business for 75 years. We also 
operated for 40 some years a subsidiary business, a laboratory equip- 
ment business. Both of these businesses, the drug business and the 
laboratory equipment business, experienced substantial expansion 
following World War II. We found in the last 2 years that it was 


virtually impossible for us to keep up with the expansion in both of 
those fields out of capital that we could raise without Sonne to merge 
e capital, 


ourselves with a larger corporation that could provide us t 
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or to go to the investment banking market and try and put our 
company on the market as a public company. 
e are not big enough to successfully do that. 

Our choice was to sell the laboratory equipment business to provide 
additional working capital for the drug business. 

We followed three channels to raise our capital. 

Mr. Curtis. If you had not been able to sell the other company, you 
would have been in exactly the same bind as your fellows in the same 
line of endeavor, in the wholesale business. 

Mr. Kaurrman. As I see it, we would have been forced to either 
deliberately hold our sales increase down in line with the capital we 
could raise, or seek to merge ourselves with larger organizations that 
could get us the capital. 

Mr. Curtis. Thank you very much. I appreciate very much your 
statement. : 

The Cuarrman. We thank you for your appearance, and the infor- 
mation given the committee. 

The members of the committee will recall that this morning, in 
connection with Mr. Sheehan’s appearance and the discussion of his 
bill, Mr. Reed requested the staff of the joint committee to prepare 
estimates of the revenue involved. I was unaware at the time that 
Mr. Cooper had asked Mr. Stam to prepare estimates on the same 
subject. Mr. Stam has supplied me with a copy of his letter to Mr. 
Cooper, dated August 6, 1957, which gives the information. 

I ask unanimous consent that a copy of the letter appear in the 
record at the point where Mr. Reed made his request. 

Is there objection ? 

The Chair hears none, 

(The document was inserted at page 29.) 

The Cuarrman. The next witness is Mr. W. T. Harris. Will you 
give your name and your address and the capacity in which you 
appear, for the benefit of the record ? 


STATEMENT OF W. T. HARRIS, REPRESENTING THE NATIONAL 
ASSOCIATION OF RETAIL GROCERS, CHICAGO, ILL. 


Mr. Harris. I am W. T. Harris, and I am President of Harris 
Supermarkets, 1704 Central Avenue, Charlotte, N. C. I appear here 
today representing the National Association of Retail Grocers, with 
headquarters offices at 360 North Michigan Avenue, Chicago, Ill. 

The National Association of Retail Grocers has represented the 
Nation’s community food retailers since 1893. Today, its members 
operate 65,416 food stores, ranging in size from large supermarkets 
to small outlets. The average annual sales volume of these stores is 
approximately $215,000, but over 7,000 have an annual store volume 
of $1 million or more. Many members own and operate two or more 
stores. 

The association is comprised of a federation of 44 affiliated State 
associations and 292 local associations. It has members in every State 
of the Union, in addition to Hawaii and Alaska. 

Modernization and expansion is the greatest economic need of com- 
munity food store operators today. The challenge they face is to kee 
pace with the growth in food store sales that is taking place. AL 
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though annual food store sales for 1957 are not yet published, we 
estimate that they will reach $44 billion. This represents an increase 
of 57 percent since 1950, and 7.8 percent over 1956 sales. f 

At the same time this phenomenal growth in food store sales is 
taking place, many substantial changes are being made in food retail- 
ing. One of these is the trend toward larger stores. By 1960, it is 
estimated that 70 percent of all food store sales will be made in about 
25,000 outlets. This is about half the number of stores it took to 
account for the same percentage of business 10 years ago. — 

While the trend toward large stores is pronounced, this does not 
mean that smaller food stores have no place in the future. The 
drive-in market and convenience store are being established in greater 
numbers across the United States, especially in the Southwest and 
along the Pacific coast. There is also plenty of room for smaller stores 
offering delivery and other special services. 

But regardless of size, the store that does a good business must 
not only be modern, clean, and attractive, but it must be efficient. 
Soaring labor costs require the use of labor-saving equipment, such 


’ as conveyors, wrapping machines, and mechanical checkstands. 


All of this points up the fact that new store construction and mod- 
ernization are an essential need of many community food retailers 
whether they operate one store or several, and irrespective of the size 
of their business. 

The growth in population, its movement to newly developed com- 
munities, greater use of automobiles and the building of new highways, 
increased demands for convenience foods and modern markets, and the 
development of new products and large stores are a few of the fac- 
tors in the evolution that is taking place in food store merchandis- 
ing. These great changes require an enormous amount of building 
and renovation. The result is that a great strain is placed on the 
capital of thousands of community food-store operators. 

A recent survey taken by this association shows that 17 percent 
of its members taking part in the study reported they opened a new 
store in 1957, while 34 percent remodeled or expanded their facilities 
during the same period. During the next 12 months, 23 percent re- 
ported they had plans to build a new store; 41 percent indicated they 
wanted to remodel or expand present outlets, and 44 percent signified 
their intention to purchase new equipment. The average cost of re- 
modeling or expansion activities was $26,635 per store. The average 
investment per store for new equipment was $15,191. Those planning 
on building a new store intend to expend, as an average per store, 
$316,679 for land, building, and equipment. 

As can be seen from the needs of food retailers for new stores as 
well as the remodeling and expansion of present outlets, venture cap- 
ital is the lifeblood of the community food retailer who wants to 

rogress in today’s market. This has always been true, but within the 
ast 15 years, his need for capital has grown tremendously due to the 
revolutionary changes taking place in the industry. The principal 
source of venture capital for food retailers has been the retention and 
prrwlnn back of earnings into the business. At the present time, 
10wever, just when they need more such capital than ever before, this 
important source of venture capital is drying up because so large a 
share of their earnings is being siphoned off by high taxes. 
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The result is that taxes are impeding the growth and development 
of community food retailers to an alarming degree. The weighty 
hand of taxes is depriving them of equal opportunity to grow in 
competition with large competitors. Their competitors can finance 
expansion by public and private means which are not available to them 
on comparable terms. 

A few weeks ago, the second largest food chain in the United States 
proudly announced that it was the first western-headquartered business 
of any kind to reach the $2 billion annual sales mark. This, it said, 
represents the £ store purchases of 8 million people for 1 year— 
equivalent to New York City’s annual grocery store purchases. At 
about the same time, it was made known that this same company 
planned to spend $90 million for expansion and modernization of its 
stores in 1958. 

More recently, it was announced that food chains would open 2,000 
new supermarkets in 1958 at a cost of $635 million. Community food 
retailers, which account for 60 percent of total food store sales na- 
tionally, should do better than this. But the point is that taxes are 
having an oppressive effect on the financial ability of small- and 
medium-size food store operators to maintain their competitive posi- 
tion. Since the majority of food retailers depend on their own re- 
sources and credit for expansion purposes, heavy taxes place them at 
a disadvantage by making their financing increasingly difficult. For 
this reason, the present tax structure is unfairly heavy and discrim- 
inatory on small- and medium-size food retailers. 

Bank credit, which is the chief source of outside assistance, does not 
offer an adequate answer to the shortage of venture capital. The major 
need is for long-term financing, where both borrower and lender share 
the risks as well as the profits. Usually banks avoid this type of risk. 

Venture capital is the greatest need because adequate equity financ- 
ing is necessary before supplementary debt financing is either safe or 
practical. These two methods of financing must be in balance to assure 
maximum growth. Otherwise, borrowed money is either not avail- 
able in sufficient amounts or entails too large a cost. 

It should also be emphasized that outside risk capital cannot be 
attracted to small- or medium-size businesses in sufficient amounts 
unless there is a rather large potential return to compensate for the 
greater risk involved. It is evident, therefore, that small business re- 
quires a greater amount of retained earnings on the same amount of 
invested capital than do larger concerns. 

At the same time overhead costs in food retailing have increased. To 
meet this, sales volume must increase in order to stabilize unit overhead 
cost. Sales expansion requires greater capital invested in the business. 
This is another reason why community food store operators must be 
permitted to retain a larger percentage of their profits for reinvest- 
ment in their business. 

Many of these retailers are small, trying to grow big. Because pres- 
ent taxes impede their growth, it can be said that the current tax 
burden hurts them more than their larger competitors. 

This leads to the conclusion that taxes are promoting concentration 
which the antitrust laws are designed to prevent. One example is the 
effect that income and estate taxes have in encouraging mergers that 
are undesirable from the point of public interest. The present tax 
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system creates strong pressures on major owners of closely held food 
businesses to merge with large concerns. As a result, some 2,000 in- 
dependently owned food stores have been acquired by large chains in 
the past 3 years. This merger wave has a twofold harm. . 

First, there is a lessening of competition in retail food distribution. 

Second, there is an undesirable concentration of economic power. 

If I could digress here just a minute, Mr. Chairman, I would like 
to say that this means enormous amounts of money to our buying 
public, to have good locally owned retail operators in a community 
giving the chains good competition. 

For instance I would like to point out just one case: Cash and Carry 
of Greenville, S. C., operates at about 5 aes below the average 
markup of the chains in our territory. He does $6 million a year 
business in one place of business. So that is 5 percent of $6 million 
that he saves his customers, plus the fact that he makes his competition 
hold their prices down in that area. That runs into hundreds of 
thousands of dollars a year. That is the thing that I would like to 
bring before this committee on this merger deal. 

One of the most helpful actions this Congress can take to promote 
competition in retail food distribution and restrain tendencies toward 
monopoly is to permit community food retailers to retain more of their 
earnings for expansion and modernization purposes. 

It has been said that the need of the Federal Government for tax 
revenues makes general tax relief this year impossible. However, 
whether or not this is true, a tax adjustment for the purpose of stim- 
ulating growth by small- and medium-size business is not foreclosed. 
Allowing businesses to plow back earnings up to a specific amount, 
without the imposition of the income tax, would create more jobs and 
a healthier economic climate. This would result in more revenue from 
both businesses and individuals. A tax adjustment limited both in 
amount and percentage of taxable net income and tied to reinvestment 
in the business for growth is both practicable and desirable at the 
present time, despite the prospects for a continuation of high govern- 
mental expenditures. 

In fact, present business conditions call for such a tax adjustment. 
It now appears that the economy is going through a readjustment. 
Last November, industrial production decreased for the third month 
inarow. Personal income also declined for the third successive month. 
Plant and equipment expenditures have also turned downward. And 
present indications are that these outlays will drop to an annual rate 
of $35.5 billion for the first quarter of 1958. This is $2 billion below 
the annual rate for the fourth quarter of last year. 

There is indication therefore that the economy needs a boost. A 
tax adjustment encouraging small and medium-size businesses to 
expand would give the economy a needed stimulus with little or no 
cost in reduced overall tax revenues. Regardless of whether a general 
tax reduction can be made this year, there is pressing need for a tax 
adjustment following the principle contained in H. R. 5735. 

Community food retailers do not want or wish for any gift or special 
tax a H. R. 5735 does not provide anything of this kind, since 
it offers the same adjustment to all businesses which wish to plow back 


earnings for expansion purposes. The principle of this bill is sound, 
It offers a needed stimulus, not only to small- and medium-size busi- 
nesses, which is badly needed to lighten the tax inequities on such 
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concerns, but also will provide a desirable boost to the economy in 
general, helping to prevent severe unemployment. And it will do this 
without causing a serious loss in Federal tax revenues. For this reason 
we think the principle contained in H. R. 5735 is desirable tax ad- 
justment that can be adopted under present conditions. 

The Cuamman. Are there any questions? 

Mr. Reep. I came in just a little late, but I see by the heading here 
that Mr. Harris represents the National Association of Retail Grocers. 

Mr. Harris. Yes, sir. 

Mr. Reep. That does include the little independent grocer ¢ 

Mr. Harris. Yes, sir, it does. 

Mr. Reep. Well, those are the ones that you are representing and 
you are not representing the chains. 

Mr. Harais. I do not represent the chains; no, sir. 

Mr. Reep. Do you find that the little independent grocer through- 
out the country is closing up and being crowded to the wall? 

Mr. Harris. Yes, sir, thers are many that have been going out of 
business as reported in Dun & Bradstreet, and through the trade 
journals. 

Mr. Reep. For years our family traded with a little independent 
ocery at home. We have seen some of these disappear. I was won- 
ering what effect the chains are having on these independents. 
Nowadays the parking situation is one thing which makes it very diffi- 
cult for people to go to the little independent, because they have no 
place to park. The big chains in my town have very large spaces set 
aside for parking. I know that is only one factor, but it is at least one. 

Mr. Harris. Well, sir, I would answer you by saying that this is 
the reason that we, of course, are supporting this bill. It is one of 
the main reasons. It is simply because we must modernize the small 
stores and provide parking facilities, and so on. That is so that 
our members can compete with the national chains. 

Mr. Reep. And your difficulty is to obtain capital in order to mod- 
ernize? 

Mr. Harris. That is correct. 

Mr. Reev. Thank you very much. 

_ The Cuarrman. Are there further questions? Mr. Herlong will 
inquire. 

r. Hertonc. You spoke, in your testimony, and I notice several 
of the other witnesses have also spoken of the need for venture cap- 
ital to expand the existing going businesses which are going bath 
ward, as Vakdertend: because of the present tax structure, and that 
big businesses are getting bigger and smaller ones are going to the 
wall by reason of our tax structure in this country. 

In that connection, you commend to us for consideration H. R. 
5735 as a desirable means of obtaining some relief in this field. I am 
not familiar with that bill, and I have not studied it. 

Can you tell me if there is anything in the bill which will do any- 
thing to help a young man who doesn’t have any capital, to go into 
business? That is something that is important. We don’t want to 
have a closed shop for those already in business. 

Mr. Harris. I think it would encourage him that if he did get into 
business he could take his earnings and pay off the debts that he might 
borrow to go into business with. I think the bankers certainly would 
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look at him with more favor if he had a tax adjustment where he 
could. 

Mr. Mason. It would make it easier for him to borrow capital, you 
mean ¢ 

Mr. Harris. Yes. 

The Cuarrman. Are there any further questions? 

If not, we thank you very much, Mr. Harris, for your appearance 
and the information given the committee. 

The next witness is Mr. Birger Engstrom. Will you give us your 
name and address and the capacity in which you appear, for the 
record ? 


STATEMENT OF BIRGER ENGSTROM, REPRESENTING THE TAX 
COMMITTEE OF THE SPRINKLER IRRIGATION ASSOCIATION, 
PITTSBURGH, PA. 


Mr. Enestrom. My name is Birger Engstrom. I am president of 
McDowell Manufacturing Co., of Pittsburgh, Pa. The McDowell 
Manufacturing Co. is a manufacturer of job stampings and, in addi- 
tion, manufactures and markets two lines of its own design, namely: 
(1) Thread protectors, which are used to protect the threads on pipe 
being shipped from the steel mills to customers; (2) quick couplings 
for irrigation pipe used in the overhead irrigation industry. 

In appearing before you I present the views of the tax committee 
of the Sprinkler Irrigation Association, an association of 119 manu- 
facturers and distributors of sprinkler irrigation equipment and also 
the tax committee of the Smaller Manufacturers Council of Pitts- 
burgh, Pa., an association of 444 smaller manufacturers in the Pitts- 
burgh district. This latter organization accounted for sales of $593 
million in the fiscal year of 1955 and an average employment of 
41,000 employees. This group had a payroll of $180 million with an 
approximate investment of fort million. I quote these figures to 
show you that although none of these manufacturing companies have 
an employment in excess of 500, the total sales of smaller manufac- 
turers in the Pittsburgh district amount to well over a half billion 
dollars. 

As a manufacturer and knowing the problems of the manufacturers 
I am associated with in the Sprinkler Irrigation Association and the 
Smaller Manufacturers Council, I will bring to your attention the 
prone which we have discussed. A discussion and study of taxes 
oy the Smaller Manufacturers Council resolves itself into two points: 

(1) A smaller manufacturer must have tax adjustment for 
normal expansion; 

(2) Adjustment must be provided under the inheritance-tax 
laws for the estates of owners of businesses. 

Let us consider the question of expansion of small business. If 
our private-enterprise system is to continue, and, basically, that is 
necessary to provide the type of revenue our Federal Government now 
needs, small businesses must have an atmosphere in which they can 
grow. In the terrifically competitive business world with the per- 
centages of profit which businesses can retain with the present tax 
structure, it is impossible to attract additional risk capital. There- 
fore, capital for expansion must come from retained earnings. Let us 
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take an example of what happens. The following figures are from 
an actual company whose name can be divulged to you in confidence 
if you so desire: 


Sales (average per year—5 years) ~.......---_____________..___ $1, 635, 448. 52 
Net earnings after taxes (average per year—5 years) ________~_ 86, 575. 16 
Accounts receivable and inventory at beginning of 5-year period 409, 000. 00 
Accounts receivable and inventory at end of 5-year period___.__ 586, 000. 00 
Fixed assets at the beginning of 5-year period......._.-._.______ 384, 000. 00 
Fixed assets at the end of 5-year period______________._____--- 482, 000. 00 
Increase in bank loans during 5-year period____._______-_-_--__- 50, 000. 00 


The company employs about 100 persons and is over 50 years old and 
a stable factor in the economy of a small town. A good proportion 
of its equipment is old, and to replace this old equipment within the 
amount of its allowable depreciation charge-off is impossible, as the 
new equipment will cost much more than the original. As proof of 
this, the replacement value according to their insurance appraisal is 
that their equipment which now stands on the books at $482,000 
would take approximately $1,100,000 to replace. In a competitive 
field such as this company is in, new equipment for better production 
efficiency is needed. Thus it becomes obvious then that smaller 
manufacturers have to have excess capital to replace old machine 
as well as new capital for better machinery. With no access to capi- 
tal funds except through its profits, this company needs adjustment 
of its taxes on the amount of earnings which it leaves in the 
business. 

Again referring to the figures above, you will note that inventories 
and accounts receivable have increased materially. Since prices have 
increased not less than 25 percent in this 5-year period, it is obvious 
that of the difference between the figures in their inventory and ac- 
counts receivable at the beginning and end of the period, namely, 
$127,000, $102,000 of this amount is merely inflationary and not a 
basic increase in the volume. This means that over $100,000 of new 
capital was needed by this company merely to accommodate the 
inflation in its current assets. Instead of reducing bank loans, it 
was necessary to increase bank loans during this period by $50,000. 
This is an impossible situation and one which cannot continue. 
Banks, both by governmental regulation and by good banking prac- 
tice, must have loans reduced. This means that should such a manu- 
facturing company—and I assure you that this is not an isolated case 
but is the general situation among smaller manufacturing concerns— 
at any time make a loss instead of a profit, not only its credit but its 
actual existence would be jeopardized. 

You will note that the figures show that this business has approxi- 
mately held its own, but this is fundamentally not true. For in- 
stance, the same amount of sales in dollars at the end of the period 
is definitely less in unit volume. A business holding its own during 
a period of inflation is in reality going backward. An adjustment 
of the tax situation would help this company expand its market and 
productive capacity. — 

The two points which I have discussed above—capital asset expan- 
sion and current. asset expansion—really can be combined into one 
problem which could be simply stated thus: 


A business (incorporated or unincorporated) should be allowed to deduct 
from possible net income for tax purposes an amount equal to additional invest- 
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ment in depreciable assets or inventory during a taxable year (such a provision 
has been proposed in H. R. 5735 embodying a figure not to exceed 20 percent 
of such income or $30,000, whichever is less). 

Another problem of small business is the matter of inheritance 
taxes on decedent estates. Small businesses, and this is particularly 
true of small manufacturing companies, have no available market 
for disposal of interests in such businesses. Stocks of unlisted small 
corporations can be disposed of only at great sacrifice if a forced 
sale becomes necessary. The problem of how to work this out has 
long been one of extreme difficulty to smaller manufacturers. The 
solution which comes most nearly to fitting the needs of the smaller 
manufacturer would be that which is named in H. R. 5735 introduced 
by Congressman Thomas Curtis and endorsed by 58 national trade 
associations as follows: 

Permit the purchase of noninterest-bearing estate tax anticipation certificates 
which would be excluded from the taxable estate up to a maximum of $100,000, 
and allow the owners of closely held businesses to pay estate taxes, without 
interest, within 10 years after death. 

There is one other tax equity problem which I would like to submit 
to you. I think that it is most important that inequities be removed 
from the tax laws. I think this is necessary regardless of the fact 
that you of this committee are given the specific purpose of raising 
revenues to conduct the business of government. The point I have 
in mind is the double taxation of the same profit by taxing dividends 
of corporations. You established a principle in the Tax Code of 
1954 to give some credit for such dividends. Therefore, some like 
adjustment may be granted without changing the principles involved. 

t us take the holder of stock in a small manufacturing concern. 
Assuming a gross profit of $100,000, the net amount paid in Federal 
taxes would be 4614 percent. Assume that the receiver of the divi- 
dends is in the personal 40 percent bracket, this would mean that the 
stockholder was participating in a business in which the Govern- 
ment was taking 67 percent of the profit—4614 percent plus 21.4 per- 
cent equals 66.9 percent. I have no quarrel with what the taxes may 
be, I merely point out that if the taxes on corporations are to be as 
they are specified in the code then that should be the total tax and 
there should not be a second tax on those profits by taxing the divi- 
dends. That is my third point: 

Eliminate to the greatest extent possible the double taxation of dividends. 

In summary, may I point out that I have made the following 
points: 

(1) Small business and especially small manufacturing businesses 
have no access to risk capital and therefore must expand and com- 
pete with larger companies only by the retention of earnings. This 
means that tax adjustment must be given so that a greater propor- 
tion of earnings may be retained. 

(2) The incentive to build a business for one’s estate must be 
recaptured by easing the effect of inheritance taxes. 

(3) The basic tax law should provide sufficient revenue that in- 
equities such as double taxation of dividends can be removed. 

The CHarrMan. Are there any questions? 

Mr. Epernarter. Mr. Engstrom, I am glad you took the time per- 
sonally to come here and appear before this committee and give us 
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some definite views, which I don’t agree with, I must say in all hon- 
esty, mn every instance. 

owever, you make the same point that practically every other 
witness has—the difficulty of obtaining capital for expansion pur- 

oses. 

i Now, that has only been true lately. Up to about 3 or 4 years 
ago we could obtain practically all of the capital we section for 
expansion of smaller businesses. It occurred to me that some of 
these smaller businesses may have a large debt to banks and invest- 
ment corporations and insurance companies. If there is a downturn 
in business so that they can’t operate profitably, they are in very great 
danger of being wiped out together and going into bankruptcy; 
isn’t that your point? ai) 

Mr. Enostrom. That is true, Mr. Eberharter, and it is one of the 
fears that most small manufacturers have. As I said in my state- 
ment, I assure you that most of them are in that position. 

Mr. Esernarter. Pardon me for eee. ut in other words 
many of the smaller concerns are in a position of having quite a large 
debt, and they are fearful if there is a downturn in business and they 
can’t show a profit, that they are in very great danger. 

Mr. Enastrom. That is correct. A businessman operates the best 
he can with the tools he has. Obviously, if a manufacturing concern 
has been going for a number of years and has a good reputation, they 
have good credit. What they do is expand their credit to the absolute 
and when and if the time comes when a downturn comes and you have 
losses instead of profits, you no longer have that credit and you are in 
trouble. That is the thing probably that bothers manufacturing con- 
cerns in particular a great deal. 

Mr. Exseruarrer. In other words, your creditors would start to 
close in. 

Mr. Enosrrom. That is right. 

Mr, Evernarter. Thank you. 

The Cuarrman. Are there any further questions? 

If not, we thank you, Mr. Engstrom, for your appearance and the 
information given the committee. 

The next witness is Mr. Robert J. Hamilton. Will you please give 
your name, address, and the capacity in which you appear, for the 
benefit of the record. 


STATEMENT OF ROBERT HAMILTON, PRESIDENT OF THE FARM 
EQUIPMENT WHOLESALERS’ ASSOCIATION, EPHRATA, PA. 


Mr. Hamiuron. My name is Robert Hamilton, from Ephrata, Pa., 
and I appear in behalf of the Farm Equipment Wholesalers’ Asso- 
ciation, with offices in Minneapolis, Minn., and for my own small com- 

any, Hamilton Equipment, Inc., in Pennsylvania. I am president of 
[amilton Equipment, Inc., a Pennsylvania corporation. 

For the year 1958 I am president of the Farm Equipment Whole- 
salers’ Association, which is a group of 76 independent wholesalers 
operating independently of each thier in the United States. The 
annual combined volume of sales for these companies is over $125 
million, My own company, Hamilton Equipment, Inc., Ephrata, 
Pa., wholesales farm machinery, light industrial equipment, and irri- 
gation systems to farm equipment dealers in Pennsylvania, New Jer- 
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sey, Maryland, Delaware, and Virginia. We operate out of Ephrata, 
Pa,, and Charlottesville, Va,, where we maintain inventories of whole 
goods, parts, and service. 

We represent about 50 small manufacturers as a wholesaler of their 
products. These manufacturers are located in the Middle West and 
depend on us to market their products in our territory because they 
are not large enough or financially strong enough to afford themselves 
x sales force. 

We are in direct competition with all the major tractor line com- 
panies who maintain branch warehouses in our territory. Our mer- 
chandise is used on the farm and our operation is one of service. This 
service by us is rendered through our farm equipment dealers to the 
ultimate user, the farmer. The equipment we sell gets hard and severe 
usage. This means that we, as well as our dealers, must maintain 
adequate stocks of repair parts and good field service. This is costly 
but we must maintain them so that these tools will continue to operate. 

Farm equipment wholesalers own no tools of production and the 
only fixed assets they possess are some warehouse properties, a few 
sales automobiles, some typewriters, office accounting machines, desks 
and chairs, forklift trucks, and similar items. All of these items are 
a small part of total assets, the balance being almost equally divided 
ores accounts receivable from customers and merchandise inventory 
on hand. 

Our problem is one of constantly decreasing profits because of steady 
increases in operating costs. We have to pay our labor just as much 
as all big businesses in our area, namely, Alcoa, Armstrong Cork Co., 
RCA, and Schick, Inc., just to mention a few. 

Our insurance, hospitalization, and fringe benefits have to equal or 
even better those of big business to even attract people to work for 
us. Jam sure you will agree that traveling costs, building rentals, and 
field service costs are almost the same as those of big business. 

I may be speaking for all small business when I say we have to know 
something about all phases of our business. That is, we do not have 
the funds to hire “experts.” We have to keep abreast of all the Fed- 
eral and State laws; we must be able to understand something about 
accounting, insurance, and legal problems—all this in addition to 
knowing something about the equipment we handle. 

We, therefore, need simplified tax forms, something that anyone 
could understand and something that wouldn’t take a “Philadelphia 
lawyer” to unscramble. 

Because of the complexities of our business, because of the compli- 
cated tax forms and because of the necessity of needing a tax expert, 
we have to engage the services of the best certified public accountant 
for our year-end closing. We certainly cannot afford to employ such 
a genre on our monthly payroll as does “big” business. 

Tere I would like to say we have no criticism of big business. We 
have enough problems of our own to want to understand his. 

We have a seasonal business, with the bulk of our sales taking place 
during the first 6 months of the year. These sales are made on ex- 
tended dating for as long as 6 to 8 months. This extended dating 
conforms to that offered by the major tractor lines. This means that 
our capital is tied up in receivables and inventory for practically a 
whole year. 












































































114 GENERAL REVENUE REVISION 


We can borrow high interest money, up to a certain paint; but where 
can we find the risk capital to expand our business? Big business, 
needing new capital, needs only to issue more stock. Companies, such 
as ours, cannot interest risk capital because we are too small to be 
known, and more significantly, we do not make enough profit to interest 
outside investors. 

Back in 1950 we could make a profit of 614 percent after taxes— 
and that was the last time we could expand our business; that is, it 
was the last time we could afford to take on new lines of merchandise 
without dropping other lines. 

Under present tax laws, we can retain only a very small per- 
centage of gross profits. Thus, with unit costs doubled over 1942, 
we can only maintain one-half of our normal inventory without hav- 
ing to borrow money at high interest rates. 

e sell our machinery to retail implement dealers. Our net sales for 
the past 5 years have averaged between $1.6 million to $1.8 million. 
Our net profit before taxes has averaged between 2.2 percent and 2.4 
percent. After taxes our net profit averages between 1.6 percent and 
2 percent. This meager profit is eaten up by inflation only and allows 
for no expansion in our sales efforts. We can’t afford to take on new 
lines for distribution because it requires about $15,000 in cost of the 
es sales promotion, and advertising necessary to introduce a 

ine. 

It is important to emphasize here that my experience is typical 
of many and better than that of most of the member firms of the 
Farm Equipment Wholesalers’ Association of the United States dur- 
ing the fiscal year ending June 30 of this year. The average net 
pee before taxes reported by 51 firms was 2.87 percent of net sales. 

might say that is 51 firms out of our 56 members. Yet that average 
conceals the severity of the actual truth about the majority of those 
wholesalers’ business operations. 

Here is what a closer study of the profit and loss summary state- 
ment reveals: 

In the Pacific coast region—covering Arizona, California, Nevada, 
Oregon, Washington, and Idaho—the 2.14 percent net profit average 
was exceeded by 2 members but 8 were below the average. 

In the Mountain States region—Idaho, Montana, Wyoming, Utah, 
Colorado, and New Mexico—the regional average of 1.42 percent net 
profit was exceeded by 4 firms, but 7 failed to equal it and 2 showed 
net losses. 

In the upper Midwest region—the Dakotas, Minnesota, Wisconsin, 
Nebraska, and Iowa—the average net profit of 2.25 percent was ex- 
ceeded by 5 firms, whereas 5 firms failed to equal it. 

In the lower Midwest region—Missouri, Kansas, Texas, Louisiana, 
Oklahoma, and adjoining areas—the average net profit of 3.62 per- 
cent was exceeded by 4 firms, but 5 firms failed to equal it. 

In the east central region—Tllinois, Indiana, Ohio, Kentucky, and 
Seapebart firms exceeded the 3 percent average, but 7 failed to 
equal it. 

In the Northeastern States region—New England, New York 
Pennsylvania, New Jersey, and West Virginia—only 2 firms exceeded 
the region average net profit of 3.07 percent, whereas 4 failed to equal 
it. 
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In the southeastern region—Deep South, Kentucky, Tennessee, 
Virginia, the Carolinas and Georgia—4 firms exceeded the average 
net profit of 4.09 percent, but 5 failed to equal it. 

Among 51 reporting firms, 28 failed to equal the FEWA average of 
2.87 percent. 

The profits of my own company for 1957, after taxes is 50 percent 
off last year, even though our sales were the largest in our history. I 
have been in verbal contact with others in our industry and find that 
their profits are also far below their 1956 figures. 

As previously mentioned, ever-increasing inflation demands more 
working capital. This means a higher inventory dollar per unit. As 
an example, a seed cleaning machine for farmer’s use cost us $44 in 
1942. Today it costs us $97. Labor costs and operating expenses have 
increased. Also, one of our high costs is the ever-increasing interest 
rates on borrowed money. 

Since I believe that small business is the lifeblood of our free enter- 
prise system, I am convinced that the Federal Government would do 
well to ease our tax burden. 

It would seem to be essential, if small mercantile business is to con- 
tinue to survive, to prescribe in the income tax laws some method of 
depreciating the “tools” of our trade. Some measure of relief would 
be given us in our efforts to maintain inventories at proper levels to 
serve our farmer customers if we were allowed to depreciate inven- 
tory, taking it out of taxable net income and thereby reducing taxable 
net income and the cash required to pay the tax, or being allowed to 
carry the same inventory without having to consider inflated values 
as taxable income and pay taxes thereon. 

There are other suggested means of achieving this, such as exemp- 
tion of a stated percentage of net income, an exemption tied to re- 
investment in maintaining proper inventory levels. But it appears 
essential to permit small business to retain a large segment of earned 
income to enable him to continue his current operation and achieve 
normal growth without depleting his capital structure dangerously 
or being forced to borrow money to maintain the necessary unit levels 
of inventory. 

Since we close our year November 30, 50 percent of our tax has to 
be paid by February 15, and the balance by May 15. Therefore, we 
would be in a better financial position if we were permitted to pay our 
taxes monthly in equal installments or on a quarterly basis. 

I would like to say here, if I may, Mr. Chairman, that this period 
in February and May is when we have to buy the bulk of our mer- 
chandise. That is why the February 15 and May 15 payment dates 
hurt us. 

In my own company, where I own all but a few shares of stock, I 
find that if the small net profit continues in the future, I might do 
well to liquidate my business rather than to pass it on to my heirs. 
This would, therefore, deprive our community of a business. Small- 
business men have remarked to me many times over the past 4 years— 
“What’s the use of taking all the risks at these low profits?” 

Small-business men do not want to liquidate their business. Yet 
circumstances of low profits after taxes are causing small-business 
men to liquidate. 
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Frankly, I think the Government most assuredly will have to con- 
sider the small-business man and replace discouragement with en- 
couragement. 

The Federal Government requires that estate taxes must be settled 
in 15 months. As a result many small businesses such as ours might 
have to liquidate to satisfy these taxes. 

Ninety days from the death of a principal owner, a complete filing 
is required. The Government knows what is owed to them at this 
point. Why then, cannot a long pay plan, plus low interest, be 
instituted so that a business can continue to prosper? I am thinking 
about 10 years as a reasonable time to settle an estate of this kind. 

Many small businesses are preparing for this quick 15-month settle- 
ment of estate taxes by buying more life insurance than they can really 
afford to carry. This is my case. 

The Honorable Thoms B. Curtis of Missouri has made one pro- 
posal that certainly meets with our endorsement. If I could purchase 
tax-anticipation certificates that are noninterest bearing, I could pay 
estate taxes as these would be deductible from my estate. The Govern- 
ment would have use of this money without any interest charge. 

I would like to recommend that we be allowed to accumulate enough 
nontaxable profits to offset these estate taxes, or, in lieu of that, I 
would recommend that we have at least 10 years to pay them off, or be 
allowed to purchase tax-anticipation certificates, 

I believe that the bill by Hon. Thomas B. Curtis has a lot of merit, 
and is a sincere attempt to help small business such as ours. 

I think too, that he understands our precarious position in the Na- 
tion’s economy and wants us as one small-business man to raise our 
voice to be heard so that the free enterprise system, which we so 
highly regard, be preserved. 

i, for one, am not looking for something for nothing. I would 
like to be able to retain a fair share of our net profits so that our 
company might grow, prosper and continue on into the future long 
after Iam gone. Yes, I would hope that the remaining employees 
would continue on and contribute their time and talent to a better 
business and, therefore, continue with their contribution to the wel- 
fare and economy of our great Nation. 

The Cuamman. Are there any questions? 

If not, Mr. Hamilton, we thank you for your appearance, and the 
information given the committee. 

The next witness is Mr. R. Harland Shaw. Mr. Shaw, are you 
present? Mr. Shaw, will you please give your name, address and the 
capacity in which you appear for the benefit of the record, sir? 


STATEMENT OF R. HARLAND SHAW, CHAIRMAN OF THE CON- 
FERENCE OF AMERICAN SMALL BUSINESS ORGANIZATIONS 


Mr. Suaw. Mr. Chairman and members of the committee, my name 
is R. Harland Shaw. I am chairman of the Conference of American 
Small Business Organizations, in which I have the honor to be asso- 
ciated with Fred A. Hartley,.Jr., a former member of this House, 
who is co-chairman of the conference. 

Our position is basically, Mr. Chairman, that what is good for the 
country is good for small business, and vice versa. 
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We do not draw the “small” line at precisely the limit defined for 
defense production, but rather where proprietary responsibility fades 
out and hired management takes its place. One of my directors is a 
self-made man who a few years ago had his back to the business wall 
with 1,600 employees, in a business he and his father had built from 
nothing. Iam glad to say he made good, with sheer proprietary skill. 
Others have anywhere from no employees (husband-and-wife busi- 
ness) to a thousand or more. The average of employees among our 
members is under 100 according to the information we have. 

Our people are not chronic borrowers. Borrowing for good busi- 
ness reasons is one thing; borrowing to live is another. Our people 
want to see capital in their businesses. Loans are only incidental. 
That capital must come from somebody’s earnings and savings. In 
the national picture, as we see it, the distinction Ferweie capital and 
loans is far more important than the details of terms on which the 
money is obtained. If the capital is available, in an adequate national 
total, " small-business man will get his share, never fear, save for one 
hazard. 

That hazard is exceptionally high progressive income tax rates. 

These hurt the asia dlsitides man directly by reducing his own 
ability to save and reinvest, and they hurt him indirectly in two more 
ways: (1) They reduce the amounts of money in the hands of the 
people to whom he must go for outside capital. (2) They reduce 
the inclination of such people to invest even a they have the money. 
Because of the thera! ens as one of our members points out in the 
appended exhibit (Columbia Supply Co.), the small-business man 
must offer the hope of greater than average gain to investors, to get 
capital. 

Any way you look at it, high-income-tax graduations dry up sources 
of individual capital. For reasons which I shall show, the quantita- 
tive need for entrepreneur capital every year hopelessly exceeds any 
possible institutional sources. It is the private investor who keeps 
the small-business man going. 

Let us note in passing that the incurring of debt by small business 
for capital expenditures sets in motion four drifts that are adverse 
from a national standpoint, as compared with the same amount in 
the form of equity capital : 

1. The debt must be paid back and is a drag on further expansion 
until it is paid, if the business is successful. 

2. If the drag is too great, the business fails and is lost as a pro- 
ducer and taxpayer. 

3. The amount of income tax payable to the Government is reduced, 
by the amount of interest on the debt, offset only in part by the tax 
paid by the recipient of the interest. 

4. If the debt is bankable it can be monetized, passing into the 
general inflationary current. 

Obviously not all debt “deals” are bad for all business; the point 
is simply that as a gross phenomenon at smaller business levels, they 
are not as good for the nation as equity capital. 

Important as this consideration is, it is dwarfed in importance by 
the immensity of the total of new capital that must be created and 
set aside yearly in order to keep the country in a position to support 
the Government. This is not an idle remark. It is no longer a ques- 
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tion of what “you” (the Government) can do for “us” (business or 
smal] business) ; on the contrary it is a question of what “we” (all 
agriculture and industry) can do for “you” (the Government). All 
the powers of the country are at this moment concentrated on survival 
of what we live for and stand for. The purpose of my testimony is 
to show that a planned rearrangement of the tax burden will produce 
more taxable income without adding to the pressure for inflation, in 
the general field represented by small business—that is, business as 
far up in size as retains a characteristic proprietary viewpoint. From 
a national standpoint, I think, it applies to all productive activity, 
but the proprietor is the fellow I am here to testify for. 

Let me demonstrate the proprietor’s income tax problem by the 
following table, taken from United States Department of Commerce 
figures for manufacturers by size of employment. In other lines of 
activity (construction, farming, mining, service trades, distribution at 
different levels) the applicable brackets may be different, but the 
curve of capital needs, starting from a one-man business and extending 
clear through to where hired management takes over, will in my 
eaten about the same. 

The table appearing at this point in my statement is, I believe, sel f- 
explanatory. MayI cae it in the record at this point ¢ 

he Cuamman,. Without objection, it will be entered into the record 
at this point. 

Mr. Suaw. The table is as follows: 


Ratio of annual capital expenditures to value added by manufacturing, 1954 


{Derived from 1954 census of manufacturers] 
Percent capital 
expenditures to 
value added by 


Number of employees : manufacturing 
vite Ge oS opie lll ch ceed oe eda et alice. Jalal 8.7 
iene Ni leith nin 0 cma eeteatansnd gin ameemncnceanyditdietap cutie vinmasans 6.8 
i ek weet 5.9 
ee nse on os acdapigesioms emmmmmantamea eagecnarn carats 5.5 
oc ce Sie mdiaicee aba wan apple seb. ced MEIES 5.7 
OOO eee wet Sd Se bore ted eee es ss 6.5 
A a a a ee ee en he nnien onan 6.1 
Ne ae edknang 7.0 
Neen eT nn seen enn eee ee nell oetotndsesaumenuretgmareaaen 8.2 
SS SRE RR ee USE ee SES CCE rh i92 6.5 

Average (286,817 establishments) ............_...-.--.--...---.--- 6.7 


You can see exactly what is happening. At the start there has to 
be a very high reinvestment. Then, as the proprietor makes a little 
headway, he can increase his business faster than his reinvestment. 
At around the 100-employee level, he has to increase his reinvestment 


again, and at the 1,000-employee level he starts to make a big ieee 


Finally, when he gets about 2,500 employees and more, he can usual 
get into the public-securities market, and at this point his annual 
reinvestment rate levels off near the average of 614 percent. 

It is obvious that there are two sharp growth periods for reinvest- 
ment, both generally in the proprietary area and before the plateau 
of hired management is reached. 

These statistics correspond closely with my practical contacts, and 
I hope other witnesses may contribute their comments to the phenom- 
enon. Many lines of activity require a higher proportionate invest- 
ment than manufacturing—construction and mining, for example. 
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_ Now, let us take a big breath and see what these percentages mean 
in money. 

From 10.9 percent of gross national product in 1949, our annual 
gross private domestic investment, which is the sum total of all capi- 
tal expenditures of all private enterprise, has risen to an astonish- 
ingly persistent total in the neighborhood of 15 percent or even higher 
(17.2 percent in 1948). If we all think the Federal budget is large, 
let us remember that our annual capital requirements, to keep this 
vast productive machine going in the face of obsolescence as well as 
wear and tear and new productive needs, is not far behind the budget 
itself, at $65.9 billion. (U.S. Department of Commerce, Survey of 
Current Business, issues for July 1957, 1952, and 1949.) 

That is my central point, gentlemen. It may indeed cost the coun- 
try $74 billion in taxes to keep going in the space age, but it costs 
it another $66 billion in private investment to produce the wherewithal 
to pay the $74 billion. And that $66 billion cannot ibly be sup- 
plied in any significant way except out of savings, aoe pay for 
it by inflation. 

And I return to my original point—the proprietary business must 
yet its capital investment from proprietors, and they are the very ones 
Sonaent hit by high income-tax brackets. 

I took Congressman Herlong’s speech of August 8, 1957, and from 
his appendix D, I computed the taxes that were collected, from the 
taxable income shown on that table, in 1956. They amounted to the 
impressive total of over $32 billion. That’s not far from half of the 
budget. If every graduation (i. e., every deterrent to individual ini- 
tiative) had been removed from the schedule, the theoretical loss to 
the Government would have been only about $5 billion. I say theo- 
retical, because once you get below the corporate level there would be 
an incentive on the part of incorporated proprietors to disincorporate, 
and I have no idea what effect that would have on corporate-tax 
receipts. 

But I am not trying to get into that speculation. My object is to 
point out that graduations don’t produce too much; that individual 
rates in excess of corporate rates only produce revenue of about $1 bil- 
lion, and that this segment of income is small business’s richest hunt- 
ing ground for capital. There the biggest geese feed, who lay our 
golden eggs of capital. We have to get, from them and others, for 
proprietary business alone, a large part of our capital needs. We can 
supply a good deal of it out of earnings—we can and do get a lot of 
it from smaller geese—but to cut down on the discouragement of the 
big earner will do more to encourage him to build us up than any 
other one step I can think of. 

There are no specific figures whereby I can tell you exactly what 
part of the $67 billion a year in new capital we need, but I notice that 
in reports of incorporated manufacturers—where all the “bigs” but 
only part of the “smalls” are in—the firms under 500 employees fur- 
nished almost half the total capital reinvestment : $3.6 billion out of 
$7.8 billion. If that proportion holds for all business (excluding resi- 
dential nonfarm data) then we proprietors of small business make 
capital expenditures totatiang about half of $32 billion or $16 billion, 
every year and going up if gross national product goes up. I sub- 


mit to you that a second look at high individual graduations—any- 
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thing in excess of the corporate-tax level—is well justified by these 
odds of 16 to 1. 

I believe that the $1 billion concession would give great encourage- 
ment to the owners of the $16 billion we need, and muitiply itself in 
new revenues. 

I submit to you one other thought. If I had to go up and down the 
streets of my suburban community near Chicago, or the streets of 
Chicago itself, selling a carefully thought-out long-range tax-reform 
program, at a time when there was a visible budget surplus, I would 
not do so well. It would be every man for himself to grab his share. 
But if there were no budget surplus at that moment, I could sell 

lanning for the future much better. I suggest that the major task 

2fore the committee is to plan ahead for 20 years or more of a pro- 
ductive America, and see what has to be done with income-tax rates 
to assure that. 

My directors are firmly in favor of Congressmen Herlong’s and 
Sadlak’s bills. They believe that the time to plan ahead is now, and 
that these bills will make for larger, not smaller, Federal revenues, 
and that they are a means toward preserving the America we love, 
in the space age. 

With respect to H. R. 5735, Mr. Chairman, many of my directors 
favor it in principle. The technical problems involved are such that 
it has not yet been processed for full board action. One of those 
problems is that for many lines of business, a big capital item is or 
should be new research. That may be the very foundation of judg- 
ment for setting up a retail store or a wholesale house or a manu- 
facturing firm, or even a real-estate office or a dry-cleaning establish- 
ment. 

One of my members is a laundry operator who is still in business 
solely because he spent money on research in a new line and thereby 
protected the jobs of 300 employees. I do not know whether the lan- 
guage defining additional investment in section 1 of H. R. 5735 would 
cover this or not. I hope so. 

But even so, $30,000 would not cover a great deal of new research at 
today’s budget costs. 

Mr. Chairman, I was not able to hear all the testimony offered to- 
day, and I did not hear the following points made by anyone re- 
garding some small-business statistics : 

First, individual businesses are constantly changing their size 
category. 

Second, new people are going into business, sometimes in large num- 
bers in a short time. 

Third, people are going out of business who may have been any- 
where in the previous statistics by ageor size... 

These three factors can amount to a measurable distortion of some 
year-to-year growth conclusions. Performance in a given year can 
usually G analyzed safely because within 1 year there is not ordinarily 


time for much distortion. The sum total of balance sheet and income 
account items, gross national product, and so forth, are valid from 
year to year because those totals are the performance of the whole 
economic body subject only to adjustment for dollar values. 

But to draw year-to-year growth conclusions based on size statistics 
abstracted from components of the whole is in my opinion risky. 
More than a million new businesses were started in 1946 or 1947, 
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and another million in the next 3 years. Two million is half of four 
million, all right. But what part those particular 2 million firms 
are, of today’s 4 million in business, or where or whether they fall 
into today’s size categories, is not, I believe, ascertainable. For such 
purposes we have to depend mostly on sampling by private surveys, 
such as those of Fortune magazine, Business Week, and so forth. 

I append illustrative example of small-business income tax prob- 
lems of different kinds taken from our files. 

The CHamman. You would like for those to be included in the 
record, would you ? 

Mr. Suaw. Yes, sir. 

The CuairrMan. Without objection they will be included in the rec- 
ord at this point. 

(The illustrative examples of small business income referred to are 
as follows:) 


CONFERENCE OF AMERICAN SMALL BUSINESS ORGANIZATIONS 
Chicago 5, Ill. 


Illustrative items covering different types of business income-tax problems, in 
different areas, from files of the conference, submitted for hearings of the Com- 
mittee on Ways and Means, House of Representatives, Washington, D. C., 
January 7, 1958. 


Marine Terminals Corp., San Francisco 5, Calif. 


E. W. Horsman, president, October 15, 1957 : 

“Our principal complaint about Federal income taxes is that we are unable 
with our several small corporations to accumulate sufficient surplus to carry 
us through strikes and other depressed earning periods which as is well known 
are so frequent in our business. As an example—our company has a fixed over- 
head of approximately $50,000 per month and we feel fortunate and we have had a 
glorious year if we net $40,000 or $50,000 per year before taxes. It is a simple 
matter to figure what we have left after taxes and how long it will take us to 
accumulate a sufficient surplus to carry us through a 3-month strike.” 


Roberts Bros. Company of Washington, Washington, D. C. 

Ray B. Roberts, president, November 12, 1957: 

“Our firm is not quite 12 years old. The business is semiessential in nature 
in that we distribute automotive original equipment repair parts (sometimes 
called genuine) over a four-State area for manufacturers of automotive car- 
buretors, electrical systems, ete. We must function if the car owner is to have 
access to repair parts when needed. The prices of the merchandise we distribute 
has increased, on the average, over 40 percent since we started in business. 
Since we do little or no cash business (sales are 98 percent to wholesalers) the 
need for retention of profits in the business is obvious. 

“Our company is not closely held but has numerous stockholders who are 
entitled to a reasonable return on their funds. The last 5 years preceding 1957 
showed gross sales of $5,200,000. Uncle Sam took $25,000 in Federal income 
tax and the owners of the business drew approximately the same amount. We 
paid no dividend for several years but, of course, paid Federal income tax. 
Over the 12-year span, our owners got a total of $43,000 and the Federal Goy- 
ernment $64,000 and in spite of prudent management we are still under-financed. 
The total dividends represent an annual return of less than 3 percent. 

“However, the company exposed its capital, took credit risks and worked hard 
at all levels, management, accounting, sales, etc. to bring about this accomplish- 
ment—whereas the United States Government did none of those things. 

“Prudence would dictate that we retain more of our earnings in the business 
than we have done, but bear in mind that for $1 to use in our 1946 business, we 
need $1.40 today to do the same amount as in 1946. 

“By the standards of our industry, we are an efficient house. Management is 
a bit undercompensated at present but it is hoped that further growth will even- 
tually correct this. Our prime need is for a revision in our Federal income tax 
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rate that will permit fair return to the owners and prudent retention of earn- 
ings in the business. 

“The matter of double taxation on corporate dividends is, of course, another 
chapter and is more of a problem of personal finance rather than corporate.” 


Dearborn Pharmacy, Dearborn 7, Mich. 


Agnes R. Gavey, October 28, 1957: 

“My opinion of some of the faults of the income tax stems from the fact that 
I was left alone after my husband died to take care of a business and rear a 
family. It certainly has sent my expenses higher which is not deductible from 
my income tax. 

“1. A husband and wife have the advantage of splitting an income tax. 
Bearing this tax alone makes it higher. 

“2 Since I have had to supervise my husband’s business I have had to hire 
help at my home. I am not allowed to deduct this added expense but it is neces- 
sary to my business. Added to which I have to pay my maid’s social security 
fees. 1 fee) my maid’s salary should be part of the expense of running my 
business and a deduction be granted according. 

“3. Rearing children is an expensive item. I think that at one time $600 
may have been a fair deduction but the allowance for raising children has not 
gone up in proportion to the cost of living. I think some consideration is due 
here. 

“Then, too, when children reach the age of 14 years the expense of keeping 
them is much greater than when they were little. I think there should be a 
deduction to compensate for that. 


“My opinions, I realize, are the opinions of a woman thrust into business but 
there are many of us and I think we should be considered.” 


The Bonitz Insulation Co., Greensboro, N. C. 

John H. Bonitz, president, September 30, 1957-: 

“Every year I risk my entire capital of nearly $400,000 in the very hazardous 
business of subcontracting and every year the Government—without turning a 
hand—ends up with vastly more than I get out of it by working 10 to 12 hours 
a day, 6 days a week, and many times on Sunday. 

“On a total volume of business of $1,254,000 here is the way the score stood 


last year: 


“Misecllaneous taxes, city, county, payroll, ete.............-...... $11, 492. 50 
PUT Oe RU ah ase Se es is Se he ele 6, 914. 78 
De ie DEGERl IRCUGNS (EOE. od oo kr ie cne ee céesesercessense 18, 524. 46 

A BAR deena + DOL ek seu OY. Jushieurg erie 36, 731. 74 


“The net income we had left will apply to surplus, the purchase of new 
equipment, invest in increase inventory and to take care of normal expansion 
with only $21,602.84. 

“We should replace at least 5 trucks this year and the cost of these 5 trucks with 
necessary equipment, et cetera, would be almost as much as the total profit 
left to us in the year’s operation.” 


Columbia Supply Co., Columbia, 8. C. 


BH. L. Anderson, secretary-treasurer, October 24, 1957 : 

“It is my privilege to serve as secretary and treasurer of the Associated 
Industrial Supply Cos. This group of industrial supply companies presently 
operates in North Carolina, South Carolina, and Georgia, involving 6 corpora- 
tions with invested capital ranging from $100,000 to $350,000 each. The owner- 
ship is exclusively composed of businessmen in the States where we operate 
with the majority of the ownership living in South Carolina. 

“During the earlier years of our history when tax rates were much more 
reasonable than they are now, those companies in existence then made real 
progress and expanded as surplus accumulations permitted. In more recent 
years we have invested in new supply adventures, however we have been 
unable to advance to any reasonable degree because of the tremendous tax-take 
from our earnings. 

“T have reviewed our distribution of earnings for the past several years and 
I want to set forth my findings as reflected in our operating statements for the 
last year. Since we are distributors rather than manufacturers, our maximum 
margin of profit is nominal. 
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“There are three categories which have to be dealt with in the distribution 
of our net profits after expenses, namely (1) taxes—Federal, State, and local, 
(2) dividends to our investors (which must justify their investment), and 
(3) addition to our accumulated surplus for expansion, et cetera. 

“In examining our combined earnings for 1956 I find that Federal taxes took 
41% percent of our net profits and State and local taxes drained off another 10% 
percent for a total tax-take of 52 percent of net profits. This leaves 48 percent 
of our earnings for which 224% percent went to stockholders in dividends and 
only 25% percent remained for expansion. Actually inflation has swallowed up 


our expansion reserve by the increased cost of merchandise just to maintain 
the same shelf goods that we normally carry. No allowance can possibly be 
made for any contingencies such as obsolescence, slow moving or depleted values 


in unsalable items. 
“Just how long we can continue to operate with no future is anybody’s guess. 
If we continue to attract stockholder’s investment funds, reasonable dividends 


must be paid. Risk capita) in a sma)) Dusiness is a much more hazardous 
investment than some blue chip listed stocks, therefore greater dividends are 
required to maintain and attract the current investment of our stockholders. 
“There are thonsands of small-business concerns such as ours who find the 
problem discussed above identical. It is therefore imperative that the Federal 
Government be called upon to relinquish a sizable portion of tax funds if our 


economy is to remain sound and aggressive. Let us keep alive the goose which 
will continue to lay the golden egg of small business from which the Federal 
Government secures a great part of its revenue.” 


The Cuarrmman. Are there any questions? 

Mr. Sadlak. 

Mr. Saptak. Mr. Chairman, I know that Mr. Shaw has, for the 
first time in these hearings, alluded to a bill which had been presented 
by me, and likewise by my colleague, Mr. Herlong. There is the 
possibility of some additiona) mentioning of those two particular bills 
later in the hearings. In view of that, [ would ask unanimous consent 
that the Sadlak bill and the Herlong bill be inserted in the record at 
this point. 

The Carman. Without objection, they wi)) be inserted at this 
point. ; 

The Caamman. Mr. Curtis? 

Mr. Curtis. Mr. Chairman, I would like to compliment Mr. Shaw 
on his statement, and state that I think he has presented this picture 
quite accurately. 

There is one point I would like to refer to, which was referred to 
in my bill, that it might not include research. Of course, money spent 
on research is essentially a business expense and, so, 1s deductible, 
when investment in inventory and other capital, of course, are not 
deductible as business expenses. 

So, this bill refers to that. One point that has been made by many 
of the witnesses, of the possibility of including accounts receivable, is 
something that I am very much interested in, I might say, and, if 
at all possible, if we could figure out the mechancis of it, I would 
certainly like to extend my proposed legislation to that area, also. 

There may be other areas of capital investment that my bill does 
not include, but research I do not Soin would be one. Unless I am 


mistaken, that is pretty generally interpreted as a business-expense 
deduction. 
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Mr. Suaw. Mr. Chairman, I appreciate the gentleman's corrections. 
I was speaking from a case where one firm that I knew of, a very small 
firm, wanted to embark on a research program in a new field, and the 
accountant who set up the books said, “No; it is not deductible.” 

Mr. Curtis. Yes; I can see that. I can seethat. I can see the point. 
That is one reason I wanted to comment, so that we could clarify it. 

Mr. SHaw. But, answering your other point, sir, as to a position by 
my directors on the whole bill; they have not reached that yet. 

Mr. Curtis. Thank you. 

The Cuarrman. Are there any further questions / 

If not, Mr. Shaw, we thank you for your appearance and the in- 
formation given the committee. 

(The bills referred to are as follows :) 
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Aveusr 5, 1957 


M. Hertone intrroduced the following bill; which was referred to the Com 
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mittee on Ways and Means 


A BILL 


amend the Internal Revenue Code of 1954 so as to provide 
for scheduled personal and corporate income tax reductions 


and for other purposes. 

Be it enacted by the Senate and Iouse of Representa- 
tives of the United States of America in Congress assembled, 
That section 1 (a) of the Internal Revenue Code of 1954 
is hereby amended by inserting before “RATES OF TAX ON 
INDIVIDUALS” the number “(1)” and adding a new para- 
graph (2) to read as follows: 

(2) SCHEDULE FoR REDUCTION oF Tax on INDI- 
VIDUALS.—In the case of each taxable year beginning on 


or after the date specified in the following subparagraphs, 


the tax imposed by paragraph (1) shall, subject to the pro- 
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visions of section 22, be determined under this paragraph 


at the rates provided and effective for the taxable years pre- 


scribed in the following subparagraphs: 


“(A) For taxable 
January 1, 1958: 


“If the taxable income is: 
Not over $2,000... 2. .2-.-..-... 
Over $2,000 but not over $4,000_____- 


Over $4,000 but not over $6,000______ 
Over $6,000 but not over $8,000__-___- 
Over $8,000 but not over $10,000_____ 
Over $10,000 but not over $12,000____ 
Over $12,000 but not over $14,000____ 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000_-___ 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000___-_ 
Over $22,000 but not over $26,000____ 
Over $26,000 but not over $32,000____ 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000_-__ 
Over $44,000 but not over $50,000-____ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000___- 
Over $70,000 but not over $80,000____ 
Over $80,000 but not over $90,000___-_ 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000_- 


a 


years beginning on or after 


The tax is: 
19% of the taxable income. 
$380, plus 20.5% of excess over 
$2,000. 
$790, plus 24.5% of excess over 
$4,000. 
$1,280, plus 28% of excess over 
$6,000. 
$1,840, plus 31% of excess over 
000. 
$2,460, plus 35% of excess over 
$10,000. 
$3,160, plus 39% of excess over 
$12,009. 
$3,940, plus 42% of excess over 
$14,000. 
$4,780, plus 45% of excess over 
$16,000. 
$5,680, plus 48% of excess over 
$18,000. 
$6,640, plus 50% of excess over 
$20,000. 
$7,640, plus 53% of excess over 
$22,000. 
$9,760, plus 55% of excess over 
$26,000. 
$13,060, plus 58% of excess over 
$32,000. 
$16,540, plus 61% of excess over 
$38,000. 
$20,200, plus 64% of excess over 
$44,000. 
$24,040, plus 66% of excess over 
$50,000. 
$30,640, plus 69% of excess over 
$60,000. 
eo 71% of excess over 
4000. 
$44,640, plus 74% of excess over 
$80,000. 
oO plus 76% of excess over 
,000. 
$59,640, plus 78% of excess over 
$100,000. 


$98,640, plus 80% of excess over 
$150,000. 


$138,640, plus 82% of excess over 
$200,000. 


’ 
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_ 


“(B) For taxable 
2 January 1, 1959: 


“If the taxable income is: 
Net ownr GOO. cai snndiessc.--ne 
Over $2,000 but not over $4,000_____- 


Over $4,000 but not over $6,000_ _____ 
Over $6,000 but not over $8,000___-__ 
Over $8,000 but not over $10,000_____ 
Over $10,000 but not over $12,000____ 
Over $12,000 but not over $14,000____ 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000____ 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000____ 
Over $22,000 but not over $26,000____ 
Over $26,000 but not over $32,000____ 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000_-__ 
Over $44,000 but not over $50,000___-_ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000____ 
Over $70,000 but not over $80,000____ 
Over $80,000 but not over $90,000___- 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 


UE GS Antmebossnccscosce 


years beginning on or after 


The tax is: 
18% of the taxable income. 
$360, plus 19.5% of excess over 
$2,000, 
$750, plus 23% of excess over 
,000. 
$1,210, plus 26% of excess over 
000 
$1,730, plus 28% of excess over 
$8,000. 
$2,290, plus 32% of excess over 
$10,000. 
$2,930, plus 35% of excess over 
,000. 
wae plus 37% of excess over 
,000. 
$4,370, plus 40% of excess over 
$16,000. 4 
$5,170, plus 42% of excess over 
$18,000. 
$6,010, plus 44% of excess over 
20,000. 
$6.890, plus 47% of excess over 
$22,000. 
en plus 48% of excess over 
$11,650, plus 51% of excess over 
$32,000. 
$14,710, plus 53% of excess over 
$38,000. 
$17,890, plus 56% of excess over 
$44,000... 
$21,250, plus 57% of excess over 
$50,000. 
$26,950, plus 60% of excess over 
$60,000. 
$32,950, plus 62% of excess over 
$70,000. 
$39,150, plus 64% of excess over 
$80,000. 
$15,550, plus 66% of excess over 
$90,000. 
"anol plus 68% of excess over 
000. 
$86,150, plus 70% of excess over 
,000. 


“ 1,150, plus 72% of excess over 
2 . 


’ 
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1 “(C) For taxable 
2 January 1, 1960: 


“If the taxable income is: 
Ce nice 
Over $2,000 but not over $4,000______ 
Over $4,000 but not over $6,000_____- 
Over $6,000 but not over $8,000_____- 
Over $8,000 but not over $10,000_____ 
Over $10,000 but not over $12,000____ 
Over $12,000 but not over $14,000___- 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000___- 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000___- 
Over $22,000 but not over $26,000___- 
Over $26,000 but not over $32,000____ 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000____ 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000___- 
Over $70,000 but not over $80,000____ 
Over $80,000 but not over $90,000____ 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 


i EE, nmathekinititibnes 


years beginning on or after 


The tax is: 
17% of the taxable income. 
$340, plus 18.5% of excess over 
000. 
$710, plus 21.5% of excess over 
$4,000. 
$1,140, plus 24% of excess over 
$6,000. 
$1,620, plus 25% of excess over 
’ 
$2,120, plus 28% of excess over 
$10,000. 
$2,680, plus 31% of excess over 
$12,000. 
rot plus 32% of excess over 
5000. 
$3,940, plus 35% of excess over 
$16,000. 
$4,640, plus 36% of excess over 
$18,000. 
$5,360, plus 38% of excess over 
$20,000. 
$6,120, plus 40% of excess over 
$7,720, plus 41% of excess over 
$26,009. 
$10,180, plus 43% of excess over 
$32,000 


$12,760, plus 45% of excess over 
$38,000. 


$15,460, plus 47% of excess over 
$44,000 


$18,280, plus 48% of excess over 
$50,000. 


$23,080, plus 51% of excess over 
$60,000. 


$25,180, plus 52% of excess over 

70,000. 

$33,380, plus 54% of excess over 
$80,000. 

$38,780, plus 56% of excess over 
,000. 


$44,380, plus 58% of excess over 


, 


73,380, plus 60% of excess over 
$150,000. 


— plus 62% of excess over 
2 , 


9 
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“(D) For taxable years beginning on or after 


January 1, 1961: 


“If the taxable income is: The tax is: 
Not over $2,000____...-..--____---_- 16% of the taxable income. 
Over $2,000 but not over $4,000______ $320, plus 17.5% of excess over 
$9,000. 
Over $4,000 but not over $6,000______ $670, plus 20% of excess over 
$4,000. 
Over $6,000 but not over $8,000______ $1,070, plus 21% of excess over 
$6,000. 
Over $8,000 but not over $10,000_____ $1,490, plus 22% of excess over 
$8,000. 
Over $10,000 but not over $12,000____ $1,980, plus 24% of excess over 
$10,000. 
Over $12,000 but not over $14,000___. $2,410, plus 26% of excess over 
$12,000. 
Over $14,000 but not over $16,000____ $2,930, plus 27% of excess over 
$14,000. 
Over $16,000 but not over $18,000_.__. $3,470, plus 29% of excess over 
$16,000. 
Over $18,000 but not over $20,000___. $4,050, plus 30% of excess over 
$18,000. 
Over $20,000 but not over $22,000___. $4,650, plus 32% of excess over 
$20,000. 
Over $22,000 but not over $26,000___. $5.290, plus 383% of excess over 
$22,000. 
Over $26,000 but not over $32,000____ $6,610, plus 34% of excess over 
26,000. 
Over $32,000 but not over $38,000___._ $8,650, plus 36% of excess over 
$32,000. 
Over $38,000 but not over $44,000____ $10,810, plus 37% of excess over 
$38,000. 
Over $44,000 but not over $50,000___. $13,030, plus 38% of excess over 
$44,000. 
Over $50,000 but not over $60,000___._ $15,310, plus 39% of excess over 
$50,000. 
Over $60,000 but not over $70,000.___ $19,210, plus 40% of excess over 
$60,000. 
Over $70,000 but not over $80,000___._ $23,210, plus 41% of excess over 
$70,000. 
Over $80,000 but not over $90,000___. $27,310, plus 44% of excess over 
$80,000. 
Over $90,000 but not over $100,000_._ $31,710, plus 46% of excess over 
$90,000. 
Over $100,000 but not over $150,000_. $36,310, plus 48% of excess over 
$100,000. 
Over $150,000 but not over $200,000__ $60,310, plus 50% of excess over 
$150,000. 
Oe Geb dammiatencosenase $85,310, plus 52% of excess over 


$200,000. 
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2 January 1, 1962: 


“If the taxable income is: 
Not over $2,000......1......--.--.- 
Over $2,000 but not over $4,000_-____- 


Over $4,000 but not over $6,000_____- 
Over $6,000 but not over $8,000_ noali 
Over $8,000 but not over $10,000_____ 
Over $10,000 but not over $12,000____ 
Over $12,000 but not over $14,000____ 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000____ 
Over $18,000 but not tl $20,000____ 
Over $20,000 but not over $22,000____ 
Over $22,000 but not over $26,000____ 
Over $26,000 but not over $32,000____ 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000____ 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000___- 
Over $70,000 but not over $80,000____ 
Over $80,000 but not over $90,000___- 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000_- 
Over $150,000 but not over $200,000_- 
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“(E) For taxable years beginning on or after 


The tax is: 
15% of the taxable income. 
$300, plus 16% of excess over 
$2,000. 


$620, plus 17% of excess over 
$4,000 


5000. 

$960, plus 18% of excess over 
$6,000. 

$1,320, plus 19% of excess over 
$8,000. 

$1,700, plus 20% of excess over 
$10,000. 

$2,100, plus 21% of excess over 
$12,000. 

$2,520, plus 22% 
$14,000. 

$2,960, plus 23% 
$16,000. 

$3,420, plus 24% 
$18,000. 

$3,900, plus 25% 
$20,000. 

$4,400, plus 26% 
$22,000. 

$5,440, plus 27% 
$26,000. 

$7,060, plus 28% 
$32,000. 

$8,740, plus 29% 
$38,000. 

$10,480, plus 30% of excess over 

, 

$12,280, plus 31% of excess over 
$50,000. 

$15,380, plus 32% of excess over 
$60,000. 

$18,580, plus 33% of excess over 
$70,000. 

21,880, plus 34% of excess over 

$80,000. 

$25,280, plus 36% of excess over 
$90,000. 

$28,880, plus 38% of excess over 
$100,000. 


of excess over 
of excess over 
of excess over 
of excess over 
of excess over 
of excess over 
of excess over 


of excess over 


, 
$47,880, plus 40% of excess over 
0. 
% ’ 
$67,880, plus 42% of excess over 
$200,000.” 
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1 Src. 2. Section 1 (b) of the Internal Revenue Code of 


9 1954 is hereby amended: 


3 (a) by deleting from paragraph (1) the words 
4 “The amount of the tax shall be determined in accord- 
5 ance with the following table:” and inserting in lieu 
6 thereof “The amount of the tax shall be determined, sub- 
7 ject to the provisions of section 22 (except that section 


. 22 shall not apply to subparagraph (A) hereof), under 


9 the following subparagraphs for each taxable year be- 
10 ginning on or after the date specified in the following 
11 subparagraphs : 

12 ‘““(A) For taxable years beginning on or after 
13 January 1, 1954:” 

14 (b) by adding to paragraph (1) the following new 


15 subparagraphs: 
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1 “(B) For taxable 


January 1, 1958: 


“If the taxable income is: 
Se 
Over $2,000 but not over $4,000___-_ 


2 


Over $4,000 but not over $6,000____- 
Over $6,000 but not over $8,000____- 
Over $8,000 but not over $10,000____- 
Over $10,000 but not over $12,000___- 
Over $12,000 but not over $14,000_-___ 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000___- 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000____ 
Over $22,000 but not over $24,000___- 
Over $24,000 but not over $28,000____ 
Over $28,000 but not over $32,000___- 
Over $32,000 but not over $38,000___- 
Over $38,000 but not over $44,000_-___ 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000___- 
Over $60,000 but not over $70,000____ 
Over $70,000 but not over $80,000____ 
Over $80,000 but not over $90,000____ 
Over $90,000 but not over $100,000__- 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 


Over $200,000 but not over $300,000__ 


Oe ee ee ew we wee ew eee 
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years beginning on or after 


The tax is: 
19% of the taxable income. 
$380, plus 20% of excess over 
$2,000. 


? 


$780, plus 22% of excess over 
$4,000 


,000. 
$1,220, plus 24% of excess over 
$6,000. 
$1,700, plus 28% of excess over 
,000. 
$2,260, plus 30% of excess over 
$10,000. 
as sy plus 34% of excess over 
9 


$3,540, plus 35% of excess over 
$14,000. 


? 
,240, plus 38% of excess over 
$16,000. 
$5,000, plus 39% of excess over 
$18, 
$5,780, plus 43% of excess over 
’ 
$6,640, plus 44% of excess over 
$22,000. 
$7,520, plus 46% of excess over 
$24,000. 
$9,360, plus 49% of excess over 
$28,000. 
$11,320, plus 52% of excess over 
$32,000. 
$14,440, plus 55% of excess over 
$38,000. 
$17,740, plus 59% of excess over 
$44,000. 
$21,280, plus 60% of excess over 
$50,000. 
$27,280, plus 63% of excess over 
$60,000. 
$33,580, plus 65% of excess over 
70,000. 
$40,080, plus 68% of excess over 
$80,000. 
$46,880, plus 70% of excess over 
$90,000. 


$53,880, plus 73% of excess over 

$100,000. 

$90,380, plus 77% of excess over 
$150,000. 


$128,880, plus 80% of excess 
over $200,000. 


$208,880, plus 82% of excess 
over $300,000. 
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“(C) For taxable 
January 1, 1959: 


“If the taxable income is: 
Nat. over: G2.000.. s.-4s66------5-.- 
Over $2,000 but not over $4,000 


Over $4,000 but not over $6,000_-___ 
Over $6,000 but not over $8,000_____ 
Over $8,000 but not over $10,000_____ 
Over $10,000 but not over $12,000____ 
Over $12,000 but not over $14,000____ 
Over $14,000 but not over $16,000___- 
Over $16,000 but not over $18,000____ 
Over $18,000 but not over $20,000_-__- 
Over $20,000 but not over $22,000____ 
Over $22,000 but not over $24,000____ 
Over $24,000 but not over $28,000____ 
Over $28,000 but not over $32,000_._- 
Over $82,000 but not over $38,000____ 
Over $38,000 but not over $44,000_._- 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000___- 
Over $70,000 but not over $80,000___- 
Over $80,000 but not over $90,000____ 
Over $90,000 but not over $100,000__- 
Over $100,000 but not over $150,000_ 
Over $150,000 but not over $200,000_-_ 


Over $200,000 but not over $300,000__ 


20675 O—58—pt. 1——-10 
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years beginning on or after 


The tax is: 
18% of the taxable income. 
$360, plus 19% of excess over 

$2,000. 
$740, plus 21% of excess over 

000. 
$1,160, plus 23% of excess over 

$6,000. 

$1,620, plus 25% 
$8,000. 


$2,120, plus 28% 
$10,000. 


of excess over 


of excess over 
’ 

9 Be Bee 30% of excess over 
$12,000. 

$3,280, plus 32% of excess over 
$14,000. 

$3,920, plus 34% of excess over 
$16,000. 

“ee plus 35% 


$5,300, plus 38% 
$20,000. 


of excess over 


of excess over 

$6,060, plus 40% 
$22,000. 

$6,860, plus 41% 
$24,000 

$8,500, plus 43% 
$28,000. 

eo plus 46% of excess over 

,000. 


$12,980, plus 48% of excess over 


of excess over 
of excess over 


of excess over 


5000. 
$15,860, plus 51% of excess over 
$44,000. 
$18,920, plus 52% of excess over 
$50,000. 
$24,120, plus 55% of excess over 
$29,620, plus 57% of excess over 
$70,000. 
$35,320, plus 599% of excess over 
$80,000. 
$41,220, plus 61% of excess over 
ec , . 
$47,320, plus 64% of excess over 
$100,000. 
$79,320, plus 67% of excess over 
$150,000. 


$112,820, plus 70% of excess 
over $200, 


$182,820, plus 
over $300, 


12% of excess 
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1 “(D) For taxable years beginning on or after 


2 January 1, 1960: 


“If the taxable income is: 
og LE es 
Over $2,000 but not over $4,000_---- 


Over $4,000 but not over $6,000_--__- 
Over $6,000 but not over $8,000____- 
Over $8,000 but not over $10,000___-- 
Over $10,000 but not over $12,000___- 
Over $12,000 but not over $14,000____ 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000_-__- 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000_-__- 
Over $22,000 but not over $24,000____ 
Over $24,000 but not over $28,000___-_ 
Over $28,000 but not over $32,000_-__-_ 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000____ 
Over $44,000 but not over $50,000_-__-_ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000____ 
Over $70,000 but not over $80,000____ 
Over $80,000 but not over $90,000__-__ 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 


Over $200,000 but not over $300,000__ 


The tax is: 


17% of the taxable income. 

$340, plus 18% of excess over 
$2,000. 

$700, plus 20% of excess over 
$4 


$1,100, plus 21% of excess over 
$6,000 

$1,520, plus 23% of excess over 

’ 
$1,980, plus 25% of excess over 
10,000. 

$2,480, plus 27% of excess over 
$12,000. 

$3,020, plus 28% of excess over 
$14,000. 

$3,580, plus 30% of excess over 
$16,000. 

$4,180, plus 31% 
$18,000. 

$4,800, plus 33% of excess over 
$20,000. 

$5,460, plus 34% of excess over 
$22,000. 

$6,140, plus 836% of excess over 
$24,000 

“Seal plus 37% of excess over 

’ 

$9,060, plus 39% of excess over 
$32,000. 

$11,400, plus 41% of excess over 
$38,000. 

$13,860, plus 43% of excess over 
$44,000. 

$16,440, plus 44% of excess over 
$50,000. 


of excess over 


, 


$20,840, plus 47% of excess over 
$60,000. 


$25,540, plus 48% of excess over 
70,000. 

$30,340, plus 50% of excess over 
$80,000. 


, 


$35,340, plus 52% of excess over 
$90,000. 
$40,540, plus 54% of excess over 
$100,000. 
er oa, plus 57% of excess over 
0. 


’ 


$96,040, plus 60% of excess over 
$200,000. 


9 


$156,040, plus 62% of excess 
over $300,000. 
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““(E) For taxable 
January 1, 1961: 


“If the taxable income is: 
NOt C908 SOD nia danqcoenecnane 
Over $2,000 but not over $4,000_____ 


Over $4,000 but not over $6,000____- 
Over $6,000 but not over $8,000_____ 
Over $8,000 but not over $10,000____- 
Over $10,000 but not over $12,000___- 
Over $12,000 but not over $14,000_.__ 
Over $14,000 but not over $16,000___- 
Over $16,000 but not over $18,000___- 
Over $18,000 but not over $20,000___. 
Over $20,000 but not over $22,000___- 
Over $22,000 but not over $24,000___- 
Over $24,000 but not over $28,000____ 
Over $28,000 but not over $32,000___- 
Over $32,000 but not over $38,000___- 
Over $38,000 but not over $44,000____ 
Over $44,000 but not over $50,000___- 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000_-__- 
Over $70,000 but not over $80,000--.- 
Over $80,000 but not over $90,000____ 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 
Over $200,000 but not over $300,000__ 


Over $000,000... oo 2 2ao nn ccccncece 
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years beginning on or after 


The tax is: 
16% of the taxable income. 
$320, plus 17% of excess over 
$2,000. 
$660, plus 19% of excess over 
$4,000. 


$1,040, plus 19% of excess over 
$6,000 


000. 

$1,420, plus 21% of excess over 

$8,000. 

$1,840, plus 22% of excess over 
$10,000. 


$2,280, plus 23% of excess over 
$12,000. 


$2,740, plus 24% of excess over 
$14,000, 
$3,220, plus 25% of excess over 
$16,000. 
$3,720, plus 26% of excess over 
$18,000. 
$4,240, plus 28% of excess over 
$20,000. 
$4,800, plus 29% of excess over 
$22,000. 
$5,380, plus 830% of excess over 
$24,000. 
$500, plus 31% of excess over 
,000. 
$7,820, plus 33% of excess over 
$32,000. 
$9,800, plus 34% of excess over 
, 
$11,840, plus 35% of excess over 
’ 
$13,940, plus 36% of excess over 
’ 
$17,540, plus 38% of excess over 
, 
$21,340, plus 39% of excess over 
,000. 
$25,240, plus 41% of excess over 
$80,000. 
$29,340, plus 42% of excess over 
$90,000. 
peste plus 44% of excess over 
100,000. 
$55,540, plus 47% of excess over 
$150,000. 
$79,040, plus 50% of excess over 
$200,000. 
$129,040, plus 52% of excess 
over $300,000. 
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“(F) For taxable years beginning on or after 





January 1, 1962: 


“If the taxable income is: 


lla el 
Over $2,000 but not over $4,000_____ 


Over $4,000 but not over $6,000_.__- 


Over $6,000 but not over $8,000____- 
Over $8,000 but not over $10,000_-___- 
Over $10,000 but not over $12,000____ 
Over $12,000 but not over $14,000____ 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000____ 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000___- 
Over $22,000 but not over $24,000____ 
Over $24,000 but not over $28,000____ 
Over $28,000 but not over $32,000____ 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000 ____ 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000___-_ 
Over $70,000 but not over $80,000____ 
Over $80,000 but not over $90,000____ 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 
Over $200,000 but not over $300,000__ 


Over $300,000 


The tax is: 
15% of the taxable income. 
$300, plus 16% of excess 
$2,000. 
$620, plus 16% or excess 
000 


over 
over 
$940, plus 17% of excess over 
$1,280, plus 18% 


of excess over 


,000. 
$1,640, plus 19% 
$10,000. 
$2,020, plus 19% 
$12,000. 
$2,400, plus 
$14,000. 
$2,800, plus 
$16,000. 
$3,220, plus 21% 
$18,000. 
$3,640, plus 
$20,000. 
$4,100, plus ¢ 
$22,000. 
$4,560, plus 2 
$24,000. 
$5,520, plus 25% 
$28,000. 
$6,520, plus 
$32,000. 
$8,080, plus 
$38,000. 
$9,700, plus 
$44,000. 
$11,380, plus 20% of excess over 
$50,000. 
$14,280, plus 30% of excess over 
$60,000. 
$17,280, plus 
$70,000. 
$20,380, plus 
$80,000. 
$23,580, plus 
$90,000. 
$26,880, plus 35% 
$100,000. 
$44,380, plus 37% of excess over 
$150,000. 
$62,880, plus 40% of excess over 
$200,000. 
$102,880, plus 42% of excess 
over $300,000.” 


of excess over 


of excess over 


of excess 


20% over 


21% of excess over 


of excess over 


23% of excess over 


Yo of excess over 
f 

of excess over 
of excess over 


26% of excess over 


27% of excess over 


28% of excess over 


31% of excess over 
32% of excess over 
33% of excess over 


of excess over 





10 
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Sec. 3. Section 3 of the Internal Revenue Code of 1954 
is hereby amended by inserting before the words “In lieu 
of the tax” the letter “(a)” and adding the following new 
subsection: 

“(b) In the ease of a taxable vear beginning on or 
after January 1, 1958, the tax imposed by subsection (a) 
shall, subject to the provisions of section 22, be determined 
under this paragraph at the rates provided and effective for 
the taxable years prescribed in the following tables: 

“(1) For taxable years beginning on or after Jan- 


uary 1, 1958, the tax imposed by this section shall be 


the tax shown in the following table: 
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2, 
2, 
2, 
2, 
2, 
2, 
2, 
2, 
2, 
2, 
2, 675| 2, 700) 
2, 725 
2, 750 
2.77 
2, 800 
2,8 
2. 850 
2.87; 
2, 
2, 925 
2. 950) 
2,97 
75} 3, 000) 
000} 3,050 
050} 3. 100 
100] 3. 150 
150] 3, 200 
200} 3, 250 
3, 250] 3, 300 
3, 300] 3, 350 
3, 350] 3, 400) 
3, 400! 3, 450) 
3, 450] 3, 500 
3. 500) 3, 550 
3, 550} 3, 600) 
3, 600} 3, 650) 
3, 650) 3, 700 
3, 700] 3, 750) 
3, 750} 3, 800) 
3, 800) 3, 
3, 850] 3, 900 
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4, 750| 4, 800 
4, 800) 4, 850 
4, 850) 4, 900) 
4, 900] 4, 950 
4, 950) §, 009 
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“(3) For taxable years beginning on or after 
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be the tax shown in the following table: 





January 1, 1960, the tax imposed by this section shall 
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1 Sec. 4. Section 11 of the Internal Revenue Code of 


2 1954 is hereby amended— 


ow 


20) specified for such taxable period in the following table: 


| (a) by deleting paragraph (2) of subsection (b) 
4 and inserting in lieu thereof a new paragraph (2) to 
| 5 read as follows: 
6 “(2) ScHeEDULE FOR REDUCTION OF NORMAL 
7 TAX.—In the case of taxable vears beginning after the 
8 date provided in the following table, the normal tax, 
9 subject to the provisions of section 22, shall be computed | 
10 at the rate specified for such taxable period in the fol- 
11 lowing table: 
“For taxable years beginning ‘The normal tax is: | 
after: | 
December 31, 1957_....------- 28 percent of taxable income. | 
December 31. 1958__...-..---- 26 percent of taxable income. | 
December 31, 1959_........... 24 percent of taxable income. i 
December 31, 1960____.____--- 23 percent of taxable income. : 
December 31, 1961__...-._---- 22 percent of taxable income,” ] 
12 (b) by inserting in subsection (¢c) before the words i 
13 “The surtax” the following heading: “(1) TAXABLE 
, | 
14 YEARS BEGINNING BEFORE JANUARY 1, 1961.—’ and | 
lo ulding a new paragraph (2) to read as follows: | 
: 
> ‘es ‘ o 
16 (2) SCHEDULE FOR REDUCTION OF SURTAX.—In ! 
7 the case of taxable vears beginning after the date pro- | 
18 vided in the following table, the surtax, subject to the | 
/ 
) 
1!) provisions of section 22, shall be computed at the rate | 
) 
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“For taxable years beginning Thesurtax is: 


after: 
December 31, 1960_....-------. 21 percent of taxable income. 
December 31, 1961_-.--_-__--_. 20 percent of taxable income.” 


Src. 5. Part IIT of subchapter A of chapter 1 of the 
Internal Revenue Code of 1954 is amended by the addition 
of a new section 22 to read as follows: 

“SEC. 22. POSTPONEMENT OF TAX REDUCTIONS. 

“(a) Srx-MontH PostPONEMENT OF REDUCTION OF 
RatEs.—The President by November 15 shall, stating his 
reasons therefor, postpone until July 1 the date upon which 
a reduction of taxes is otherwise scheduled to take effect 
under— 

“(1) Section 11 (relating to the income tax on 
corporations) , or 
“(2) Sections 1, 3, and 3402 (relating to income 
taxes on individuals) , and section 11. 
The authority of the President to postpone any scheduled 
tax reduction under this subsection shall be used so as to 
permit the maximum possible reduction in taxes scheduled 
for the following calendar year under sections 1, 3, 11, and 
3402 without causing in the case of the reductions under 
sections 1, 3, and 3402 an imbalance in the budget of the 
Federal Government for the current fiscal year, and, in the 


case of the tax reductions under section 11, an imbalance 


in the budget of the Federal Government for the following 
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GENERAL REVENUE REVISION 145 
fiscal year. In the next annual budget message to the Con- 
gress the President shall recommend whether any reduction 
in a rate of tax postponed under this subsection shall become 
effective on July 1 or whether such reductions shall be 
further postponed until the following January 1. 

“(b) CONGRESSIONAL ACTION ON RATE REDUCTIONS 
POSTPONED UNDER SUBSECTION (a).—Congress may be 
means of a joint resolution which has become law before 
May 15 act— 

“(1) to make effective upon July 1 next the rate 
reductions scheduled under sections 1, 3, and 3402 
which have been previously postponed under subsection 
(a) or to postpone further such rate reduction dates 
until January 1 and/or 

“(2) to make effective upon July 1 next the rate 
reduction scheduled under section 11 which has been 
previously postponed under subsection (a) or to post- 
pone further such rate reduction date until January 1. 
“(c) FurTHER PRESIDENTIAL ACTION ON RATE ReE- 

DUCTIONS PosTPONED UNDER SUBSECTION (a) .—With re- 
spect to any rate reduction postponed under subsection (a) 


as to which Congress has not acted under subsection (b) 


by means of a joint resolution which has become law before 
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May 15, the President shall, by May 15, further postpone 
until January 1— 
“(1) any rate reduction scheduled under section 

11 which has been postponed previously under para- 

graphs (a) (1) or (2), or 

“(2) any rate reductions scheduled under sections 

1, 3, and 3402 and section 11 and which have been 

postponed previously under paragraph (a) (2). 

The authority of the President to postpone anv scheduled 
tax reduction under this subsection shall be used so as to 
permit the maximum possible reduction to take. effect on 
July 1 next in the taxes imposed by sections 1, 3, 11, and 
3402 without causing an imbalance in the budget of the 
Federal Government for the following fiscal vear. 

“(d) Toran Postronement Not To Excrrp ONE 
YeAR.—Under this section the date upon which a rate re- 
duction is scheduled to take effect under section 1, 3, 11; 
or 3402 camot be postponed under subsections (a), (b), 
and (c) for more than one year. 

“(e) Errect or POSTPONEMENT ON SUBSEQUENT 
Repuction Datrres.—When a rate reduction date otherwise 
scheduled to take effect under section 1, 3, 11, or 340% has 


been postponed under subsections (b) or (c) until Janu- 


ary 1, then, as to the tax whose rate reduction date has 
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GENERAL REVENUE REVISION 147 
been so postponed, the rate reduction dates not affected by 
such further postponement shall be deferred for one year 
upon the occurrence of each such further postponement. 

‘“(f) DeriniTIoNS.—When used in this section: 

‘““(1) ‘Imbalance in ‘he budget’ means the exist- 
ence of a situation where ‘budget expenditures’ exceed 
‘budget receipts’ as those terms are used in the ‘Annual 
Budget Message of the President’ as submitted to the 
Congress. 

““(2) ‘Rate reduction date’ means the date upon 
which would become effective a reduction in the rate of 
a tax imposed by section 1, 3, 11 or 3402. 

“(3) ‘Current fiscal year’ means the fiscal year 
used for Federal Government accounting purposes dur- 
ing which a postponement provided by this section is 
or can be made. 

“(4) ‘Following fiscal year’ means the fiscal year 
used for Federal governmental accounting purposes 
which immediately follows the fiscal vear during which 
a postponement provided by this section is made. 


Src. 6. Section 3402 of the Internal Revenue Code of 


1954 is hereby amended— 
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(a) by inserting in subsection (a) after the letter 
“(a)” the number “(1)” and adding a new paragraph (2) 
to read as follows: 

“(2) REDUCTION OF WITHHOLDING TAX.—lIn the case 
of every employer making payment of wages, the rate of 
tax imposed by paragraph (1) shall, subject to the provisions 
of section 22, be the rate specified in the following table for 
all wage payments made after the date provided in the 


following table: 


“For payments made after: The withholding tax rate is: 
December 31, 1957_-_--.------. 17.1 percent 
December 31, 1958__.....-.-.- . 16.2 percent 
December 31, 1959_._---.-.---. 15.3 percent 
December 31, 1960__.._-._----. 14.4 percent 
December 31, 1961.._.--.-----. 13.5 percent” 


(b) in subsection (c)— 
(1) by inserting after “withheld under subsection 
(a) :” the following: 
“(A) FoR WAGES PAID AFTER DECEMBER 31, 
1954:” 
(2) by adding at the end of the tables in para- 
graph (1) the following: 
“‘(B) FoR WAGES PAID AFTER DECEMBER 31, 


1957; 
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“If the payroll period with respect to an employee is weekly— 
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17.1 perecant of the excess over $200 plus— 
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17.1 percent of the excess over $400 plus— 


The amount of tax to be withheld shall be— 
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And the number of withholding exemptions claimed is— 
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“If the payroll period with respect to an employee is biweekly — 
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“If the payroll period with respect to an employee is semimonthly— 


“And the wages 


And the number of withholding exemptions claimed is— 
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The amount of tax to be withheld shall be— 
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17.1 percent of the excess over $500 plus— 
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17.1 percent of the excess over $1,000 plus— 
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17.1 percent of the excess over $30 plus— 
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GENERAL REVENUE REVISION 
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GENERAL REVENUE REVISION 


“If the payroll period with respect to an employee is weekly — 
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GENERAL REVENUE REVISION 
“If the payroll period with respect to an employee is biweekly— 
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“If the payroll period with respect to an employee is monthly— 
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GENERAL REVENUE REVISION 
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“If the payroll period with respect to an employee is weekly— 
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The amount of tax to be withheld shall be— 
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And the number of withholding exemptions claimed is— 
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The amount of tax to be withheld shall be— 
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But less 
than— 
$28... 
$30... 

$32 

$34 
$36 = 
$38 ‘ 
$40- 
$42. 

$44. 
$46. 
$48... 
$50... 
$52... 
$54. 
$56_. 
$58__ 
$60... 








At 

least— 
90. 
$28. 
$30... 
$32... 
$34... 

$36 
$38_. 
$40 
$42 
$44. 
$46... 
$48... 
S00. 
$52_. 
$54. 
$56... 
$58_. 
$60... 
$62... 
$4... 
$66_. 

$68 

$70 
= 
$6 
$78 
$80... 
$82... 
$34... 
$86...... 
$88..... 
$00... 
$02.. 
$04_. 
$96... 
— 
$196__. 
$200... 
$210... 
$220... 
$230... 
$250__. 
$260... 
$270... 
$280__. 
$290... 
$300_._. 
ee 
$360__.. .. 
$480... 
$500 and over 
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$420. 
$440 
$480. 








“And the wages 
are— 














13.5 percent of the excess over $1,000 plus— 


$1,000 and over... ...|136.00 |127. 40 |119. 90 12.20 fon 0 97.20 | 89.60 wo | 24.20 | 7.00 59. 40 








173 





ous payroll period— 


GENERAL REVENUE REVISION 
misce 


“If the payroll period with pungent to an employee is a daily payroll period or a 
ane 
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Src. 7. Section 6015 of the Internal Revenue Code of 
1954 is hereby amended by inserting in subsection (c) after 
the phrase “the individual estimates” where it first appears 
the following: “, on the basis of the tax rates in effect on the 
last day prescribed for the timely filing of the declaration of 
estimated tax,”’. 

Src. 8. Section 6016 of the Internal Revenue Code of 
1954 is hereby amended by inserting in paragraph (1) of 
subsection (b) after the words “the corporation estimates” 
the following: “, on the basis of the tax rates in effect on the 
last day prescribed for the timely filing of the declaration 


of estimated tax,”’. 
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“swt H.R. 6452 


IN THE HOUSE OF REPRESENTATIVES 


Marca 28, 1957 


Mr. Sapiax introduced the following bill; which was referred to the Com- 
mittee on Ways and Means 





A BILL 


To amend the Internal Revenue Code of 1954 so as to provide 
for scheduled personal and corporate income tax reductions 
and for other purposes. 


Be it enacted by the Senate and Louse of Representa- 
tives of the United States of America in Congress assembled, 
That section 1 (a) of the Internal Revenue Code of 1954 


is hereby amended by inserting before “RaTES OF TAX ON 


ao _» wo DO - 


INDIVIDUALS” the number “(1)” and adding a new para- 
graph (2) to read as follows: 
“(2) ScHEDULE FoR REDUCTION oF Tax on INDI- 


VIDUALS.—In the case of each taxable year beginning on 


eo fa KN m 


or after the date specified in the following subparagraphs, 
10 the tax imposed by paragraph (1) shall, subject to the pro- 
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1 visions of section 22, be determined under this paragraph 


2 at the rates provided and effective for the taxable years pre- 


scribed in the following subparagraphs: 


3 
4 “(A) For taxable 
5 January 1, 1958: 

“If the taxable income is: 


Over $6,000 but not over $8,000______ 
Over $8,000 but not over $10,000__._-. 
Over $10,000 but not over $12,000___- 
Over $12,000 but not over $14,000____ 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000_-__- 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000____ 
Over $22,000 but not over $26,000____ 
Over $26,000 but not over $32,000____ 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000_-___ 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000-___- 
Over $70,000 but not over $80,000_ _ __ 
Over $80,000 but not over $90,000____ 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 
ee icrciccccncnncnecesion 


years beginning on or after 


The tax is: 

19% of the taxable income. 

$380, Yn 20.5% of excess over 
$790, ls 24.5% of excess over 
#1280, plus 28% of excess over 
$1,840, plus 31% of excess over 
~ ee plus 35% of excess over 
10, a 39% of excess over 
$3.0, : 0 42% of excess over 
eo 45% of excess over 
$5,680, plus 48% of excess over 
ae 50% of excess over 
$7,640, ys 53% of excess over 
am lus 55% of excess over 
ot i 58% of excess over 
wate. plus 61% of excess over 
$20,200, 0.200, plus 64% of excess over 
weap — 66% of excess over 
a 69% of excess over 
$37 ‘ ma 71% of excess over 
#4440, plus 74% of excess over 
$52,040, eo 76% of excess over 
ws 00080 78% of excess over 


$98,640, plus 80% of excess over 
$150,000. 


$138,640, plus 82% of excess over 
$200,000. 
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\ 
SET Tae 


1 “(B) For taxable years beginning on or after 
January 1, 1959: 
“If the taxable income is: The tax is: 
Over $00 but nok over 95000._---- 6960 plus 1.5% of exoxm ove 
Over $4,000 but not over $6,000______ aan lus 28% of excess over 
Over $6,000 but not over $8,000_____- $1,210, plus 26% of over 
Over $8,000 but not over $10,000_____ #179, plus 28% of excess over 
Over $10,000 but not over $12,000____ ath 32% of excess over 
Over $12,000 but not over $14,000__.._ $2,930, nt 35% of excess over | 
Over $14,000 but not over $16,000... $3,630, sila.” 37% of excess over | 
Over $16,000 but not over $18,000____ un, aie 40% of excess over | 
Over $18,000 but not over $20,000____ OO 42% of excess over | 
Over $20,000 but not over $22,000___- oe pee 44% of excess over | 
Over $22,000 but not over $26,000___- nn 47% of excess over 
Over $26,000 but not over $32,000____ ee 48% of excess over | 
Over $32,000 but not over $38,000____ te 51% of excess over | 
Over $38,000 but not over $44,000___. $14,710, plus 58% of excess over | 
Over $44,000 but not over $50,000... #1790, plus 56% of excess over 
Over $50,000 but not over $60,000____ — 57% of excess over 
Over $60,000 but not over $70,000____ rT 60% of excess over 
Over $70,000 but not over $80,000____ me lus 62% of excess over 
Over $80,000 but not over $90,000____ 629150 ps 64% of excess over 
Over $90,000 but not over $100,000___ a9 66% of excess over 
Over $100,000 but not over $150,000__ a 68% of excess over 
Over $150,000 but not over $200, ~ 70% of excess over 
Over $200,000__..............-__-. $121,150 pine Ta of excess over 
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2 January 1, 1960: 


“If the taxable income is: 


Over $10,000 but not over $12,000____ 
Over $12,000 but not over $14,000___- 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000____ 
Over $18,000 but not over $20,000___- 
Over $20,000 but not over $22,000_-__- 
Over $22,000 but not over $26,000____ 
Over $26,000 but not over $32,000____ 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000-___- 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000-___- 
Over $70,000 but not over $80,000___- 
Over $80,000 but not over $90,000___- 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000_- 
Over $200,000_.._--------.------.- 


“(C) For taxable years beginning on or after 


The tax is: 
17% of the taxable income. 
$340, $2000. 18.5% of excess over 


erp , plus 21.5% of excess over 


$1,140, a, plus 24% of excess over 
$6, 

$1,620, ao 25% of excess over 

e210, 1080. 28% of excess over 

a . lus 81% of excess over 
$12,000. 

$3,300, plus 32% of excess over 
$14,000. 

$3,940, plus 35% of excess over 

#4040, * ag 36% of excess over 

vines 360, pls 88% of excess over 

$8,190, Bo 40% of excess over 

$7,720, plus 41% of excess over 

“ge plus 43% of excess over 
$32,000. 

$12,760, 2 ge 45% of excess over 
$38, 

$15,460, mas. 47% of excess over 

#1280 ps 48% of excess over 

$28,080, plus 51% of excess over 
$60,000. 

$28,180, plus 52% of excess over 
$70,000. 

‘aa 54% of excess over 

$38,780, plus 56% of excess over 
$90, 000. 

$44,380, plus 58% of excess over 
$100,000. 


ae 60% of excess over 
$150,000. 


$103,380, plus 62% of excess over 
$200,000. 





| 
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“(D) For taxable 


January 1, 1961: 


“If the taxable income is: 
Not over $2,000 
Over $2,000 but not over $4,000 


Over $4,000 but not over $6,000 
Over $6,000 but not over $8,000__-_-__- 
Over $8,000 but not over $10,000____- 
Over $10,000 but not over $12,000____ 
Over $12,000 but not over $14,000____ 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000____ 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000_-_- 
Over $22,000 but not over $26,000____ 
Over $26,000 but not over $32,000____ 
Over $32,000 but not over $38,000___. 
Over $38,000 but not over $44,000____ 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000___-_ 
Over $70,000 but not over $80,000____ 
Over $80,000 but not over $90,000____ 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 
Over $200,000 


years beginning on or after 


The tax is: 


16% of the taxable income. 
$320, plus 17.5% of excess over 
$2,000. 
$670, plus 20% of excess over 
$4,000. 
$1,070, plus 21% of excess over 
$6,000. 
$1,490, plus 22% of excess over 
$8,000. 
$1,930, plus 24% of excess over 
$10,000. 
$2,410, plus 26% of excess over 
$12,000. 
$2,930, plus 27% of excess over 
$14,000. 
$3,470, plus 29% of excess over 
$16,000. 
$4,050, plus 30% of excess over 
$18,000. 
$4,650, plus 32% of excess over 
$20,000. 
$5,290, plus 338% of excess over 
$20,00c. 
$6,610, plus 34% of excess over 
$06 0do. 
$8,650, plus 36% of excess over 
$32,000. 
$10,810, plus 37% of excess over 
$38,000. 
$13,030, plus 38% of excess over 
$44,000. 
$15,310, plus 39% of excess over 
$50,000. 
$19,210, plus 40% of excess over 
$60,000. 
$23,210, plus 41% of excess over 
$70,000. 
$27,310, plus 44% of excess over 
$80,000. 


$31,710, plus 46% of excess over 
$90,000 


$36,310, plus 48% of excess over 
$100,000. 


$60,310, plus 50% of excess over 
$150,000. 


$85,310, plus 52% of excess over 
$200,000. 


a EI PS 
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“(E) For taxable years beginning on or after 


January 1, 1962: 


“If the taxable income is: 


Over $2,000 but not over $4,000______ 
Over $4,000 but not over $6,000_____. 
Over $6,000 but not over $8,000__-___- 
Over $8,000 but not over $10,000__-__ 
Over $10,000 but not over $12,000___. 
Over $12,000 but not over $14,000___- 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000____ 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000____ 
Over $22,000 but not over $26,000____ 
Over $26,000 but not over $32,000____ 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000____ 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000____ 
Over $70,000 but not over $80,000____ 
Over $80,000 but not over $90,000___- 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 
tate 5 ae 


The tax is: 


15% of the taxable income. 
$300, plus 16% of excess over 
$2,000 


#000, plus 17% of excess over 
$960, lus 18% of excess over 
$1,390, plus 19% of excess over 
000. 
OOo 20% of excess over 
#2100, plu 21% of excess over 
#290, plus 22% of excess over 
OO 23% of excess over 
$8,420, bbe” 24% of excess over 
‘ann Sn 25% of excess over 
eink Sono 26% of excess over 
$440, pie 27% of excess over 
$7 200, plus 28% of excess over 
$8,740, teak 29% of excess over 
ona 480, ea 30% of excess over 
$1325 31% of excess over 
eet, lus 32% of excess over 
$18,580, plus 33% of excess over 
Keo 34% of excess over 
“ok 36% of excess over 
$28,880, plus 38% of excess over 
$100,000. 


? 


$47,880, plus 40% of excess over 
$150,000. 


$67,880, plus 42% of excess over 
$200,000.” 
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Sxo. 2. Section 1 (b) of the Internal Revenue Code of 


2 1954 is hereby amended: 


--) 


eo fe ss 


10 
11 
12 
13 
14 


15 


(a) by deleting from paragraph (1) the words 
“The amount of the tax shall be determined in accord- 
ance with the following table:” and inserting in lieu 
thereof “The amount of the tax shall be determined, sub- 
ject to the provisions of section 22 (except that section 
22 shall not apply to subparagraph (A) hereof) , under 
the following subparagraphs for each taxable year be- 
ginning on or after the date specified in the following 
subparagraphs: 

“(A) For taxable years beginning on or after 
January 1, 1954:” 

(b) by adding to paragraph (1) the following new 

subparagraphs: 


20675 O—58—pt. 1——13 
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1 “(B) For taxable 


2 January 1, 1958: 


“If the taxable income is: 
tt a A 
Over $2,000 but not over $4,000___-- 


Over $4,000 but not over $6,000____- 
Over $6,000 but not over $8,000_____ 
Over $8,000 but not over $10,000____- 
Over $10,000 but not over $12,000___* 
Over $12,000 but not over $14,000__-_-_ 
Over $14,000 but not over $16,000___. 
Over $16,000 but not over $18,000____ 
Over $18,000 but not over $20,000___- 
Over $20,000 but not over $22,000____ 
Over $22,000 but not over $24,000___- 
Over $24,000 but not over $28,000____ 
Over $28,000 but not over $32,000___- 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000_-__- 
Over $44,000 but not over $50,000___- 
Over $50,000 but not over $60,000___- 
Over $60,000 but not over $70,000___- 
Over $70,000 but not over $80,000___- 
Over $80,000 but not over $90,000____ 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 
Over $200,000 but not over $300,000__ 
Over $300,000 


years beginning on or after 


The tax is: 
19% of the taxable income. 
$380, plus 20% of excess over 
000. 
en plus 22% of excess over 
oe plus 24% of excess over 
$1,700, plus 28% of excess over 
$8,000. 
eho. 30% of excess over 
bas “ny Shh 84% of excess over 
$5.10, plu 35% of excess over 
$4,240, plus 38% of excess over 
$16,000. 
$5,000, se 39% of excess over 
$5, 780, 80, plus 43% of excess over 
jie plus 44% of excess over 
$22,000. 
$7,520, plus 46% of excess over 
$24,000. 
$9,360, plus 49% of excess over 
$28,000. 
$11, seow 52% of excess over 
$14,440, plus 55% of excess over 
$38, 000. 
$17,740, plus 59% of excess over 
,000. 
$21,280, plus 60% of excess over 
$50,000. 
$27,280, plus 63% of excess over 
$60,000. 
$33,580, plus 65% of excess over 
$70,000. 
$40,080, plus 68% of excess over 
$80,000 


$46,880, plus 70% of excess over 
$90,000 


,000. 

$53,880, plus 73% of excess over 
$100,000. 

$90,380, plus 77% of excess over 
$150,000. 


’ 


$128,880, plus 80% of excess 
over $200,000. 


$208,880, plus 82% of excess 


over 
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“(C) For taxable 
January 1, 1959: 


“If the taxable income is: 
Not over $2,000. __.....-.......--- 
Over $2,000 but not over $4,000_____ 


Over $4,000 but not over $6,000_-____ 
Over $6,000 but not over $8,000_____ 
Over $8,000 but not over $10,000_____ 
Over $10,000 but not over $12,000____ 
Over $12,000 but not over $14,000_.__ 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000___- 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000____ 
Over $22,000 but not over $24,000____ 
Over $24,000 but not over $28,000- ___ 
Over $28,000 but not over $32,000____ 
Over $32,000 but not over $38,000-__- 
Over $38,000 but not over $44,000-_._- 
Over $44,000 but not over $50,000. .-- 
Over $50,000 but not over $60,000. ._- 
Over $60,000 but not over $70,000. ..- 
Over $70,000 but not over $80,000... _ 
Over $80,000 but not over $90,000____ 
Over $90,000 but not over $100,000_ _- 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 
Over $200,000 but not over $300,000__ 
Over GR00 000... ann senu=--------- 


years beginning on or after 


The tax is: 
18% of the taxable income. 
$360, plus 19% of excess over 
$2,000. 


$740, plus 21% of excess over 
$4,000. 
$1,160, plus 23% of excess over 
$6,000. 
$1,620, plus 25% of excess over 
$8,000. 
$2,120, plus 28% of excess over 
$10,000. 
$2,680, plus 30% of excess over 
$12,000. 
$3,280, plus 32% of excess over 
$14,000. 
$3,920, plus 34% of excess over 
$16,000. 
$4,600, plus 35% of excess over 
$18,000. 
$5,300, plus 38% of excess over 
$20,000. 
$6,060, plus 40% of excess over 
,000. 
$6,860, plus 41% of excess over 
500 ios 43% of excess over 
go8.bbo. 
$10,220, plus 46% of excess over 
2,000. 
$12, seo 48% of excess over 
$15, oe 51% of excess over 


$18,920, plus 52% of excess over 
$50,000. 


$24,120, plus 55% of excess over 
0,000. 

$29,620, plus 57% of excess over 
$70,000. 


$35,320, plus 59% of excess over 

$80,000. 

$41,220, plus 61% of excess over 
$90,000. 

$47,320, plus 64% of excess over 
$100,000. 


$7 sotto 67% of excess over 


$112,820, plus 70% of excess 
over $200, 


$182,820, plus 712% of excess 
over ,000. 





184 


1 “(D) For taxable 


2 January 1, 1960: 


“If the taxable income is: 
Not over $2,000 
Over $2,000 but not over $4,000 


Over $4,000 but not over $6,000____- 
Over $6,000 but not over $8,000____- 
Over $8,000 but not over $10,000__-_-- 
Over $10,000 but not over $12,000___- 
Over $12,000 but not over $14,000___- 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000____ 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000_-___ 
Over $22,000 but not over $24,000____ 
Over $24,000 but not over $28,000____ 
Over $28,000 but not over $32,000____ 
Over $32,000 but not over $38,000___- 
Over $38,000 but not over $44,000____ 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000____ 
Over $70,000 but not over $80,000____ 
Over $80,000 but not over $90,000____ 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 
Over $200,000 but not over $300, 
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years beginning on or after 


The tax is: 
17% of the taxable income. 
$340, se0bo. 18% of excess over 


an. plus 20% of excess over 
$4, 000. 

$1,100, plus 21% of excess over 
$6,000. 

$1,520, plus 23% of excess over 
$8,000. 

$1,980, plus 25% of excess over 
$10,000. 


$2,480, plus 27% of excess over 
$12,000. 


’ 

$3,020, plus 28% of excess over 
$14,000. 

$3,580, plus 30% of excess over 
$16,000. 

$4,180, plus 31% of excess over 
$18,000. 

$4,800, plus 33% of excess over 
$20,000. 

$5,460, plus 34% of excess over 
$22,000. 

$6,140, plus 36% of excess over 
$24,000. 

$7,580, plus 37% of excess over 
$28,000. 

$9,060, plus 39% of excess over 
$32,000. 

$11,400, plus 41% of excess over 
$38,000. 

$13,860, plus 43% of excess over 
$44,000. 

$16,440, plus 44% of excess over 
$50,000. 

$20,840, plus 47% of excess over 
$60,000. 

$25,540, plus 48% of excess over 
$70,000. 

$30,340, plus 50% of excess over 
$80,000. 

$35,340, plus 52% of excess over 
$90,000. 

$40,540, plus 54% of excess over 
$100,000. 


$67,540, plus 57% of excess over 
$150,000. 
“Soe 60% of excess over 


$156,040, plus 62% of excess 
over $300,000. 


’ 








GENERAL REVENUE REVISION 185 


-_ 


“(E) For taxable 
2 January 1, 1961: 


“If the taxable income is: 
Not over 98,000... 22................ 
Over $2,000 but not over $4,000_____ 


Over $4,000 but not over $6,000_____ 
Over $6,000 but not over $8,000_____ 
Over $8,000 but not over $10,000_____ 
Over $10,000 but not over $12,000____ 
Over $12,000 but not over $14,000_-__ 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000____ 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000____ 
Over $22,000 but not over $24,000____ 
Over $24,000 but not over $28,000____ 
Over $28,000 but not over $32,000____ 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000____ 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000____ 
Over $60,000 but not over $70,000___. 
Over $70,000 but not over $80,000___- 
Over $80,000 but not over $90,000___- 
Over $90,000 but not over $100,000___ 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 
Over $200,000 but not over $300,000__ 


Qyer $900,000... divit--- noe n ee 


years beginning on or after 


The tax is: 
16% of the taxable income. 
$320, plus 17% of excess over 
$2,000 


,000. 
$660, plus 19% of excess over 
$4,000. 
$1,040, plus 19% of excess over 
,000. 
$1,420, plus 21% of excess over 
,000. 
$1,840, plus 22% of excess over 
$10,000. 


$2,280, plus 23% of excess over 
$12,000. 
$2,740, plus 24% of excess over 
$14,000. 
$3,220, plus 25% of excess over 
$16,000. 
$3,720, plus 26% of excess over 
$18,000. 
$4.240, plus 28% of excess over 
$20,000. 
$4,800, plus 29% of excess over 
$22,000. 
$5,380, plus 30% of excess over 
24,000. 
$6,580, plus 31% of excess over 
$28,000. 
$7,820, plus 33% of excess over 
$32,000. 
$9,800, plus 34% of excess over 
$38,000. 


$11,840, plus 35% of excess over 


,000. 

$13,940, plus 36% of excess over 
,000. 

$17,540, plus 38% of excess over 


,000. 
$21,340, plus 39% of excess over 
0,000. 
$25,240, plus 41% of excess over 
$80,000. 
$29,340, plus 429% of excess over 
$90,000. 
SA5.560, pine 44% of excess over 
$100,000. 
— plus 47% of excess over 
1 . 


0, 


$79,040, plus 50% of excess over 
$200,000. 


’ 


$129,040, plus 52% of excess 
over $300,000. 





a 
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1 “(F) For taxable 
2 January 1, 1962: 


“If the taxable income is: 
Not over $2,000____-...-------_--- 
Over $2,000 but not over $4,000___.. 


Over $4,000 but not over $6,000_.__. 
Over $6,000 but not over $8,000____- 
Over $8,000 but not over $10,000_____ 
Over $10,000 but not over $12,000____ 
Over $12,000 but not over $14,000____ 
Over $14,000 but not over $16,000____ 
Over $16,000 but not over $18,000____ 
Over $18,000 but not over $20,000____ 
Over $20,000 but not over $22,000___- 
Over $22,000 but not over $24,000____ 
Over $24,000 but not over $28,000___- 
Over $28,000 but not over $32,000____ 
Over $32,000 but not over $38,000____ 
Over $38,000 but not over $44,000____ 
Over $44,000 but not over $50,000____ 
Over $50,000 but not over $60,000_-___ 
Over $60,000 but not over $70,000____ 
Over $70,000 but not over $80,000____ 
Over $80,000 but not over $90,000____ 
Over $90,000 but not over $100,000___- 
Over $100,000 but not over $150,000__ 
Over $150,000 but not over $200,000__ 


Over $200,000 but not over $300,000__ 


years beginning on or after 


The tax is: 
15% of the taxable income. 
$300, plus 16% of excess over 
$2,000 


$620, plus 16% or excess over 
$4,000. 

$940, Sone 17% of excess over 

sain: plus 18% of excess over 
$8,000. 


$1 an plus 19% of excess over 

0,000. 

$2,020, plus 19% of excess over 
$12,000. 

$2,400, plus 20% of excess over 
$14,000. 

$2,800, plus 21% of excess over 
$16,000. 


$3,220, plus 21% of excess over 
$18,000. 


$3,640, plus 23% of excess over 

$20,000. 

$4,100, plus 23% of excess over 
$22,000. 


, 


$4,560, plus 24% of excess over 
$24,000. 


$5,520, plus 25% of excess over 
’ 
$6,520, plus 26% of excess over 
$32,000. 
$8,080, plus 27% of excess over 
$38,000. 
$9,700, plus 28% of excess over 
$44,000. 
$11,380, plus 29% of excess over 
$50,000. 
$14,280, plus 30% of excess over 
4000. 


$17,280, plus 31% of excess over 
$70,000. 


$20,380, plus 32% of excess over 

$80,000. 

$23,580, plus 33% of excess over 
$90,000. 

$26,880, plus 35% of excess over 
$100,000. 


’ 


$44,380, plus 37% of excess over 
$150,000. 


$62,880, plus 40% of excess over 
$200,000. 


, 
$102,880, plus 42% of excess 
over $300,000.” 
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1 Sec. 3, Section 3 of the Internal Revenue Code of 1954 
2 is hereby amended by inserting before the words “In lieu 
3 of the tax” the letter “(a)” and adding the following new 
4 subsection: 

5 “(b) In the ease of a taxable vear beginning on or 
6 after January 1, 1958, the tax imposed by subsection (a) 
7 shall, subject to the provisions of section 22, be determined 
8 under this paragraph at the rates provided and effective for 


9 the taxable years prescribed in the following tables: 


10 “(1) For taxable years beginning on or after Jan- 
11 uary 1, 1958, the tax imposed by this section shall be 


12 the tax shown in the following table: 
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after 


January 1, 1959, the tax imposed by this section shall 
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ginning on or 


“(2) For taxable years be 


2 


be the tax shown in the following table 


3 


And the number of exemptions te— 
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(3) For taxable years beginning on or after 


January 1, 1960, the tax imposed by this section shall 


be the tax shown in the following table: 


“If adjust- And the nuom- | If adjusted | 


come is— 





ed groes in- ber of exemp- {| gross in- | 


Dnt bet bet pt pd pt tt tt ot 


reer 


et ee 


Pe tee pet pee pet ee et et pe pet et tet ee 


PPPPPPPPPPPPprrrer 


tions ie— 


Sooccooosed 


| come is— 
-|t =| —— 
} ' 
i| 
1 
| 
As, | Be 

ae then 

1 





sO\g2 80 
O}) 2. 380) 2, 375 
ol 2 2, 400 

2, 5 
of 2 aa 2c 
0} 2, 2, 500! 
9 2, 25| 
gl) 2. 575] 2 600) 
0) 2G 2, 625 

2, 2, 6.0) 
@ 2, . 675) 
QO}, 2, 2, 700 
OF 2, 2, 725 
a 2, 2, 7%)! 
om 2, 75) 

4, 2, 800 
0), 2, 2, 825 
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And the number of exemptions ts— 


} 
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| 
And |And (tax- 


a | payer is 


turn | filing 
is | sepe- 
rately 


The tax ls— 








+ ee ee 
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—— 
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Joint | single or | payer | joint 
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1 “‘(4) For taxable years beginning on or after Janu- 


9 ary 1, 1961, the tax imposed by this section shall be | 











3 the tax shown in the following table: | 
“Tf adjust- | And the num- || If adjusted | 
ed gross in-| ber of exemp- || gross in- And the number of exemptions is— 


come is— tions is- come is— 








1 2 3 

i 

And tax-| And |And tax-| And | And |And tax-| And | And | 

2/3 4or payer is/| tax- | payeris| tax- ® |payeris| tax- ® lalsieiz 8 or ! 

But more But single or | payer | single or| payer | joint | single or | payer | joint more | 
At | tees At lees married |is head) married re- | married jis head) re- 

o 

least | than least | than | fling f filing of |turn| filing of | turn 
house- house- is 


sepa- sepa- 
rately | hold | rately 




















The tax is— 
0} $675 0/$0 $2, 325)$2, $0 
f 0 0 2, 2, 37. 0 
0} 0 2, 375) 2. 400 0 
0} 0 2, 425 0 
0} 0 2, 425) 2, 450 0 
0} 0 \ 2, 47, 0 
0} 0 2, 475) 2, 500 0 
Oo} 0 . 2. 0 
0} 0 2, 525) 2, 0 
Oo} 0 2, 0 
0} 0 2, 575} 2.6 0 
5 0} 0 2. 0 
4 0} 0 2, 625; 2, 0 
975) 1, 000 0} 0 j 2 0 
1, 000)1, Oo} 0 2, 675) 2, 0 
1, 025) 1, 050 oO 2. 2. 0 
1, 050}1, 07 0} 6 2, 725) 2, 0 
1, 075)1, 0} 6 2, 2, 0 
1, 100)1, 0} 0 2, 2,8 0 
1, 125)1, 0} 6 2, 800} 2, 0 
1, 150}1, 0} 0 2, 825] 2,8 0 
1, 175)1, 0 2, 850) 2, 0 
1, 2001, 0} 0 2, 875) 2, 0 
1, 225}1, 0} 0 2, 900} 2. 0 
1, 250}1, 0} 0 2, 2, 0 
1, 275)1, oH} 0 2, 2, 0 
1, 1, 0} 0 2, 3, 0 
1, 325}1, 1 0 3, 3, 0 
1, 350)1, 4,0 3, 3, 0 
1, 375)1, 8} 0) 3, 100} 3, 0 
1, 400)1, 11] 0 3, 3,2 0 
1, 4251, 15} 0 3, 3, 0 
i. 1, 19] 0 3. 3, 0 
1, 475)1, 2| 0 3, 300) 3, 0 
1, 5001, 6 0 3, 3, 0 
1, 525)1, 5} 29) 0 3, 3, 0 
1, 5501, 9 33) 0 3, 450) 3, 0 
1, 5751, } 37) 0 3, 3, 0 
1, 600)1, §} 40) 0 3, 3, 6 0 
1 1,6 44) 0 3, 3, 0 
1, 650)1, 47} 0 3, 3, 0 
1, 1, 51) 0 3, 3, 0 
1, 700)1, 55} 0 3, 3, 0 
1, 7251, 58 0 3, 800) 3, 8 0 
1, 7501, 58} 62) 0 3, 3, 9 0 
1,775:1,8 65! 0 0) 3, 3, 0 
1, 800'1, 69} 0) 0} 3, 4, 0 
1, 825|1, 850/169 0 0) 4, 4, 0 
1, 85011, 6} 0} 0) 4, 4, 0 
1, 8751, 9 20} 0 4, 4, 0 
1, 90011, 9 83) 0 4, 4,2 0 
1, 925)1, 950}183) 87) 0 4, 4, : 0 
1, 950)1, 87) 91| 0 4 4, 3 0 
1, 975)2, 94/ 0 4, 4, 0 
2, 000)2, 04) 98 4, 4, 0 
2, 025)2, 101) 5 a 4,4! 0 
2, 050)2, 1/105) 9 4, 450) 4, 0 
2, 075)2, 05) 109/13) 4 4, 0 
2, 100)/2, 125)208) 112/16 4, 4, 0 
2, 125/2, 150)/212)116;20) | 4, 4,6 0 
2, 150)2, 5119/23 0) 4, 4, 0 
2, 1752, 91123 0|| 4, 700! 4, 0 
2, 2002, A 31 4, 750) 4, 0 
2, 22512, )130/3 1 4, 4, 0 
2, 2, 30) 134 | 4, 4, 0 
2, 27512, 33) 1 Oj) 4, 4, 0 
2, 3002, 325 41/45 4, 5, 6 
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the tax shown in the following table: 


And the number of exemptions is-- 
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“‘(5) For taxable years beginning on or after Janu- 


ary 1, 1962, the tax imposed by this section shall be 
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1 Src. 4. Section 11 of the Internal Revenue Code of 


2 1954 is hereby amended— 


3 (a) by deleting paragraph (2) of subsection (b) 
4 and inserting in lieu thereof a new paragraph (2) to 
5 read as follows: 

i 
6 (2) SCHEDULE FOR REDUCTION OF NORMAL . 
7 TAX.—In the ease of taxable years beginning after the | 

8 date provided in the following table, the normal tax, 
9 subject to the provisions of section 22, shall be computed | 
i 
10 at the rate specified for such taxable period in the fol- 
11 lowing table: | 

“For taxable years beginning ‘The normal tax is: 
after: 

December 31, 1957_....--.---- 28 percent of taxable income. 

December 31, 1958__.._.....-. 26 percent of taxable income. 
December 31, 1959............ 24 percent of taxable income. 

December 31, 1960__.......... 28 pereent of taxable income. 

December 31, 1961___________- 22 percent of taxable income.” 

12 (b) by inserting in subsection (c) before the words 

13 “The surtax” the following heading: “(1) TAxaBLE 
| 
14 YEARS BEGINNING BEFORE JANUARY 1, 1961.—” and | 
= . j 
lo alding a new paragraph (2) to read as follows: 
16 “ (2) SCHEDULE FOR REDUCTION OF SURTAX.—In . 
7 the case of taxable vears beginning after the date pro- } 
. | 

18 vided in the following table, the surtax, subject to the 

1S) provisions of section 22, shall be computed at the rate 


20) specified for such taxable period in the followimg table: 
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“Sag sarite years beginning The surtaxis: 
er: 


December 31, 1960.....__-.-_--. 21 percent of taxable income, 
December 31, 1961_...-.-._---. 20 percent of taxable income.” 


Sxo. 5. Part III of subchapter A of chapter 1 of the 
Internal Revenue Code of 1954 is amended by the addition 
of a new section 22 to read as follows: 

“SEC. 22. POSTPONEMENT OF TAX REDUCTIONS. 

“(a) Stx-MontTH POSTPONEMENT OF REDUCTION OF 
RatTEs.—The President by November 15 shall, stating his 
reasons therefor, postpone until July 1 the date upon which 
a reduction of taxes is otherwise scheduled to take effect 
under— 

“(1) Section 11 (relating to the income tax on 
corporations) , or 
“(2) Sections 1, 3, and 3402 (relating to income 
taxes on individuals) , and section 11. 
The authority of the President to postpone any scheduled 
tax reduction under this subsection shall be used so as to 
permit the maximum possible reduction in taxes scheduled 
for the following calendar year under sections 1, 3, 11, and 
3402 without causing in the case of the reductions under 
sections 1, 3, and 3402 an imbalance in the budget of the 
Federal Government for the current fiscal year, and, in the 


case of the tax reductions under section 11, an imbalance 


in the budget of the Federal Government for the following 
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fiscal year. In the next annual budget message to the Con- 
gress the President shall recommend whether any reduction 
in a rate of tax postponed under this subsection shall become 
effective on July 1 or whether such reductions shall be 
further postponed until the following January 1. 

‘‘(b) CONGRESSIONAL ACTION ON RatEe REDUCTIONS 
PosTtPONED UNDER SUBSECTION (a).—Congress may he 
means of a joint resolution which has become law before 
May 15 act— 

(1) to make effective upon July 1 next the rate 
reductions scheduled under sections 1, 3, and 3402 
which have been previously postponed under subsection 
(a) or to postpone further such rate reduction dates 
until January 1 and/or 

(2) to make effective upon July 1 next the rate 
reduction scheduled under section 11 which has been 
previously postponed under subsection (a) or to post- 
pone further such rate reduction date until January 1. 
“(c) FURTHER PRESIDENTIAL ACTION ON RATE RE- 

DUCTIONS PosTPONED UNDER SUBSECTION (a) .—With re- 
spect to any rate reduction postponed under subsection (a) 
as to which Congress has not acted under subsection (b) 


by means of a joint resolution which has become law before 
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May 15, the President shall, by May 15, further postpone 
until January 1— 
“(1) any rate reduction scheduled under section 

11 which has been postponed previously under para- 

graphs (a) (1) or (2), or 

“(2) any rate reductions scheduled under sections 

1, 3, and 3402 and section 11 and which have been 

postponed previously under paragraph (a) (2). 

The authority of the President to postpone any scheduled 
tax reduction under this subsection shall be used so as to 
permit the maximum possible reduction to take effect on 
July 1 next in the taxes imposed by sections 1, 3, 11, and 
3402 without causing an imbalance in the budget of the 
Federal Government for the following fiscal year. 

“(d) Toran Postponement Not To Excrep ONE 
Year.—Under this section the date upon which a rate re- 
duction is scheduled to take effect under section 1, 3, 11, 
or 5402 cannot be postponed under subsections (a), (b), 
and (c) for more than one year. 

“(e) Errkcr oF PostTPONEMENT ON SUBSEQUENT 
Repuction Datres.—When a rate reduction date otherwise 
scheduled to take effect under section 1, 3, 11, or 3402 has 


been postponed under subsections (b) or (c) until Janu- 


ary 1, then, as to the tax whose rate reduction date has 








GENERAL REVENUE REVISION 197 
1 been so postponed, the rate reduction dates not affected by 
2 such further postponement shall be deferred for one year 


3 upon the occurrence of each such further postponement. 


4 ‘(f) DEFINITIONS.—When used in this section: 

5 (1) ‘Tmbalance in the budget’ means the exist- 
6 ence of a situation where ‘budget expenditures’ exceed 
7 ‘budget receipts’ as those terms are used in the ‘Annual 
~ Budget Message of the President’ as submitted to the 
9 Congress. 

10 ‘““(2) ‘Rate reduction date’ means the date upon 
11 which would become effective a reduction in the rate of 
12 a tax imposed by section 1, 3, 11 or 3402. 

13 “(3) ‘Current fiscal year’ means the fiscal year 
14 used for Federal Government accounting purposes dur- 
15 ing which a postponement provided by this section is 
16 or can be made. 

17 ““(4) ‘Following fiscal year’ means the fiscal year 
18 


used for Federal governmental accounting purposes 
which immediately follows the fiscal year during which 
a postponement provided by this section is made. 


Src. 6. Section 3402 of the Internal Revenue Code of 





“= 1954 is hereby amended— 


20675 O—58—pt. 1——14 


a 
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(a) by inserting in subsection (a) after the letter 
“(a)” the number “(1)” and adding a new paragraph (2) 
to read as follows: 

“(2) REDUCTION OF WITHHOLDING TAX.—In the case 
of every employer making payment of wages, the rate of 
tax imposed by paragraph (1) shall, subject to the provisions 
of section 22, be the rate specified in the following table for 
all wage payments made after the date provided in the 


following table: 


“For payments made after: The withholding tax rate is: 


December 31, 1957_...--....-- . 17.1 percent 
December 31, 1958_..-----.-~- 16.2 percent 
December 31, 1959__..---.__-- . 15.3 percent 
December 31, 1960___.____----. 14.4 percent 
December 31, 1961_...-.._..--. 13.5 percent” 


(b) in subsection (c)— 
(1) by inserting after “withheld under subsection 
(a) :” the following: 
“(A) FoR WAGES PAID AFTER DECEMBER 31, 
1954:” 
(2) by adding at the end of the tables in para- 
graph (1) the following: 


“(B) For WAGES PAID AFTER DECEMBER 31, 


1957; 
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“‘If the payroll period with respect to an employee is weekly— 


And the number of withholding exemptions claimed is— 
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“If the payroll period with respect to an employee is biweekly— 
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“If the payroll period with respect to an employee is semimonthly— 


“And the wages 





And the number of withholding exemptions claimed is— 
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The amount of tax to be withheld shall be— 
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And the number of withholding exemptions claimed is— 
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“‘If the payroll period with respect to an employee is biweekly 
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The amount of tax to be withheld shall be— 
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Src. 7. Section 6015 of the Internal Revenue Code of 
1954 is hereby amended by inserting in subsection (c) after 
the phrase “the individual estimates” where it first appears 
the following: “, on the basis of the tax rates in effect on the 
last day prescribed for the timely filing of the declaration of 
estimated tax,’’. 

Sec. 8. Section 6016 of the Internal Revenue Code of 
1954 is hereby amended by inserting in paragraph (1) of 
subsection (b) after the words “the corporation estimates” 
the following: “, on the basis of the tax rates in effect on the 
last day prescribed for the timely filing of the declaration 


of estimated tax,’’. 
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The Cuaimrman. The next witness is Mr. John A. Gosnell. 
Mr. Gosnell, would you please give your name, address, and the 
capacity in which you appear? 


STATEMENT OF JOHN A. GOSNELL, GENERAL COUNSEL OF THE 
NATIONAL SMALL BUSINESS MEN’S ASSOCIATION 


Mr. Gosnetu. My name is John A. Gosnell, Mr. Chairman and 
members of the committee. I am general counsel of the National 
Small Business Men’s Association. 

I appreciate the opportunity to appear before this distinguished 
committee on behalf of the association. 

We have about 15,000 members, located in all of the 48 States. 
Our membership represents a cross section of all types of industry, 
although the majority is composed of manufacturers. The sub- 
stance of this statement conforms to policies established by the mem- 
bership of the association. I would like to observe here that, in our 
view, smali business is not a class, but a fluid and inseparable part of 
our economic life stream. 

Although we are, of course, concerned with problems affecting 
small business, we are of the opinion that most of the current diffi- 
culties are general problems arising from policies and programs 
adopted from time to time without realization of the unfortunate 
reaction on principles, incentives, and opportunities vital to the whole 
economy. 

Historically, most of our successful businesses started as small 
concerns, and it is the ambition of every energetic businessman to see 
his enterprise grow. In our free economy there should be no barrier 
to this growth other than the capacity, energy, and resourcefulness 
of the individual owners and managers. 1e present system of 
corporate and individual income taxation is proving to be a serious 
roadblock to such growth of small business ne indeed, saps the vital- 
ity of the whole economy. 

We have decided, in the interest of all business, to waive support 
of piecemeal measures, however attractive, and we are appearing here 
in support of the approach embraced in H. R, 6452 and H. R. 9119. 
We believe that the reforms contemplated by these bills offer a reason- 
able and wholly feasible solution for most of our urgent economic 
problems, and for business as a whole. 

We realize that your committee is faced with many complex prob- 
lems under the current domestic and international situation. Promi- 
nent among these problems is the risk that the ideological, economic, 
and military rivalry between the Communist and the free-enterprise 
groups may plunge the world into another, still more destructive war. 
The tension has been increased recently by the lead which the Soviets 
have gained in launching space satellites, an achievement which is 
significant as to their success in developing long-range missiles. 
These accomplishments have put the free world on notice that our 
national security requires, and will require for a long time, persistent 
and strenuous effort to expand our productivity as well as to stimu- 
late our inventiveness and our scientific mastery of the secrets of the 
universe, 
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The urgency of the military aspects of the situation may well lead 
us into the error of, perhaps, overlooking the vital fact that our 
defense effort for the long pull necessarily includes the duty of main- 
taining the effectiveness of the conomic base of the American system. 

The Soviets are not concerned with this responsibility. 

In an overall sense, the capital, the developed resources, and the 
aggregate output of the Soviet Union are all still well below our own 
levels. But the indications are that the Soviet rate of growth will 
narrow the gaps more rapidly than had been thought possible. This 
situation, in itself a matter of concern, calls for sober consideration of 
a fundamental difference in economic and political philospohy which 
is intensely germane to the subject of this tax discussion. This is 
the significant difference in the ways by which a given objective is 
attained. 

In the Soviet Union there is a complete dictatorial control of 
resources and manpower, and the power to submerge all other needs 
and interests while driving toward any stated goal. In the free 
world, and particularly in the United States, there is a complete 
absence of compulsion, and an equally complete reliance on persuasion, 
political and economic. There is also the need to recognize, and to 
try to satisfy, a variety of interests, aims, and desires. Except dur- 
ing periods of actual warfare, for example, the requirements of con- 
sumers have had as high priority as munitions. In the Soviet Union, 
on the other hand, the standard of living has had low priority as 
compared with the requirements of heavy industry, especially that for 
military uses. 

This comparison of fundamental attitudes leads to only one con- 
clusion. Inasmuch as the dictatorial way of building economic 
strength is utterly abhorrent to us, it follows that we must use other 
inducements. Since we cannot use the stick, we must offer a larger 
carrot. Applied specifically, we have been trying to keep ahead of 
the Soviets without using the dictator’s ruthless compulsion, but also 
without recognizing that our traditional drives are being crippled 
by destructive rates of taxation, which, so effectively, penalize saving, 
investment, ambition, and success. We are engaged in a long, grueling 
race against the Soviets, the outcome of which will not be determined 
by isolated, though dazzling, achievements such as the sputniks, but 


_will be by long-range economic staying power. The time has come, 


at long last, to recognize that this staying power cannot be developed 
under a tax-rate structure which cripples the fundamental economic 
process. 

Nor can we win this long-range race by relying on inflation rather 
than tax-free reform. Inflation, if used in sufficiently large doses, 
will create an appearance of growth by marking up the measures of 
gross national product and national income in terms of dollars. This 
may make some of our people happy, but many others miserable. 
It will not add importantly even to our physical equipment for makin 
war—nor for keeping the peace, which is the only thing that wi 
count in the end. Lacking the dictatorial authority—and the dicta- 
torial urge—we cannot even deal with inflation, as the Soviets do, 
when it becomes a nuisance. They are free to use inflation, where it 
suits their purpose, because they are not concerned with either moral 
or economic consequences. We dare not do likewise. 
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While it is true there is under way now a downturn which may be 
called a recession, it doesn’t follow that the kind of tax revision 
urgently needed should be tailored to recession theory, or to com- 
ee fiscal theory, or to any other approach to merely tempor- 
ary conditions. The current economic situation will be influenced 
more favorably and more substantially by fundamental tax rate re- 
form aimed at long-range economic growth than by expedient patch- 
work relief. And tax revision of the latter sort would be incapable 
of creating the conditions essential to long-range growth. 

An example is provided by the proposal to increase the exemp- 
tion allowed to the taxpayer and his dependents, which ‘is typical of 
the kind of tax change called for under the recession or compensa- 
tory fiscal theory. This would leave more in the pocket of each tax- 
payer and it would thus provide a little more money for private 
spending. An increase in the exemption by $100 would mean a tax 
reduction of $20 for a person in the first bracket, up to $2,000, The 
same reduction can be accomplished by a 1 percentage point reduc- 
tion of the tax rate applicable to the first bracket. . 

But even so small an increase of exemption as $100 would involve 
a revenue joss of nearly $3 billion, and a permanent narrowing of 
the income-tax base through the removal of some 7 million persons 
from the income-tax rolls. This revenue loss would delay any ma- 
terial revision of tax rates, but the amount involved would add barely 
more than 1 percent to total consumer spending. There can be little 
hope or prospect of fundamental economic growth in tax tinkering of 
this sort. 

In contrast to the limited, piecemeal approach to the problem of 
tax rate reforms which is represented by the various proposals de- 
signed to benefit only special groups or segments of the economy, I 
call your attention to the broad sweep of the bills we are supportin 
here. They provide for rate reductions in both income taxes, an 
for all taxpayers. The serious need for broad reform is emphasized in 
the following excerpt from Mr. Sadlak’s statement of March 28, 1957. 

The growing dissatisfaction with the income-tax rate structure goes much 
deeper than normal taxpayer irritation with a heavy taxload. It reflects a 
growing recognition that there is something fundamentally wrong with a tax 
structure which penalizes hard work, risk taking, and achievement. 

Let me say again that my organization has rejected the various 
proposals that have been offered to aid small business as if it were an 
entity or class separable and identifiable as apart from the general 
business community. What we ask for is a chance to grow and ex- 
pand under a tax system that is fair to all business and all taxpayers. 

We agree with Mr. Herlong’s description of H. R. 9119 as a fair 
bill, asset out in his statement of August 8, 1957 : 

I believe that H. R. 9119 is a fair bill and a sound bill, one which, if enacted, 
will provide bountiful returns to the American people in the reenergization of 
the incentives for work and for investment, in permitting the accumulation 
of more savings out of current income of both individuals and corporations to 
meet the capital needs of the Nation. 

There appears to be general agreement that a shortage of savings 
for venture capital formation now exists, and that the principal reason 
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for this shortage is the impact of the income-tax rate structure. As 
Mr. Herlong has said: 

The principal limiting factor on the accumulation of private savings is the 
Federal system of income taxation, a system under which the rates of individual 
tax rise so steeply through the middle brackets and then go on up to a top of 
91 percent and the combined rate of corporate tax remains at its wartime high. 

He emphasized this point with particular reference to the South, 
in these words: 

Limitation on the formation of capital out of current income is especially 
harmful to sections of the country which are the least developed industrially. 

The latter point is of particular significance to the South. In recent years, 
we have been moving ahead in industrial development, but we still have a long 
way to go to achieve economic standards equal to those in other sections of the 
country. Through State development commissions and other avenues, we have 
made successful efforts to attract northern industry, which means northern capi- 
tal. At the same time, however, we seem to have been oblivious to the fact that 
excessive rates of Federal income tax are draining off current income which 
otherwise would be saved and made available as new capital in our communities 
and States. Thus, we have condoned a tax system which undermines the ability 
of the South to grow more rapidly and to accumulate much-needed capital out 
of its own growth. 

I direct your attention especially to the last sentence of the above 
citation, because I believe that it has general application. In order 
to meet the tremendous needs of this country for growth capital we 
must look farther than the retained earnings of business, and particu- 
larly small businesses. There must be a general capacity to save and 
a general incentive to invest if the country’s growth needs are to be 
adequately met. Small business has the best chance to get its proper 
share of new investment funds when there is an abundance of savings 
that are seeking an investment outlet. 

I have omitted detailed discussion of the provisions of H. R. 6452 
and H. R. 9119 because they are familiar to you, and our overall en- 
dorsement of these bills indicates our approval of the details. 

We believe that the reforms contempated by these bills amount to 
investments in productivity and that the resulting increment to the 
Government’s revenue justifies the initial cost. This is especially true 
in the light of economies that can and should be effected elsewhere in 
the budget, coupled with realistic control of Federal spending. 

In closing, I would emphasize a final point which is that, in our 
view, early enactment with an effective date retroactive to January 
1, 1958, would be a dramatic move which would have startling dynamic 
consequences for the whole economy. We have already made it clear 
to the world that we do not intend to be left behind in the competi- 
tion for superiority, military or economic. In order that this shall 
not be a vain assurance to our own people and to the free world, we 
must back it up with the proof of our determination to maintain a 
sound economy that will put us ahead and keep us there for the long 
pull. 

Thank you. 

The Cuarrman. Are there any questions? 

Mr. Mason. 

Mr. Mason. On the front page of your statement, you say: 


Historically, most of our successful businesses started as small concerns. 


I want to add to that by saying that not one of our present-day 
giant industries, Ford, General Motors, Dupont, or any of the rest 
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of them, could possibly have grown big under our present tax system. 

Each one of them grew big before our present tax system took such 
a heavy bite from their profits. 

Mr. Gosne.u. Yes, sir. 

The Cuamman. Are there any further questions? 

Mr, Curtis. 

Mr. Curtis. I would like to explore a little bit on page 8 of your 
statement, where it seems to me that you are really not in conflict, at 
least, with the bill that I have offered. You recognize, do you not, 
the two sources of capital for business? One is retained earnings and 
the other is new investment funds in the market. 

You very properly, I think, present the case for new investment 
funds. I could not agree with you more in the long-range picture— 

Small business has its best chance to get its proper share of new investment 
funds when there is an abundance of savings. 

But our problem today is that there is not an abundance. Under 
that setup, small business does not get an equal opportunity with 
larger concerns to get what limited savings there are. 

Mr. Gosnetu. Yes, sir. 

Mr. Curtis. For that reason, it seems to me that in directing our 
attention to the retention of earnings, which is the sole source that 
really is available to small business, we can attack it from that angle, 
too. I would hope that your approach would become law, too, but I 
think it should be a two-pronged attack. 

Mr. Krocu. Mr. Chairman. 

The Cuatrrman. Mr. Keogh. 

Mr. Kroau. Mr. Gosnell, I would like you to refer to page 5 of 
your statement, in which you describe an increase in personal exemp- 
tions as tax tinkering. 

I ask you the question as to whether you are thereby arguing that 
no part of the estimate of $3 billion in loss which you say would re- 
sult from that increase of $100, would find its way into the capital 
funds markets of the country ? 

Mr. Gosnett. No. It would, of course, be impossible to say that. 

Mr. Krocu. My point simply is that to effectuate a reduction of 
that type would, in fact, create a potential maximum of $3 billion 
that could, conceivably, be added to the capital funds of the country. 

Mr. Gosne.tu. Some part of it undoubtedly would. 

Mr. Krocu. You have not given any consideration to the probable 
percentage of that $3 billion? 

Mr. Gosnett. No. I would have no way, of course, to arrive at 
that. 

Mr. Krocu. Thank you. 

The Cuarrman. Are there any further questions ? 

If not, Mr. Gosnell, we thank you for your appearance and the in- 
formation given the committee. 

Our next witness is Mr. Archibald Peisch. 

Mr. Peisch, will you come forward and identify yourself for the 
record, by giving your name, address, and the capacity in which you 
appear ? 


20675—58—pt. 1——_16 
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STATEMENT OF ARCHIBALD M. PEISCH, CERTIFIED PUBLIC AC- 
COUNTANT, CHAIRMAN OF THE TAX COMMITTEE, SMALLER 
BUSINESS ASSOCIATION OF NEW ENGLAND, AMOS TUCK SCHOOL 


Mr. Prison. My name is Archibald M. Peisch. I am the chairman 
of the tax committee of the Smaller Business Association of New 
England. I live at Norwich, Vt. 

I have practiced accounting since 1913, first in the Middle West, 
and in New England since 1920, when I came to teach at Amos Tuck 
School of Administration and Finance at Dartmouth College. Most 
of my professional work has been for small businesses. 

To repeat testimony already given by other witnesses for back- 
ground: According to the Survey of Current Business (May 1954) 
more than 4 million firms, each employing less than 500 persons, pro- 
vide 55 percent of all business employment. Of these, about 90 per- 
cent employ less than 20 persons and provide over 23 percent of total 
business employment. In my own State, Vermont, there are about 
850 manufacturing enterprises. Of these, approximately 80 percent 
mas less than 50 workers. 

should like to recall testimony by other witnesses to the steady 
decline in small business. I have said that there are 850 manufac- 
turing enterprises in Vermont. 

Ten years ago there were over 1,000 manufacturing enterprises. 

There is nothing new or strange about legislation to protect small 
business. 

Beginning with the Sherman Antitrust Act of 1890, Congress has 
again and again recognized the importance of small business to our 
national life—in the Clayton Act, the Federal Trade Commission 
Act and, more recently, in the Armed Services Procurement Act of 
1947, in the acts establishing the Smaller War Plants Corporation, 
the Small Defense Plants Administration, and the Small Business 
Administration. 

Together with the directors of the smaller business associations of 
New England, I have read the Rockefeller report, and I am not here 
to plead for a general tax reduction. I simply would like to call your 
attention to some of the provisions in the Internal Revenue Code 
which, in the opinion of our association, discriminate against small- 
business men and thrust upon them an unfair share of the heavy 
burden of heavy taxes. 


The subjects of every state— 
Adam Smith told George III and his ministers almost 200 years ago— 


ought to contribute toward the support of the government as nearly as possible 
in proportion to their respective abilities; that is, in proportion to the revenue 
which they respectively enjoy under the protection of the state. 

Beginning with the first British Personal Income Tax Statute of 
179%, down to our own Internal Revenue Code of 1954, Adam Smith’s 
famous canon of taxation has been written into graduated rates of tax 
on personal income. The wisdom of graduating the burden of taxa- 
tion according to ability to pay, however, has not been extensively 
applied in our Internal Revenue Code, to the taxation of corporate 
income, except so far as the first $25,000 of net income is concerned 
which is taxed at 30 percent. On all net income above $25,000, corpo- 
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rations, large and small, regardless of ability, pay a flat rate of 52 
percent. This means that if an individual or group of individuals 
operates a business by means of a corporation, they are deprived of 
the benefits of the basic canon of taxation; namely, ability to pay, 
although ability to pay taxes is directly related to income for corpora- 
tions just as it is for individuals. 

The average small concern was set in motion with the savings of 
some unsung hero who thought he could make something people 
would buy. To develop his venture, however, he had to depend pri- 
marily on the earnings could retain in the business. This has been 
the historical development of most business ventures, some of which 
eventually became huge undertakings, with branches all over the 
world. Once an enterprise becomes large enough to reach the mone 
markets, its working capital worries end, because, if it is successful, 
it can then quickly obtain the funds needed to increase its inventories, 
develop new obediate, and to build plant additions through loans at 
low rates of interest, or through stock and bond issues. These sources 
of working funds, for obvious reasons, are closed to the small opera- 
tor. A system of taxation that applies the same rates to small and 
large businessmen, consequently, discriminates against the small op- 
erator by depriving him of the working capital which he needs to 
prosper, even to survive, and which he can accumulate only through 
retained earnings. A schedule of corporate income tax rates that 
will be graduated to ability to pay is, therefore, our first recommen- 
dation. 

Accelerated depreciation : The accelerated rates of depreciation per- 
mitted by the Internal Revenue Code, which encourage industrial 
growth oan new and improved facilities, are restricted to prop- 
erty constructed or new property acquired after December 31, 1953. 
This limitation discriminates against many small manufacturers who 
are rehabilitating and improving their plants with used equipment. 
This distinction between new and used equipment should be removed 
to encourage small as well as large manufacturers to expand their 
facilities. 

Net loss carryback: To extend the period for carrying back a net 
loss from 2 to 5 years would be helpful to many small concerns. 
Operating losses usually creep up gradually during a period of re- 
adjustment, and to limit the credit for a net loss to the 2 preceding 
years prevents a taxpayer from applying the loss to the net income 
of more prosperous years prior to the last 2 preceding years, and the 
resources of the undertaking may be so depleted by the operating losses 
that the enterprise cannot await the credit that might accrue through 
the operating profits of the next 5 years. 

Pensions plans: For many years, our income tax statutes have al- 
lowed contributions to pension funds as a deduction in computing 
net taxable income. This commendable provision has encouraged 
business managers to retire old employees on comfortable incomes 
and to stabilize employment by guaranteeing economic security to 
their employees when they reach retirement age. Large corporations 
have already accumulated billions in pension and retirement funds 
which are now so substantial as to have a powerful influence on the 
financial structure and stability of our country. The deduction for 
pension contributions, however, has been limited to corporations. 
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The small unincorporated business is thereby placed at a serious dis- 
advantage in providing its employees with the economic security 
upon retirement that would be available to them if they worked for 
a corporation. We hope, therefore, that your committee will revive 
a bill presented to the last Congress that would extend the deducti- 
bility of pension contributions to all business undertakings, whether 
incorporated or not. 

Development corporations: Many communities are now promoting 
so-called development corporations to provide established. and new 
concerns with plant facilities. These corporations help to stabilize 
employment and appeal strongly to many public-spirited citizens as 
a good investment for some of their savings. If the funds are invested 
in stocks and bonds, the project would quality as an “investment trust,” 
and the dividends paid to stockholders would be deductible in deter- 
mining the net income subject to tax, it being properly assumed that 
the corporation simply serves as a conduit through which the income 
earned is distributed to the stockholders. Unfortunately, however, 
the funds of these development corporations are usually invested in 
real estate or claims on real estate which do not qualify as securities 
and the venture, therefore, does not qualify as an “investment trust” 
and dividends are not deductible in determining net income subject 
to tax. 

This is another discrimination that works injustice on small con- 
cerns. Consequently, our association is pleased to learn that your 
committee is again sponsoring a bill that will extend the same tax 
treatment to investment trusts whose funds are invested in real estate 
and claims on real estate, that is now extended to investment trusts 
whose assets consist of stocks and bonds. Such a measure would be 
of great benefit to communities struggling to stabilize employment 
by erecting plant facilities for established and new industries. 

Payment of estate tax: The present Federal estate tax imperils 
the life of many small concerns, because, on the death of the principal 
owner, it may be impossible to pay the tax without liquidating the 
business. Under the present law, the estate tax must be paid within 
15 months after the date of death. 

This frequently does not allow sufficient time to reorganize the 
business and keep it under af The prospect of such a situation en- 
courages the owner of a small business to merge his venture with a 
larger enterprise, or even to liquidate his undertaking before death 
overtakes him, so that the payment of the tax on his estate will not 
injure his heirs. A proposal presented to the last Congress, which 
would permit individuals to purchase non-interest-bearing estate tax 
anticipation certificates, which shall not be included in the taxable 
estate, up to a maximum of $100,000, and also permit payment of the 
estate tax within 10 years after death, has the strong endorsement of 
our association. 

Unreasonable accumulation of income: For many years our Federal 
income taxing statutes have provided for the imposition of a penalty 
on income accumulated beyond the reasonable requirmeents of a cor- 
poration, and withheld to avoid the payment of dividends on which 
a second tax would be collected from the stockholders. Although this 
measure has been denounced as highly discriminatory to small business, 
and the Bureau of Internal Revenue has done little to apply the penal- 
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ties prescribed, it has been revived and restated in new language in 
section 531 of the Internal Revenue Code of 1954, and further imple- 
mented with a mathematical formula by which the so-called unreason- 
able accumulation of income could be measured. The proponents of 
this measure, I take it, would not presume to tell the directors of a 
large corporation whose stock is widely held, how much income they 
may reasonably retain in the business. 

Our large companies generally accumulate huge reserves of cash 
and marketable securities for future expansion and protection against 
operating losses. The penalty for the so-called unreasonable retention 
of earnings operates primarily against small corporations who, it is 
feared, have been organized or are being operated to accumulate 
income that will be later disbursed to stecthobers through a liquida- 
tion of the company, and would then be subject to the lower rate of 
tax applicable to capital gains. 

In my experience with several hundred corporations over the past 
50 years, I have never met one that was organized or operated for 
this purpose. 

The reluctance or failure of the Bureau of Internal Revenue to 
apply the penalty for the so-called unreasonable accumulation of 
income has, up to now, prevented any serious embarrassment or dam- 
age to small corporations. There is growing evidence, however, that 
the Bureau has initiated a drive to investigate the liquid reserves of 
small companies and to determine whether these reserves are, in the 
opinion of the Bureau and according to the mathematical formula 
prescribed in section 531, necessary to the business. 

I wish that the owners and managers of the small ventures for 
whom I work were endowed with the foreknowledge with which our 
revenue agents are supposed to be blessed. 

A few days ago I attended the last rites for a woodworking estab- 
lishment organized over a century ago to manufacture scythe handles. 
From its beginning this concern has provided steady employment to 
a hundred or more employees, and a satisfactory return to the owners. 
Some years ago the market for scythe handles began to decline rapidly 
and the company was faced with the task of finding a new product. 
A chair was developed which was praised by prominent decorators 
and which was written up with photographs in a 2-page article in 
Life magazine. With what apeared to be ample cash resources that 
had been accumulated and retained in the business, the company 
undertook to find a market for the chair. The cash reserves, however, 
were not sufficient to finance the advertising and sales promotion 
needed to find a profitable market. The company then turned to the 
manufacture of skis which, after many heart-breaking disappoint- 
ments, it finally succeeded in producing at a profit. By this time, 
however, the cash resources of the company had been exhausted and 
the company was buried in debt. In spite of all the promising pros- 
pects, the venture had to be abandoned and a petition in bankruptcy 
has been filed. 

Now, who could have foreseen such a course of events 10 years ago, 
or who could have determined at that time whether or not the cash 
reserves of some $300,000 exceeded the reasonable requirements of a 
business whose total assets amounted to only $500,000 ? 
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Why should our revenue agents be expected to penalize small opera- 
tors for accumulating cash reserves which are considered indispensable 
to large corporations? 

We, of the Smaller Business Association of New England, there- 
oop Sppes to you for relief from the threat of such a penalty on 
thrift. 

Conclusion: These are the tax recommendations for which we solicit 
the powerful support of your committee. 

ank you. 

The Cuarrman. Are there any questions? 

Mr. Saptax. Mr. Chairman. 

The Cuarrman. Mr. Sadlak. 

Mr. Sapiak. I want to compliment Mr. Peisch on a very fine 
presentation. 

I believe the examples he has presented to the committee are indeed 
very fine in showing the difficulty of the problem. 

The Cuarrman. Mr. Keogh. 

Mr. Kroeu. Mr. Peisch, I ask you to refer to page 4 of your pre- 
pared statement, the second full sentence at the top of that page. 

You say: 

The small unincorporated business is thereby placed at a serious disadvantage 
in providing its employees with the economic security— 
and so forth. 

Is that technically an accurate statement ? 

Mr. Peiscu. In not being able, I should have said, to provide—— 

Mr. Krocu. By that you meant they did not have the means, but 
existing law provides the possibility for the employees? 

Mr. Priscu. Only through the social security. That is, they can- 
not set up their own private retirement fund. 

Mr. siiar: No; I do not believe that is correct, but I will not 
belabor the point. 

Unincorporated businesses, I understand, may set up the retirement 
system for their employees but not for the owners. Partnerships may 
do the same. 

Mr. Periscu. Yes. Well, that is true, but you cannot include the 
partners. 

Mr. Keocu. That is another point. 

The Cuatmman. Are there any other questions ? 

If not, we thank you for your appearance and the information 
given the committee, Mr. Peisch. 

(The prepared statement of Mr. Peisch is as follows:) 


STATEMENT OF ARCHIBALD M. Petscnu, C. P. A. 


INTRODUCTION 


My name is Archibald M. Peisch. I am the chairman of the tax committee 
of the Smaller Business Association of New England, who I represent. I have 
practiced public accounting since 1913, first in the Middle West and in New 
England since 1920 when I came to teach at the Amos Tuck School of Admin- 
istration and Finance of Dartmouth College. Most of my professional work 
has been for small business. 


IMPORTANCE OF SMALL BUSINESS 


According to the Survey of Current Business (May 1954) more than 4 million 
firms, each employing less than 500 persons, provide 55 percent of all business 
employment. Of these, about 90 percent employ less than 20 persons and pro- 
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vide over 23 percent of total business employment. In my own State, Vermont, 
there are about 850 manufacturing enterprises. Of these, approximately 80 
percent employ less than 50 workers. Beginning with the Sherman Antitrust 
Act of 1890 Congress has again and again recognized the importance of small 
business to our national life—in the Clayton Act, the Federal Trade Commis- 
sion Act and, more recently, in the Armed Services Procurement Act of 1947, 
in the acts establishing the Smaller War Plants Corporation, the Small Defense 
Plants Administration, and the Small Business Administration. 


BURDEN OF HIGH TAXES 


Today, taxes—Federal, State, and local—are taking from 25 percent to 30 
percent of the national income. I am not going to burden you with a discus- 
sion of the shifting and incidence of this staggering tax burden. I am not 
even going to question the wisdom and efficiency with which these billions 
of tax revenue are being spent. I want simply to review with you some of the 
provisions of the Internal Revenue Code which in the opinon of our association 
discriminate against small-business men and thrust upon them an unfair share 
of the heavy burden of Federal taxes. 


A GRADUATED CORPORATE INCOME TAX 


“The subjects of every state,” Adam Smith told George III and his ministers 
almost 200 years ago, “ought to contribute toward the support of the Gov- 
ernment as nearly as possible in proportion to their respective abilities; that 
is, in proportion to the revenue which they respectively enjoy under the protec- 
tion of the state.” Beginning with the first British Personal Income Tax Statute 
of 1790, down to our own Internal Revenue Code of 1954, Adam Smith’s famous 
canon of taxation has been written into graduated rates of tax on personal 
income. The wisdom of graduating the burden of taxation according to ability 
to pay, however, has not been extensively applied in our Internal Revenue Code, 
to the taxation of corporate income, except so far as the first $25,000 of net 
income is concerned which is taxed at 30 percent. On all net income above 
$25,000, corporations, large and small, regardless of ability, pay a flat rate of 
52 percent. This means that if an individual or group of individuals operate 
a business by means of a corporation, they are deprived of the benefits of the 
basic canon of taxation; namely, ability to pay, although ability to pay taxes 
is directly related to income for corporations just as it is for individuals. The 
average small concern was set in motion with the savings of some unsung hero 
who thought he could make something people would buy. To develop his ven- 
ture, however, he had to depend primarily on the earnings he could retain in 
the business. This has been the historical development of most business ven- 
tures, some of which eventually became huge undertakings, with branches all 
over the world. Once an enterprise becomes large enough to reach the money 
markets, its working-capital worries end, because, if it is successful, it can then 
quickly obtain the funds needed to increase its inventories, develop new prod- 
ucts, and to build plant additions through loans at low rates of interest, or 
through stock and bond issues. These sources of working funds, for obvious 
reasons, are closed to the small operator. A system of taxation that applies 
the same rates to small- and large-business men, consequently, discriminates 
against the small operator by depriving him of the working capital which he 
needs to prosper, even to survive, and which he can accumulate only through 
retained earnings. A schedule of corporate income tax rates that will be grad- 
uated to ability to pay is, therefore, our first recommendation. 


ACCELERATED DEPRECIATION 


The accelerated rates of depreciation permited by the Internal Revenue Code, 
which encourage industrial growth through new and improved facilities, are 
restricted to property constructed or new property acquired after December 31, 
1958. This limitation discriminates against many small manufacturers who 
are rehabilitating and improving their plants with used equipment. This dis- 
tinction between new and used equipment should be removed to encourage 
small as well as large manufactiirers to expand their facilities. 








| 
| 
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NET LOSS CARRYBACK 





To extend the period for carrying back a net loss from 2 to 5 years would be 
helpful to many small concerns. Operating losses usually creep up gradually 
during a period of readjustment, and to limit the credit for a net loss to the 2 
preceding years prevents a taxpayer from applying the loss to the net income 
of more prosperous years prior to the last 2 preceding years, and the resources 
of the undertaking may be so depleted by the operating losses that the enterprise 
cannot await the credit that might accrue through the operating profits of the 
next 5 years. 

PENSION PLANS 


For many years, our income-tax statutes have allowed contributions to pen- 
sion funds as a deduction in computing net taxable income. This commendable 
provision has encouraged business managers to retire old employees on comfort- 
able income and to stabilize employment by guaranteeing economic security to 
their employees when they reach retirement age. Large corporations have 
already accumulated billions in pension and retirement funds. The deduction 
for pension contributions is extended to all employees of corporations, even if 
they are stockholders, that is, part owners. Unincorporated concerns, how- 
ever, Such as partnerships, cannot deduct contributions to pension funds for 
the benefit of the owners. This provision discriminates against many small 
joint ventures in which key employees have been given an ownership interest. 
We hope, therefore, that your committee will revive a bill presented to the 
last Congress, that would extend the deductibility of pension contributions to 
include contributions for the benefit of employees who are also part Owners 
of an unincorporated business. 


DEVELOPMENT CORPORATIONS 


Many communities are now promoting so-called development corporations to 
provide established and new concerns with plant facilities. These corporations 
help to stabilize employment and appeal strongly to many public-spirited citizens 
as a good investment for some of their savings. If the funds are invested in 
stocks and bonds, the project would qualify as an investment trust and the 
dividends paid to stockholders would be deductible in determining the net 
income subject to tax, it being properly assumed that the corporation simply 
serves as a conduit through which the income earned is distributed to the 
stockholders. Unfortunately, however, the funds of these development corpora- 
tions are usually invested in real estate or claims on real estate which do not 
qualify as securities and the venture, therefore, does not constitute an invest- 
ment trust and dividends are not deductible in determining net income subject 
to tax. This is another discrimination that works injustice on small business. 
Consequently, our association is pleased to learn that your committee is again 
sponsoring a bill that will extend the same tax treatment to investment trusts 
whose funds are invested in real estate and claims on real estate, that is now 
extended to investment trusts whose assets consist of stocks and bonds. Such 
a measure would be of great benefit to communities struggling to stabilize 
employment by erecting plant facilities for established and new industries. 


PAYMENT OF ESTATE TAX 


The present Federal estate tax imperils the life of many small concerns, be- 
cause, on the death of the principal owner, it may be impossible to pay the 
tax without liquidating the business. Under the present law, the estate tax 
must be paid within 15 months after the date of death. This frequently does 
not allow sufficient time to reorganize the business and keep it underway. The 
prospect of such a situation encourages the owner of a small business to merge 
his venture with a larger enterprise, or even to liquidate his undertaking before 


death overtakes him, so that the payment of the tax on his estate will not 


injure his heirs. A proposal presented to the last Congress, which would permit 
individuals to purchase non-interest-bearing estate tax anticipation certificates, 
which shall not be included in the taxable estate, up to a maximum of $100,000, 
and also permit payment of the estate tax within 10 years after death, has 
the strong endorsement of our association. 
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UNREASONABLE ACCUMULATION OF INCOME 


For many years our Federal income taxing statutes have provided for the 
imposition of a penalty on income accumulated beyond the reasonable require- 
ments of a corporation, and withheld to avoid the payment of dividends on 
which a second tax would be collected from the stockholders, Although this 
measure has been denounced as highly discriminatory to small business, and the 
Bureau of Internal Revenue has done little to apply the penalties prescribed, 
it has been revived and restated in new language in section 531 of the Internal 
Revenue Code of 1954, and further implemented with a mathematical formula 
by which the so-called unreasonable accumulation of income could be measured. 
The proponents of this measure, I take it, would not presume to tell the di- 
rectors of a large corporation whose stock is widely held, how much income 
they may reasonably retain in the business. Our large companies generally 
accumulated huge reserves of cash and marketable securities for future expan- 
sion and protection against operating losses. The penalty for the so-called 
unreasonable retention of earnings operates primarily against small corpora- 
tions who, it is feared, have been organized or are being operated to accumu- 
late income that will be later disbursed to stockholders through a liquidation 
of the company, and would then be subject to the lower rate of tax applicable 
to capital gains. In my experience with several hundred corporations over the 
past 50 years, I have never met one that was organized or operated for this 
purpose. 

The reluctance or failure of the Bureau of Internal Revenue to apply the 
penalty for the so-called unreasonable accumulation of income has, up to now, 
prevented any serious embarrassment or damage to small corporations. There 
is growing evidence, however, that the Bureau has initiated a drive to investi- 
gate the liquid reserves of small companies and to determine whether these 
reserves are, in the opinion of the Bureau and according to the mathematical 
formula prescribed in Section 531, necessary to the business. 

I wish that the owners and managers of the small ventures for whom I work 
were endowed with the foreknowledge with which our revenue agents are 
supposed to be blessed. 

A few days ago, I attended the last rites for a woodworking establishment 
organized over a century ago to manufacture scythe handles. From its be- 
ginning, this concern has provided steady employment to a hundred or more 
employees, and a satisfactory retun to the owners. Some years ago, the market 
for scythe handles began to decline rapidly, and the company was faced with 
the task of finding a new product. A chair was developed which was praised by 
prominent decorators and which was written up with photographs in a 2-page 
article in Life magazine. With what appeared to be ample cash resources that 
had been accumulated and retained in the business, the company undertook to 
find a market for the chair. The cash reserves, however, were not sufficient 
to finance the advertising and sales promotion needed to find a profitable market. 
The company then turned to the manufacture of skis which, after many heart- 
breaking disappointments, it finally succeeded in producing at a profit. By this 
time, however, the cash resources of the company had been exhausted and the 
company was buried in debt. In spite of all the promising prospects, the 
venture had to be abandoned and a petition in bankruptcy has been filed. 

Now, who could have foreseen such a course of events 10 years ago, or who 
could have determined at that time whether or not the cash reserves of some 
$300,000 exceeded the reasonable requirements of a business whose total assets 
amounted to only $500,000? Why should our revenue agents be expected to 
penalize small operators for accumulating cash reserves, which are considered 
indispensable to large corporations? 

We, of the Smaller Business Association of New England, therefore, appeal 
to you for relief from the threat of such a penalty on thrift. 


CONCLUSION 


These are the tax recommendations for which we solicit the powerful support 
of your committee. 
The Cuamman. The Chair knows that the next witness on the calen- 
dar is a long-time friend of ours, Mr. George Burger. 
Mr. Burger, please come forward. 
20675—58—pt. 1—_—17 
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Although the Chair knows you quite well and favorably, for pur- 
poses of the record, will you please give your name, address, and the 
capacity in which you appear. 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS, WASHINGTON, D. C. 


Mr. Burerr. I am George J. Burger, vice president, National 
Federation of Independent Business, 740 Washington Building, Wash- 
ington, D. C. Our head office is located at Burlingame, Calif., with 
division offices in Chicago, Cincinnati, and New York City, and the 
legislative office here in Washington, D. C. 

e are the largest organization of independent business and pro- 
fessional people in the country from the standpoint of directly sup- 
porting individual members. There are about 100,000 voting mem- 
bers on our rolls. The number is growing daily. We are unique be- 
cause our members themselves determine our position on every issue 
by their direct vote through mandate ballots. It is safe to say we 
have our mer on their pulse. 

First of all, Mr. Chairman, before proceeding with my statement I 
want to pay my respects to the late Hon. Jere Cooper. His untimely 
passing was shocking news, and all I can say and pray is, “God rest 
his soul.” 

Also, Mr. Chairman, it is our honest belief that in the person of 
Congressman Wilbur Mills we have a chairman who will be sym- 
pathetic to the just pleas of tax relief for small business. 

We fully realize the magnitude of the proposition before the Com- 
mittee on Ways and Means and we do not intend to bore the commit- 
tee with a lengthy statement as we are attaching to this statement a 
supplemental one which will give the committee the expressed vote of 
our entire nationwide membership, all independent business and pro- 
fessional men, on tax relief problems for small business in the cor- 
porate structure, co-partnerships and the self-employed, and all sub- 

uent subject matters for the needed tax relief for small business. 
"hee in mind, Mr. Chairman, the nationwide poll of our member- 
ship is made to the “grass roots” of our Nation and I am sure that the 
committee will pay heed and give due consideration to the tax prob- 
lems facing this great segment of our economy. 

The economic conditions facing our Nation now is no different than 
it was in 1956. We cite this in view of the pledges made by the re- 
—_, political parties in their platform pledges, in which they 
said: 

Democrats: 

To tax relief for all small and independent businesses by fair and equitable 
adjustments in Federal taxation which will encourage business expansion and to 
apply to the principle of graduated taxation realistically to such corporate in- 
come There should be an option to spread Federal estate taxes over a period 
of years when an estate consists principally of the equity capital of a closely 
held small business. 


Republicans: 


Certain tax reductions as budgetary requirements permit. 
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Then again, it is well to review the recommendations made by the 
President’s Cabinet Committee on Small Business: 

1. That the taxes imposed on business corporations be modified by 
reducing the tax rate from 30 to 20 percent on incomes up to $25,000. 

2. That businesses be given the right to utilize, for purchases of used 
property not exceeding $50,000 in any 1 year, the formulas of accel- 
erated depreciation that were made available to purchases of new 
property by the Internal Revenue Code of 1954. 

3. That corporations with, say, 10 or fewer stockholders be given 
the option of being taxed as if they were partnerships. 

4, That the taxpayer be given the option of paying the estate tax 
over a period of up to 10 years in cases where the estateconsists largely 
of investments in closely held business concerns. 

Mr. Chairman, it goes without saying that small businesses, during 
the recent Presidential campaign looked upon these pledges as an 
obligation—and that the obligation would be carried out. Appar- 
ently others, outside the small-business structure felt the same way, 
as it was remarked to me after the presidential election, right here 
on Capitol Hill, from some outstanding members of the press—“the 
only one who won in the election was small business.” 

Well, of course we felt then, as we feel now, that our fight for 
necessary tax relief in behalf of small business was not in vain, and 
that such tax relief would be forthcoming. 

The many millions in the small-business structure, both at the cor- 
porate and unincorporated level, must be given an opportunity to build 
up the necessary reserves to tide them over during any recession 
period—which sooner or later will come in our economic structure. 

The National Federation of Independent Business is not antago- 
nistic to the big business structure so long as they operate within the 
confines of both State and National laws, and we do not believe that 
there would be any real discrimination or “class” legislation to give 
at this most important time, the needed tax relief—long overdue— 
for small business of this Nation. 

Your committee is well manned with competent staff members fully 
acquainted with the tax problems and it is our hope that our supple- 
mental statement will be carefully scrutinized and analyzed, and that 
the necessary recommendations will be forthcoming and I repeat—for 
long overdue tax relief for small business, and at the same time, that 
some necessary tax relief will be given for the self-employed. 

During World War I the theme song was Keep the Home Fires 
Burning and we believe this theme song is very much in order toda 
as it relates to small business by giving the necessary tax relief, whic 
will Keep the Home Fires Burning in our overall nationwide eco- 
nomic structure. 


(The prepared statement of George J. Burger is as follows :) 
STATEMENT OF GEORGE J. BuRGER, VICE PRESIDENT, NATIONAL FEDERATION OF 


INDEPENDENT BUSINESS, WASHINGTON, D. C., oN Tax RELIEF ror SMALL 
BUSINESS 


I am George J. Burger, vice president, National Federation of Independent 
Business, 740 Washington Building, Washington, D. ©. Our head office is lo- 
cated at Burlingame, Calif., with division offices in Chicago, Cincinnati, and New 
York City, and the legislative office here in Washington, D. C. 

We are the largest organization of independent business and professional peo- 
ple in the country from the standpoint of directly supporting individual mem- 
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bers. There are about 100,000 voting members on our rolls. The number is 
growing daily. We are unique because our members themselves determine our 
position on every issue by their direct vote through mandate ballots. It’s safe 
to say we have our fingers on their pulse. 

First of all, Mr. Chairman, before proceeding with my statement I want to pay 
my respects to the late Honorable Jere Cooper. His untimely passing was 
shocking news, and all I can say, and pray is “God rest his soul.” 

Also, Mr. Chairman, it is our honest belief that in the person of Congressman 
Wilbur Mills we have a chairman who will be sympathetic to the just pleas 
of tax relief for small business. 

We fully realize the magnitude of the proposition before the Committee on 
Ways and Means and we do not intend to bore the committee with a lengthy 
statement as we are attaching to this statement a supplemental one which will 
give the committee the expressed vote of our entire nationwide membership, 
all independent business and professional men, on tax relief problems for small 
business in the corporate structure, copartnerships and the self-employed, and 
all subsequent subject matters for the needed tax relief for small business. 

Bear in mind, Mr. Chairman, the nationwide poll of our membership is made 
to the grass roots of our Nation and I am sure that the committee will pay heed 
and give due consideration to the tax problems facing this great segment 
of our economy. ° 

The economic condition facing our Nation now is no different than it was in 
1956. We cite this in view of the pledges made by the respective political 
parties in their platform pledges, in which they said: 

Democrats.—“To tax relief for all small and independent businesses by fair 
and equitable adjustments in Federal taxation which will encourage business 
expansion and to apply to the principle of graduated taxation realistically to 
such corporate income. There should be an option to spread Federal estate 
taxes over a period of years when an estate consists principally of the equity 
capital of a closely held small business.” 

Republicans.—“Certain tax reductions as budgetary requirements permit.” 

Then again, it is well to review the recommendations made by the President’s 
Cabinet Committee on Small Business: 

1. That the taxes imposed on business corporations be modified by reducing 
the tax rate from 30 to 20 percent on incomes up to $25,000. 

2. That businesses be given the right to utilize, for purchases of used property 
not exceeding $50,000 in any 1 year, the formulas of accelerated depreciation 
that were made available to purchasers of new property by the Internal Revenue 
Code of 1954. 

3. That corporations with, say, 10 or fewer stockholders be given the option 
of being taxed as if they were partnerships. 

4. That the taxpayer be given the option of paying the estate tax over a 
period of up to 10 years in cases where the estate consists largely of investments 
in closely held business concerns. 

Mr. Chairman, it goes without saying that small business, during the recent 
presidential campaign looked upon these pledges as an obligation—and that 
the obligation would be carried out. Apparently others, outside the small-busi- 
ness structure felt the same way, as it was remarked to me after the Presidential 
election, right here on Capitol Hill, from some outstanding members of the 
press—“The only one who won in the election was small-business.” 

Well, of course we felt then, as we feel now, that our fight for necessary tax 
relief in behalf of small business was not in vain, and that such tax relief 
would be forthcoming. 

The many millions in the small-business structure, both at the corporate and 
unincorporated level, must be given an opportunity to build up the necessary 
reserves to tide them over during any recession period, which sooner or later 
will come in our economic structure. 

The National Federation of Independent Business is not antagonistic to the 
big-business structure so long as they operate within the confines of both State 
and National laws, and we do not believe that there would be any real discrim- 
ination or “class” legislation to give at this most important time, the needed 
tax relief—long overdue—for small business of this Nation. 

Your committee is well manned with competent staff members fully acquainted 
with the tax problems and it’s our hope that our supplemental statement will 
be carefully scrutinized and analyzed, and that the necessary recommendations 
will be forthcoming—and I repeat—for long overdue tax relief for small busi- 
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ness, and at the same time, that some necessary tax relief will be given for the 
self-employed. 

During World War I the theme song was Keep the Home Fires Burning 
and we believe this theme song is very much in order today as it relates to 
small business by giving the necessary tax relief, which will Keep the Home 
Fires Burning in our overall nationwide economic structure. 


Mr. Burcer. I request that our supplemental statement be made a 
part of my complete testimony. 

The CHarrman. Without objection it will be made a part of the 
testimony at this point in the record. 


SUPPLEMENTAL STATEMENT OF GEorGE J. Burcer, Vick PRESIDENT, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS, WASHINGTON, D. C. 


In our mandate No. 225 (October 1956) we asked our members “Are you for or 
against Congress making small-business tax cuts No. 1 objective for 1957?” 
Some 78 percent of them answered in the affirmative. 

In our mandate No. 226 (December 1956) we asked them “Are you for or 
against action by Congress to permit individuals and businessmen to spread 
payment of inheritance taxes over a period of 10 years, if desired?’ Some 
80 percent voted for this action. 

In our mandate No. 226 we asked them also “Are you for or against action by 
Congress to reduce tax rates from 30 to 20 percent on the first $25,000 of business 
income?” Some 91 percent of them, incorporated firms as well as individual 
proprietorships and partnerships, shouted a resounding “Yes.” 

And here are a few echoes: in mandate No. 227, a 71-percent vote for a pro- 
posed $50,000 maximum charge-off yearly for expansions and improvements; in 
mandate No. 229, an 84-percent vote for a bill to permit deduction from taxable 
income the first $1,000 spent for expansions or improvements; in mandate No. 
229, an 85-percent vote for a bill to permit installment payment on business 
estate taxes; in mandate No. 229, 78-percent vote for a bill to permit unincorpo- 
rated business proprietors tax exemptions for personal pension plans; in mandate 
No. 231, a 57-percent vote for a proposal to let independents decide if they want 
to pay taxes at corporation or partnership rates; in mandate No. 233, a 69-percent 
vote for a bill to permit independent businessmen to average their income for 
computation of taxpayments. 

This reaction isn’t surprising. Our close contacts with independents through 
our over 100 full-time field representatives who talk with upward of 1,000 
business and professional men daily in all lines of endeavor and in all parts of 
the Nation show us clearly that a wave of rebellion has been welling up against 
high tax rates. 

This isn’t strange. Our nationwide grassroots contacts show most business- 
men would agree with the federation member who wrote recently : 

“It is my opinion that the point of diminishing returns has already been 
reached as far as taxes are concerned. High taxes have eliminated the possibil- 
ity of any appreciable reward with the result that many are liquidating their 
businesses while others are trimming down their operations to get in shape so 
that they can liquidate with a minimum of loss.” 

Against this background, consider the hopes stirred up last year in tax-cut and 
tax-revision pledges. Then think of the sentiment which must be loose because 
these people now hear: 

That the tax-cut program can’t be followed because of needs for Government 
spending when they have every reason to feel, sputnik notwithstanding, that 
with some small exceptions the administration and Congressmen must have fore- 
seen the shape of spending to come before they went down the line for tax- 
reduction promises. 

That taxes can’t be cut because this might unbalance the budget—this after 
the administration has recommended, and Congress has largely concurred in, 
multi-billion-dollar expenditures for farmers, veterans, foreign aid, etc., all of 
which in themselves tip the scales toward the red-ink area. 

The President himself made a solid point in this direction a few months ago, 
entirely without intention. Talking about a move to reduce foreign-aid funds he 
said, “To cripple our program for mutual security in the false name of ‘economy’ 
can mean nothing less than weakening our Nation. To try to save money at the 
risk of such damage is neither conservative nor constructive. It is reckless.” 
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We submit it is equally reckless for the administration and Congress, for the 
sake of economy, to deny smaller firms the nickel and dime tax cuts they badly 
need, while Government continues pouring billions into programs to help others 
inside and outside our country. Talk about strengthening the free world. How 
about strengthening the independent business backbone of the country on which 
the free world is leaning? 

And that smaller corporation tax rates can’t be cut as promised because this 
would discriminate against unincorporated firms, when they have been told 
already that Congress may well not be able to reduce taxes on unincorporated 
firms without at the same time reducing rates for all individuals, which it is said 
could be an impossibility. 

Certainly the record will show that we have worked consistently and energeti- 
eally for tax revision and reduction favuring unincorporated firms. Because we 
reflect the desires of our membership, and because a goodly share of our members 
used the unincorporated business form, we could do no less. We do think that 
they should be favored with enactment of legislation, such as by Representatives 
Jenkins and Keogh, and by Senator Sparkman, which would aid them in building 
their own pension and retirement programs, and by legislation which would per- 
mit them to build badly needed “rainy day” reserves, and by measures that would 
cut through tax redtape and uncertainty. But we do not think that they should be 
used, consciously or unconsciously, as a tool to confuse the situation and deny 
tax cuts for all small-business men. 

Now, in view of all this, there would seem to be every good reason for our mem- 
bers and other independents to suspect that at least an effort has been made to 
lead them down the primrose path. 

But while this evil suspicion is lurking hardly hidden, they, and we, are still 
cockeyed optimists enough to believe that, shown the light forcibly enough, Con- 
gress will make good on its tax reduction and revision promises. 

Why? 

Because we know that you know ‘these revisions are absolutely necessary. 
Years of study by the administrative and legislative branches show it’s necessary. 
There’s hardly more reason for us to explain to you the whys and wherefores than 
for us to explain to you that the sun rises in the morning and sets in the evening. 

For instance, the Senate Small Business Committee commented as follows in 
its seventh annual report, published in January of last year: “* * * small busi- 
ness requires immediate and meaningful assistance (in the area of tax reduc- 
tion). All of the established barometers indicate that the smaller, independent 
firms, the hard core of our free-enterprise system and our basic safeguard against 
monopoly and concentration of economic power, are indeed in a most precarious 
position. Your committee believes that the Nation cannot afford not to assist 
small firms by lessening the impact of high business taxes.” 

And then the chairman of that committee told the Senate Finance Committee 
in March: “I am not being overdramatic when I say that the entire free-enter- 
prise system of the United States is threatened if the Congress does not take 
prompt action to revitalize the smaller segments of our economy and remove from 
them the stultifying burden of present high personal and corporate tax rates.” 

Because we can’t believe that you would deliberately stir up such hopes for tax 
relief among those who’ve lived for years on a starvation diet of unfulfilled prom- 
ises, with no firm intention of making good. After all, other considerations aside, 
the honor of our political system and of members of both parties is also at stake. 
Heaven help us if more confidence in our Congress goes down the drain. 

You know, we can’t afford to ignore the warning signs posted in the book The 
Coming Caesars in America, reviewed recently in U. 8S. News & World Report. 
Certainly anything that undermines confidence in Congress is something that 
promotes the trend away from liberty and freedom spotlighted in that book. It 
would be too bad for those in Congress to be responsible for this themselves. 

Finally, Mr. Chairman, we’ve read and heard a lot about the alleged Cadillac 
crusade. Despite all this, we’ve seen that crusade come across on promises it 
could handle without assistance by Congress. We would suppose that those who 
criticize the Cadillac gentry drive model T’s. 

Whether this is so, or whatever kind of crusade they mount, we would like to 
see them get into gear and produce some action on the promises which Congress 
inust handle, and first among these to come across with the tax reductions and 
revisions which the parties made to independents in 1956. 


The Cuatrman. Mr. Burger, we certainly thank you for your ap- 
pearance and the information given the committee. 
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Are there any questions ? 

Mr. Keogh. 

Mr. Kroon. Mr. Chairman, I have no questions, but I cannot let 
the opportunity of the appearance of my old friend and neighbor from 
New York go by unnoticed. 

I compliment Mr. Burger on his devotion to his work here in 
Washington. 

The Cuatrman. He is one of the greatest friends of small business 
in the United States. 

Thank you, Mr. Burger. 

Mr. Burger. Thank you. 

The Cuarrman. Our next witness is Mr. Herbert C. Holdridge, 
Sherman Oaks, Calif. 

For the benefit of the record, will you please give your name, ad- 
dress, and the capacity in which you appear. 


STATEMENT OF HERBERT C. HOLDRIDGE, PRESIDENT, MINUTE 
MEN FOR THE CONSTITUTION, INC. 


Mr. Hoxprmer. I am Brig. Gen. Herbert C. Holdridge, United 
States Army, retired, and I reside at Sherman Oaks, Calif. 

I am appearing before this committee as an individual, exercising 
my constitutional right to petition for a redress of grievances on the 
issue of taxation by confiscation ; as a public servant, sworn to defend 
the Constitution of the United States, and as spokesman for the 
Minute Men of the Constitution, Inc., of which I am president, an 
organization dedicated to our American way of life, as expressed in 
the American Declaration of Independence and in the Constitution. 

I wish to have it made a part of the record that as I counted here, 
we have six members of the committee present for my testimony. 

I am appearing before this committee in uniform probably as a 
gesture of superpatriotism, but I do remember that I entered West 
Point in 1913, mn I took my first oath of office to defend the Con- 
stitution of the United States. That is 40 years ago. I served honor- 
ably in the Army for 30 years, and I am now retired, and I am still 
a part of the military service. 

I am here to defend the Constitution against attack from one of the 
most vicious organizations in the history of the country, in my opinion, 
and as I shall present it, and I come here also in uniform because I 
hope I can conduct myself with the dignity necessary for a man in the 
military service wearing the uniform of his country. 

I have certain credentials which I wish to present, but I am going 
to cut them down a bit. I am sure the members of the committee have 
received many letters, asking me to testify. I have received those 
today, that were waiting for me here in this office. 

T should like to read one telegram whichI think summarizes the 
feelings of the people for whom I speak. I do not speak for big 
business. I do not speak for little business, except by indirection and 
for their favor. 

I am speaking for the little people, the inarticulate people who have 
no one to speak for them in the United States. This gives the general 
feeling of these people. 
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This day may go down in history for this Nation. May your words ring clear 
and loud in the hearts of the Congressmen who will hear you. This Nation is on 
the brink of real danger, far greater than any outside threat. 

Yours very sincerely. 


I wish to present for the record, and I have turned it over to the 
clerk for the record, my news notes, Holdridge News Notes No. 23, 
including a statement bankers magic, which is included with it. 

I have also a statement sent in from the National Dividends Union, 
from Oakland, Calif. I had only one copy. The original was di- 
rected to Chairman Mills. I have sent for other copies which I hope 
will be available by tomorrow morning, by airmail, 

Also, I am offering my own suggested solution for the conditions 
which I see before the country, blueprint for economic democracy. 
I should like permission to have those placed into the record as part 
of the record. 

The Cuamman. Are they voluminous, General? 

Mr. Horpringr. No; they are not. The blueprint for economic 
democracy is rather voluminous. That is for information rather 
than reprinting, if it suits the convenience of the committee. 

The Cmamrman. We will let the rest of it appear in the record at this 
point. You can leave copies of the blueprint for members of the 
committee. 


(The blueprint for economic democracy is on file with the com- 
mittee.) 
(The other material referred to follows:) 


OAKLAND, CaLir., January 3, 1958. 
Congressman WILBUR MILLs, 
Chairman, House Ways and Means Committee, 
Washington, D. C. 


(Copies also addressed to Senators Humphreys, Kefauver, Wayne Morse, 
and the people’s representatives in Washington, and to the gentlemen of 
the Supreme Court.) 


Dear Sirs: It is my understanding that the House Ways and Means Committee 
is holding hearings relative to the Federal Reserve Banking System and to the 
question of money. 

My friend Gen. Herbert C. Holdridge has informed me that he has asked for 
a hearing before that committee and that he has been allowed 15 minutes to 
present his case. Having studied this question for some time, I know that it 
will take a great many 15-minute periods to adequately present a case to Con- 
gress showing why the Federal Reserve Act should be amended and why the 
fundamental, constitutional right to “coin, print, and regulating the value of 
money” should be restored back to Congress where it belongs * * * to you 
gentlemen who are in Washington because you swore to uphold the Constitution 
and promised to work in the best interests of the people. 

I would like to know how the general’s 15 minutes compares with the time 
allowed to the representatives of the banking interests, who own and control 
the Federal Reserve banks * * * which, incidentally, is not “Federal in the least, 
but so named to mislead the people.” 

General Holdridge is not speaking for himself alone, nor for me and the mem- 
bers of our Democratic Club, but for the millions of American people whose lives 
and interests and general welfare is daily affected by the actions of this private 
corporation which has usurped the functions allotted to Congress alone by the 
Constitution, and who manipulates the privilege of “printing and evaluating 
money,” not in the people’s best interests, but to enhance their own. 

Having studied this question, I have observed that the Federal Reserve Act— 
which took away from Congress its most important function—was brought about 
through irregular methods, and was passed through Congress during the holiday 
season when many legislators were at home for the holidays. 

I well understand that this action took place before your time, but what I can- 
not understand is why you allow it to be perpetuated and why you acquiesce 
before this un-American, unconstitutional act, which—to anyone who under- 
stands it—is the greatest fraud ever perpetrated upon the American people. 
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Nor can I understand why the gentlemen of the Supreme Court have not de- 
clared this act to be unconstitutional * * * thus far. 

Do we, the citizens—who must struggle from morning till night to earn a 
living—have to look up to a retired Army general to do a job which you prom- 
ised to do * * * when you promised the people to work in their best interests, 
and swore to uphold the Constitution * * * which stipulates that the “purpose 
of government is to promote the general welfare”? 

When Drew Pearson publishes an article (October 14, 1953) to the effect that 
the banking interests have bought Government bonds with money which the 
Government had on deposit in their Federal Reserve banks, why was there silence 
on Capitol Hill by the Representatives who had promised to work in the people’s 
best interests? 

We now have a national debt of $280 billion, for which we are paying $8 
billion interest annually. According to California State Senator Richards, who 
was a candidate for United States Senator in 1956, “of all the stocks and bonds 
(representing the basic wealth of the Nation), 84 percent is owned by six-tenths 
of 1 percent of the people.” According to the laws of mathematics, this leaves 
16 percent of the basic wealth of the Nation for the rest of the population— 
99.4 percent of them—to scramble after, and leaves me and millions of others 
to wonder and ask “What kind of general welfare is being promoted on Capitol 
Hill”? 

According to Richards, these statistics are available to all legislators who 
would but look to find them. 

In view of the above, a most important question arises: Since 84 percent of 
$280 billion in bonds (our national debt) amounts to $235 billion and is owned 
by six-tenths of 1 percent (that small handful in Wall Street), where did they 
ever get that much money to buy that amount of bonds? Has there ever been 
that amount of money in circulation? Since we only have $21 billion in gold 
reserves (which is the backing for printed currency), how was this money 
printed, and with what backing? 

When we the people buy Government bonds, we must pay for them in hard 
earned cash, but—according to former Federal Reserve Bank “Governor” Mar- 
riner Eeccles—the way the big banking interests manipulate their Federal 
Reserve “System,” all they have to do to get Government bonds, is to “create” 
(by a pen and ink bookkeeping entry into their ledgers) the “money” (currency) 
with which they “buy” Government bonds. 

This is the secret of how and where they got those $235 billion with which they 
“bought” the bonds, and for this, we have to pay them $6 billion annually, in 
interest alone. 

Imagine what a howl would be let loose by our more ardent “patriots” (of the 
200 percent variety) if someone advocated a $6 billion program for housing, or 
for water and soil conservation, or for schools, or health insurance * * * which 
would greatly benefit our people? This group would raise the Capitol’s dome, 
with their yells of “extravagance,” “waste,” “socialistic,” “communism,” etc., 
but this same group will be in the forefront to aid the bankers to maintain their 
illegal stranglehold upon what—by every known laws—belongs to the people. 

Would it be too much to ask that you gentlemen take some time off from your 
frenzied attempts “to catch up with the Russians” and try to “catch up” with 
the “rascals” of Wall Street, who have made a shambles of our great American 
institution of democracy and are daily degrading our people, morally, physi- 
cally, and spiritually, by withholding from them, their natural heritage of the 
physical resources of the land, from which they would realize “the more 
abundant life.” 

And may I remind you gentlemen that as long as you are too absorbed in the 
“missiles” program, you will be missing your opportunity of finding out why the 
big banking interests—who also own the productive facilities of missiles, and 
thereby profit doubly, and their spokesmen in the highest places in Government— 
want more missiles, and do not want disarmament. 

It is my hope, and the hope of the members of my club, that you gentlemen 
consider taking up the question of amending the Federal Reserve Act, and to 
give the general (Holdridge) an ample opportunity to present his case before 
your bodies * * * in his fight to declare the Federal Reserve Banking System 
(as it exists today) null and void. 

IT respectfully thank you, 

Sincerely, 
A. MARTIN, 
National Dividends Union. 
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HOLDRIDGE NEWS NOTES 


Holdridge Foundation For The Advancement Of Social Sciences 
Post Office Box 1086, Sherman Oaks, Calif. 


No. 23 December 1, 1957 
Catt To ARMS—-OFFENSIVE AGAINST THE FEDERAL RESERVE BANK 


I. Purpose 

This special edition of news notes is intended as the opening gun of a cam- 
paign against the unconstitutional Federal Reserve bank. The campaign will 
continue until this criminal institution is utterly destroyed, and our monetary 
system and economy returned to the sovereign people. This may be your last 
opportunity to participate in nonviolent action to defend our Constitution. 


IT. Depression and taz strike 


The fact of depression is already admitted by most responsible public officials 
and by labor and industrial leaders. Many conclude that it will be good for us, 
that it will be a good thing, that it will not be serious—millions of unemployed, 
with consequent mass destitution, not serious. Depression, like a creeping 
paralysis, has already struck at the extremities. When it strikes at the heart 
our economy will surely perish. In this desperate situation the drive for a tax 
strike grows from day to day throughout the Nation. In Los Angeles the situa- 
tion has become so ominous that city and county treasuries are empty, and 
citizens groups are demanding impeachment of public officials responsible. 


ITI. Opportunity for action 

In this crisis the perfect opportunity for action is presented in the pending 
hearings of the House Ways and Means Committee of which Congressman Jere 
Cooper is chairman, scheduled to commence on January 7, 1958. I have asked 
permission to testify before the committee, as an individual exercising my con- 
stitutional right to petition for a redress of grievances on the issue of confisca- 
tory taxation, as an enforcement officer sworn to defend the Constitution, and as 
a spokesman for “Minute Men for the Constitution” of which I am president. 
I have not yet received official notification either way, but I will not be thwarted 
in my duty to testify in defense of the Constitution. I hope to be accompanied 
by 1, and perhaps by 2, outstanding economists. 


IV. Target for attack 


The objective of the attack will be the total and immediate outlawing of the 
unconstitutional Federal Reserve bank, established in 1913 by traitorous politi- 
cians and financial brigands (I have referred to the latter, properly, as the 
Forty Thieves of Wall Street), through the abdication by Congress of its consti- 
tutional powers over the monetary system of the country. This private corpora- 
tion of the Federal Reserve bank, and its thousands of affiliates and satellites, 
has become the instrument of power of international financial monopolists, used 
to wage economic warfare against the people of the United States, and by means 
of which they have converted the major physical resources and plant of the 
country to their own use, have piled up a public debt of $1,000 billion bank- 
rupting the country, and have piled billions of dollars of private debt, created 
through credit financing, on top of public debt, shackling our people and unborn 
generations to their chariot wheel to the end of time. 

V. Operation of system 

To inform the few who are not familiar with the operation of the system, 
I inclose a copy of Banker’s Magic, written by Councilman Will Kendig, of Los 
Angeles (deceased). When Abraham Lincoln learned that the private bankers 
demanded as high as 36 percent interest on loans with which to fight the Civil 
War, he issued interest-free Greenback currency on the credit of the Nation, and 
won the war without debt. The business of the Nation might still be conducted, 
and the defense of the country assured, interest free had not outlaw politicians 
perjured their oaths to defend the Constitution by surrendering their power over 
our monetary system to the Federal Reserve bank, which renders no service for 
the huge sums of interest it receives on the “fountain pen” money it creates 
with the scratch of a pen, on the credit of the United States. 

This is the reason we are a bankrupt Nation, on the verge of economic catas- 
trophe, and faced with a taxpayers’ revolt. 
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Vi. Complicity of Vatican 


This is not an issue of religion. This is an issue of political and financial 
outlawry such as the world has never seen. The bureaucracy of the Vatican 
sides with the outlaws. 

In 1982, at the height of the great depression, Pius XI issued this statement, 
“* * * And let the poor, and all those who at this time are facing the hard trial 
of want of work and scarcity of food, let them in like spirit of penance suffer 
with great resignation the privations imposed on them by these hard times and 
state of society, which Divine Providence in an inscrutable but ever-loving plan 
has assigned. Let them accept with humble and trustful heart from the hand 
of God the effects of poverty. * * *” Ihave written to Pius XII demanding that 
he recant on this blasphemous, damnable falsification, for in 1932, as today, we 
lived in a world of God-given abundances. As that time we were slaughtering 
cattle and standing guard over the carcasses with guns to prevent starving people 
from eating the meat, and were plowing under crops, in the process “plowing 
under” people. We are still atit. Did not the Roman Catholic Father Coughlin, 
of Detroit, arouse the people to this same criminal conspiracy of the Federal 
Reserve bank, and did not this same Pius XI silence him for daring to do so? 

The Ways and Means Committee numbers 8 known—perhaps more—Roman 
Catholics in its membership, all, presumably, indoctrinated in the Vatican 
philosophies of ignorance and starvation, all obligated to advance the openly de- 
clared Vatican purposes to “make America Catholic,” which means to take over 
the Government of the United States. 

To understore this fatal philosophy of poverty, Secretary of Labor James P. 
Mitchell, a Roman Catholic, stated on November 21 that unemployment will 
rise early in 1958 as much as 1 million over 1957, but insisted that “the increase 
will not be serious.” 


VII. Action 


My experience with congressional committees gives me little confidence in the 
impartiality and sense of duty of their procedures. In my controversy with 
Chairman Vinson of the House Armed Forces Committee in 1952, he denied me 
the right to testify against universal military training, and was forced to re- 
verse himself after a host of friends at the grass roots flooded him with letters, 
petitions, and telegrams. We killed the bill. 

Again, in 1956, Senator Hennings started hearings on the issue of church and 
state. Some of us traveled all the way to Washington to testify, only to learn 
that he had slammed the door on our faces and run for cover, presumably hiding 
under some bureaucratic desk along with Senator Langer. The only member 
of the committee with moral courage to face the situation was Senator 
O’Mahoney, a Roman Catholic, who was courteous enough to discuss the prob- 
lem with me for over half an hour. This same Senator O’Mahoney knows more 
of the financial deviltry going on behind the scenes than any man in the United 
States, and should be on our side, as should every enlightened Roman Catholic 
in the country. The freedoms established in our Constitution belong to Roman 
Catholics as well as to others. The Pope has established no immunity to 
destitution and starvation for Roman Catholic women and children. 

Early this year Congressman Doyle, then chairman of the outlaw Un-American 
Committee of the House, turned his hired gun-slinger (a United States marshal) 
against me when I, an unarmed public officer fulfilling my duty to defend the 
Constitution, challenged the unconstitutional violences of his committee. This 
shall not happen again. It is a scandalous situation that citizens must forever 
fight for their constitutional right against public officials who have taken a 
solemn oath to defend the Constitution. 

The above presents the general situation in briefest outline. I do not wish 
to reveal at this time all of my proposed plan of attack before the committee, 
lest I weaken its effectiveness. 

It is useless to expect Congress to act on its own initiative to outlaw the 
illegal Federal Reserve bank, for Congress has been the instrument of its creation 
and perpetuation. It is useless to appeal to the courts, for they are deeply 
committed to protecting the interests of the financial monopolists, and we could 
be tied up in the courts for a hundred years, while the country degenerated into 
chaos. It is useless to appeal to the President, for he has furthereed every 
criminal policy advancing the interests of the Forty Thieves. We, the sovereign 
people, must take the situation in hand and assert our sovereignty. 
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VIII. What I shall do : 
In this situation, fulfilling my oath to defend the Constitution, and speakin: 
for millions of inarticulate, voiceless citizens, I shall appear before the Ways 
and Means Committee, in uniform as an enforcement officer, present my state- 
ment in person, reveal the full extent of the monstrous crime perpetrated against 
the people through the operation of the Federal Reserve Act, name the prime 
movers of this crime, and present recommendations for action, among them 
being: (1) To declare the Federal Reserve Act null and voil forthwith; (2) to 
demand that no public official give further aid or comfort to this criminal in- 
stitution, and warn that I shall bring criminal action in the Federal courts 
against any who collaborate with this enemy; (3) to demand that this institution, 
out of the loot it has stolen from the people, reimburse them for every dollar 
extorted from them; (4) to demand that those guilty of the crime be punished; 
(5) to demand that the Federal Reserve Banking System, in toto, be repossessed 
by the United States Government under its right of eminent domain; (6) to de- 
mand that Congress initiate immediate action to implement these recommenda- 
tions, to fill the vacuum in our monetary system when the illegal Federal Re- 
serve bank ceases to exist; and (7) to present a positive program for action for 

the consideration of Congress. 

I shall then present this indictment, in person, to the President of the United 
States, to the Chief Justice of the United States, to the Attorney General, to 
other responsible public officials, and to the Chairman of the outlaw Federal 
Reserve Board. 


IX. What I urge each one of you to do: I call for a mobilization of all patriotic 
citizens against this keystone of the arch of financial and political corrup- 
tion—the Federal Reserve bank 


Meet your responsibilities as members of the sovereign people to check this 
crime, either by supporting me in my proposals, or by initiating your own action, 
or forever hold your peace. 

Mobilize yourselves, your friends, and your organizations, elder citizens, farm 
organizations, political groups, monetary reform groups, peace groups, techno- 
crats, labor organizations, and so forth, to participate in this offiensive. There 
are millions of us. 

Write letters, circulate petitions, send telegrams, all directed to me in care 
of Congressman Jere Cooper, chairman, House Ways and Means Committee, 
using this news notes as the basis of your action, or formulate your own inde- 
pendent action, but speed your views to this committee. Demand the right 
to testify. , There is no more important issue before Congress than the salvaging 
of our economy and our financial system. Make a drive on all Members of 
Congress and on public officials at all levels to demand that they get behind 
this drive to outlaw the Federal Reserve bank. 

Make a drive on newspaper publishers, commentators, columnists, bankers, 
etc., demanding that they cease their obstructionism, collaborationism, neutral- 
ism, and get behind this campaign. 

Keep up the momentum, come what may, until the cause is won. The dy- 
namics of economic disintegration will demand such action. The avalanche 
has already started. 

Henry Ford stated that if the people of the country knew of the corruption 
of our monetary system there would be a revolution before morning. We pro- 
pose to inform them, not for revolution, but to restore lawful government. 

This is the issue, and this is the hour. The techniques I have outlined are 
lawful, and have proven effective in the past, even with short preparation. With 
more than a month of organized effort we should be able to take Congress by 
storm. 


X. Appeal for support 

I appeal for your support; to put power behind the drive; to help distribute 
materials; to help finance this campaign. Extra copies of this news notes are 
available at 30 for $1. The need for funds is urgent. Donations will be much 
appreciated. Copies of the formal statement to be presented before the com- 
mittee will be available at that time at 10 cents per copy. Every dollar will be 
honestly and wisely expended. 

To facilitate handling of finances, and to permit me to assume full and per- 
sonal responsibility, make all contributions payable to me, personally. 

Yours, “to defend the Constitution of the United States.” 

Hersert C. Hoipriner, 
Brigadier General, United States Army (Retired). 
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BANKERS’ Magic 
(By Will Kindig (deceased) former Los Angeles city councilman) 


When we spend $80 million for a battleship, we issue bonds for the amount 
and deposit them with a bank, and get credit for that amount, and proceed to 
issue Government checks for labor and material which goes into construction, 
Suppose the bonds draw 2% percent interest and run for 40 years. By the time 
they are due, we will have paid the bankers $80 million in interest, for which 
they have done nothing but make a bookkeeping entry, 

So our battleship has really cost us $160 million, one-half for the vessel and 
one-half as a present to the bankers. So it is with all public improvements which 
are financed by bonds. In a like manner, also, we will have to pay for our war 
twice. 

And, remember, you are the victim. You have to dig up the payments for the 
interest on the bonds each year, by the taxes you pay on your income, gasoline, 
cigarettes, liquor, amusements, etc. You must like it or you would make some 
protest to the men who can change it, your Congressmen, For Congress could 
change this any day. 

And that is not all of the bankers’ magic. Read a most significant statement 
by Marriner Eccles, Governor of the Federal Reserve Bank, before a Senate 
investigating committee. He said, “When the banks take a billion dollars of 
Government bonds as they are offered, they credit the United States Treasury 
with a billion dollars, and charge their Government bond account with a billion 
dollars; or, they create, by a bookkeeping entry, the money with which they 
buy the bonds.” 

Also,, the Carter H. Harrison Co., investment brokers, of Chicago, in urging 
their clients to buy bank stocks, say “It is essential only to realize that all banks 
create out of nothing, the money they lend, even to the Government.” 

They create the money out of nothing. So the bonds do not cost them any- 
thing. When you buy bonds, you pay real money which you have earned and 
saved, and for which you have given society some service. Just try to create 
some money yourself, to buy bonds with, and see how quickly you will land in 
jail. 

It might be interesting, in passing, to note that the name “Federal Reserve 
bank” and naming its head officer “Governor,” was probably for the express 
purpose of fooling the people into believing that the Federal Reserve System 
is a branch of the Government, instead of a purely private bank, from which the 
Government receives no revenue, and in the management of which it has no 
voice. 

In April 24, 1944, issue of Time magazine, the statement is made that “All 
United States national banks earned in 1943, 22.9 percent on outstanding capital 
stock. Part of the increase.is due to the fact that the banks have invested in 
Government securities.” They use the word “invested.” ‘They do not reveal 
the fact that these banks got their bonds for nothing. Incidentally, even with 
their 22.9 percent earnings, they are so poor that they cannot pay us over three- 
quarters of 1 percent on our deposits. 

You can imagine with what glee the bankers read reports of Congress piling 
up constantly increasing amounts of appropriations which will have to be 
financed by bonds. The banker can add to his bank’s assets the total value of 
the bonds which cost his bank nothing, and compute his dividends accordingly. 

You donate the bonds to the banker and then pay him interest on them besides. 

What do you think of that for a crackpot system? It is the best possible plan, 
specifically designed to make the rich, richer, and the poor, poorer. 

We are proud of our credit, and swell up with pride, when we read that a 
Government bond issue had been “oversubscribed.” But, naturally, the banks 
will oversubscribe every issue, since they get their for nothing. Naturally, too, 
the banks want more bonds issued—millions, billions—hundreds of billions. 
The war furnishes a good excuse for unlimited issues. 

In 1863, Congress was cajoled, or threatened, or bribed, into passing the 
National Banking Act, by which the bankers were given this privilege, which is 
the greatest special privilege on earth. And Congress can change it at any 
time. And Congress will do so when enough of you voters demand that the pres- 
ent incumbents do it, or you elect someone else who will do the job. 

Proponents of such a change cannot get it before the people through the ordi- 
nary channels, because there is not a daily newspaper in the country which 
dares to print the truth in the matter, They are scared to death of the bankers 





GENERAL REVENUE REVISION 





and the bankers’ influence. Bankers can foreclose mortagages on publishers’ 
homes and printing plants. They can refuse to extend loans. They can influence 
large mercantile firms and manufacturers to withdraw advertisements, and thus 
take away the support of the papers. Neither will the radios allow anything to 
go on the air which might offend the bankers, or expose their graft. 

But you voters do hold the real power over Congress. Any Congressman who 
would receive a hundred letters a day on this subject from his voting constitu- 
ents, would hurry to get in line, and help Congressman Jerry Voorhis in his 
plan to have the Government buy out the Federal Reserve bank, and issue our 
own currency in accord with the constitution (art. I, sec. 8, par. 5). Under the 
original charter provision of the Federal Reserve Bank, the Government could 
do this for about $140 million, and take over all the assets of the system, amount- 
ing to some $29 billion. This would mean that we would be getting about 200 
for 1, and it would be one time that a good business deal would be made by and 
for our Government. 

Every time you buy a gallon of gasoline or a package of cigarettes, and every 
time you go to a movie you have to include a tax which the Government has to 
take to be sure the Wall Street bankers get their interest. Any time you get 
tired of it, you can aid in stopping it by writing to your Congressmen. 

No doubt we deserve just what we have as a banking system, for we have sat 
by like morons and allowed it to be put over on us. You fellows who do nothing 
about it deserve to be gypped. But the trouble is that those of us who do try 
to do something, have to suffer with you. 

d ee busy and write to your Congressman about it; and do it quickly, and 
o it often. 
(Distributed by Minute Men for the Constitution, Sherman Oaks, Calif.) 


Mr. Horpriwer. I consider that I am qualified to speak with au- 
thority on the issue of taxation, by reason of my training as a 
student-instructor at West Point and Columbia University, and au- 
thor on subjects of government, economics, constitutional law, and 
other areas of social and political life. 

I now bring to your attention, formally, my protest against un- 
constitutional, confiscatory taxation which has carried our country 
to the brink of economic Skate, and present my indictment against 
le» responsible, for treason against the Constitution of the United 

tates. 

The subject of my statement is headed “Indictment of the Federal 
Reserve Board, its promoters, agents, and accomplices for treason 
against the Constitution of the United States.” 

This issue has been before the country ever since our country was 
first founded. Jefferson fought it and was defeated in it. Andrew 
Jackson fought it and was defeated in it. Abraham Lincoln fought 
it and was assassinated as a result of it. 

Now we propose, those of us working on this issue, to raise this 
issue again and lick it, this time. We have no intention of ever yield- 
ing. I hope that you will bear with me as I go into the background, 
the historical background of some of it. It may be a little noeng 
initially, but I do not believe you will be bored before I get finished. 

Basic premises established in this statement: Before I can present 
my analysis of the problem of taxation by confiscation it is necessary 
to draw a broad picture of our national economy within which the 
taxation system operates. It is not my purpose to enter into tech- 
nical details of our tax structure. Instead, I propose to analyze 
the fundamental pur for which taxes are levied, and to prove 
that these purposes clearly and obviously violate the Constitution of 


the United States. I shall show that much of the tax structure of 
government at all levels constitutes a crime against our taxpayers 
in that funds extracted from the pockets of our citizens are expended 





GENERAL REVENUE REVISION 251 


for illegal, unconstitutional purposes. If it is demonstrated that 
such purposes are, in fact, unconstitutional and illegal, it follows that 
future collections for such fp xm must be prohibited immediately, 
refunds made to taxpayers of amounts fraudulently collected, and 
individuals guilty of perpetrating the frauds, in government or out, 
punished from their crimes. If this is a crime, then the guilty must 
and shall be punished. 

Constitutional, legal taxation: As stated in the preamble of our 
Constitution, the major purpose of government is “to promote the 
general welfare.” Indeed, a broad interpretation of any and all 
purposes of government specifically mentioned in the preamble, or 
reasonably implied, would include all functions of government, the 
final criterion for all legislation being that it contributes to the wel- 
fare of all of the people. Obviously, any acts of government which 
run counter to the general welfare are unconstitutional and illegal. 
Furthermore, government has no authority to promote the interests 
of any special groups or individuals if such acts conflict with the 
general welfare. ‘This applies especially to the constitutional powers 
of Congress to lay and collect taxes, and to coin money, regulate the 
value thereof, and of foreign coin. 

Economic welfare: The general welfare must include economic 
welfare. Indeed, this is, and must be, a fundamental requirement, 
since much of the wellbeing of our people derives from economic 
factors. To exclude this area of public welfare would negate much 
of the power of orderly Government, since other functions cannot be 
dissociated from the economic. 

Economic conflict: The conclusion that the Government of the 
United States must be the final authority over the economy of the coun- 
try has been challenged by aggregations of selfish individuals who 
scorn the principle of general welfare and whose purpose has been to 
convert the economy of the country to their private use. For decade 
after decade they have dinned into the ears of the people, through their 
controlled press, radio, and television, and through our schools and 
other means of indoctrination, two philosophies which would limit and 
define the economic functions of Government to advance their own 
purposes : 

(a) That government must abstain from interference with private 
enterprise—that government must keep out of business. 

At this point, I should like to remark for the benefit of those small- 
business men here that there is no free enterprise left in the United 
States today. It is all very private and very highly concentrated, 
which is one of the major problems that faces us. 

(6) That government, denied the duty to intervene for the eco- 
nomic welfare of the people, must, nevertheless, submit to being used 
to advance the interest of the private enterprisers, and must assume 
responsibility for the welfare of those thrown on the economic scrap 
heap by irresponsible private enterprisers, for which they cannot, or 
will not, provide. 

These two false philosophies have now been so thoroughly ingrained 
as fundamental principles of economic control that few question their 
constitutionality or are aware of the fact that through their applica- 
tion constitutional government has been overthrown by subversion. 

De jure and de facto economic control: At this present moment in 
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our history we note that the forces of special privilege have won a com- 
— victory over the Constitution of the United States. We have, in 

act, two governments of the country, the de jure Government estab- 
lished under the Constitution, but which has degenerated to such a 
point that it is subservient to a de facto, illegal, economic authority 
of private enterprise monopolists which uses the de jure Government 
as an adjunct a to facilitate advancement of its private in- 
terests, Weare ruled by a government of usurpers. 

Since economic considerations determine to a large degree the moti- 
vation of the people, the de facto, illegal government of the private 
enterprise monopolists is able to determine the domestic policies of the 
country, and since our foreign policies must be an extension of domes- 
tic policies, to determine foreign policies as well, including the major 
issues of waging international war, and the present threat of with 
missile annihilation. 

Nature of illegal, de facto economic control: An analysis of the na- 
ture of the de facto, illegal economic control will reveal that instead 
of panting the general welfare, it operates to destroy the general 
welfare. 

(a) Economic absolutism: Whereas our Constitution provides for 
government by the sovereign people acting through elected repre- 
sentatives, it is a well-established fact that the entire economy of the 
country has come into the possession, or under the control, of an eco- 
nomic oligarchy of a few dozen individuals. I have frequently re- 
ferred to this oligarchy, and properly so, as the “Forty Thieves” of 
Wall Street, and shall do so in this discussion. This concentration 
of economic power has been discussed in detail in Tomorrow’s Money, 
by Frazer & Morse, in America’s Sixty Families, by Lundberg, and 
in numerous other analyses, all pointing to the same inescapable con- 
clusion. Three families alone—the Morgans, Mellons, and Rocke- 
fellers—were reported a few years ago as possessing some 60 billions 
of dollars of liquid assets, suflicient to buy out all small businesses in 
the country not already owned by the monopolists. ‘The reason they 
do not choose to buy them out is that they leave the headaches to the 
small-business men, knowing that they, themselves, reap all of the 
rewards in the end, anyway, as I shall present later. It is also well 
recognized that approximately 5 percent of the population—the Forty 
Thieves—owns 95 percent of the wealth of the country, whereas 95 
percent of the population owns a mere 5 percent of the wealth, reduc- 
ing the mass of our people to the status of the legion of the 


dis d. 

(5) Foreign control: It should be noted that economic, financial 
control is international rather than national. Foreign capitalistic 
owners who hold investments in our industries, or those of the United 
States holding investments in foreign countries, have as much power, 
relatively, as domestic capital. This power, manifested through po- 
litical channels, serves, in the United States, to impose upon our peo- 
ple foreign policies which may be, and often are, injurious to our own 
interests. 

I should like to interpolate a very interesting thing that happened 
a couple of weeks ago, when my friend, General Norstad, appeared 
on the Meet the Press hour. He admitted that he takes orders from 
14 foreign nations, that his obligation to the Constitution of the 
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United States is null and void, which is a terrible admission of an 
Army man to make over the television. 

It should be noted, in fact, that the financial control of our country 
by the Forty Thieves of Wall Street constitute an international eco- 
nomic entity—an invisible government—without loyalties to any par- 
ticular state, but using political states all over the world to serve their 
own financial purposes. I shall clarify presently how this economic, 
financial control is exercised in the United States. 

(c) Purposes: The purposes of the economic monopolists in the 
United States are diametrically opposed to the general welfare, being 
directed toward promoting the private, selfish interests of the monop- 
olists, through the operation of the incentive of private profit—of 
national and international usury, thus subverting the legal purposes 
of government directed toward the general welfare. These two pur- 
poses can never be reconciled. 

The subversive nature of the purposes of the monopolists is illus- 
trated by the statement made before a congressional committee by a 
noted industrialist, that patriotism has no place in consideration when 
private profits are at stake. It was further established by that re- 
vealing statement of Mr. Charles Wilson, late Secretary of Defense, 
that “what’s good for General Motors is good for the United States.” 
It is convent illustrated by the statement of Mr. Carroll Shanks, 

resident of the Prudential Insurance Co., quoted in the New Repub- 
ic, that “business” may find it necessary to arrange a planned de- 
pression, with the implication that it would “do us good,” and the 
more recent statements emanating from the conference of Secretary 
of Commerce Weeks with prominent industrialists at Hot Springs, 
Va., and presumably underwritten by Secretary Weeks, that such a 
planned depression might be a “healthy” thing for the country. Sec- 
retary of Labor Mitchell sounds the same note when he reports that 
at least an additional million will be unemployed by early 1958, but 
that this will not be “serious.” (Destitution for men, women, and 
children to “do us good,” to be “healthy”—“not serious”. ) 

(d) Conflicting principles for economic distribution: The con- 
stitutional incentive of promoting the general (economic) welfare 
involves the obligation of our Government to assure the equitable 
distribution to the people of the tremendous stockpile of abundances 
of goods created by mass production technologies. The incentive of 
distribution of the illegal, de facto economic control, on the other 
hand, involves the perpetuation of the incentive of profits, which can 
function only under an economy of scarcities. Here is the dilemma 
of the private enterprise monopolists: profits can be made only when 
supply is less than demand—when goods are scarce. Profits can- 
not be made when supply is greater than demand—when goods are 
abundant. We have emerged into a new economic era of fabulous 
abundances which has destroyed the economic foundations of a system 
of a private profit in a world of scarcities. We are faced with a 
major national economic crisis, not because there is too little to 
serve the economic needs of the people, but because we have too much 
to serve the selfish interests of the Forty Thieves of Wall Street. 
Our inability to adjust to the significance and potential of abundance 
is about to destroy us. 
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And in this tragic situation we find revealed the great crime of the 
ages : The determination of the Forty Thieves to perpetuate their out- 
moded system of selfishness and greed based on the profits motive, 
condemns us to starvation in the midst of amazing abundances. Our 
subservient, puppet public officials, sworn to defend the Constiution, 
acting as the agents of the illegal de facto government, destroy the 
general welfare which they are sworn to defend by destroyin billions 
of dollars worth of food needed by our hungry penpiesckillings pigs 
and cattle initially, dumping food into the ocean, plowing under 
crops, withholding acreage from the production, burying food in 
caves, permitting it to rot, burning it—anything to prevent it from 
falling into the hataiie of those who created it in the first place and 
who are in desperate need of it, in order to maintain an obsolete, 
screwball economy of scarcities which will continue to pay profits to 
the Forty Thieves. This wickedness of the collaborating Govern- 
ment of the United States in the process of creating artificial scar- 
cities to assure the flow of profits, is so appalling as to constitute a 
ghastly crime against humanity, and blasphemy against Almighty 
God—if you still believe in God. 

Government by subversion: The extent of the abdication of public 
officials of their constitutional authority and responsibilities over the 
economy of the country, involving perjury of their oaths to defend 
the Constitution of the United States, has been stressed by Mr. Drew 
Pearson in his reference to “Government by Lobby.” The process 
of subversion of the economic functions of government commences i» 
the White House, where the President is placed in office through the 
machinations of the invisible government of the Forty Thieves, draws 
this inspiration from such private enterprises as Barney Baruch 
ae and manipulator for the monopolists), and recruits his 

abinet members and advisers, by inspiration of the Forty Thieves, 
from leading industrial and banking organizations. The fact that 
these individuals disencumber themselves, temporarily, from open 
ownership and control within their industries in no way changes their 
loyalties to the usurping economic monopolists, to whom they scurry 
back as soon as their hitch in government is ended. We have the 
recent illustration of Mr. Charles Wilson, who is back in his old 
haunts in General Motors. 

The illegal power of the monopolists is strengthened by the infil- 
tration of their agents throughout the executive departments, includ- 
ing the Armed Forces. The process broadens at the base in Con- 
gress, to which the people gain access with difficulty, but where the 
Forty Thieves openly maintain their paid agents whose mission is 
to promote the purposes of the Forty Thieves, leading to the sub- 
version of the Constitution of the United States. 

At this point, I should like to acknowledge to the chairman his 
great spirit of democracy when he permitted me to come in here 
at a date which was not originally specified, and give me time to make 
my statement, whether or not he may agree with it. That is still de- 
mocracy in action. 

It has become an accepted fact that in politics seldom can a man win 
election to pe office without the finances of the money monopolists. 
The man who pays the fiddler, calls the tune. 


We have a classical example in California in the person of Senator 
Knowland who has become notorious not only as a collaborationist 
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of the Forty Thieves, but even of forces operating from a base in a 
foreign country, to the point that he has been referred to as “the 
Senator from Formosa.” 

The same process of control by minority pressure groups, under pres- 
sure of the Forty Thieves, extends down into State and local areas, 
where an honest, unfettered candidate generally has as little chance for 
election as the proverbial snowball in Hell. 

My next subtopic is Catholic action. I wish to make it clear here 
that I raise no criticism of any man’s religion whatsoever. 

The Cuatmrman. The Chair is trying to be very patient with you, 
General. We have a hearing that involves the question of tax revision. 

Mr. Hotpriwer. Let me go on, then, to the next point, where it comes 
in on taxation, 

The Cuarrman. As long as the present occupant of the chair is in the 
chair, the committee will not enter into the subject of religion in 
such amanner. If you will, pass on to something that has to do with 
tax revision, the Chair will appreciate it. 

Mr. Hotprinee. I should like to mention in here for the record, with- 
out reading the section on Catholic action, that I am not talking on 
religion. I have all the respect in the world for any religion, and I 
am not talking about it. I am talking about international politics. 
The Vatican is an international secular power., and we have a right to 
mention it. 

The Cuarmman. I remind you again, General, our subject here is 
tax revision. 

Mr. Hoxtprmwer. Having received that notification, I will go over and 
pick up. This will, however, be available to the press. Let me go on 
to the next point that I want to raise here. 

Finishing up this question if infiltration—No, I will leave that sec- 
tion, too. t me go on to the aie of the conflict between legal 
and illegal economic control to the issue of taxation. 

What I have said so far has been to orientation—to try to fix the 
problem of taxation into the general political situation of which it is 
a part. Having discussed our economic situation in broad outline, I 
wish to return now to the economic problem of taxation. 

The irreconcilable conflict between constitutional, de jure economic 
control, and illegal de facto control has been emphasized as necessary to 
an understanding of the problem of taxation. If it can be shown that 
the vast sums extracted from our taxpayers have been illegally diverted 
from promoting the general welfare to promoting the selfish interests 
of the Forty Thieves, either directly or indirectly, then we are faced 
with a vast problem of economic reconstruction under positive, con- 
stitutional procedures, to replace the existing illegal economic order. 
At the present time we have no legal constitutional economic order. 
To prove this point we must analyne belelly our monetary system which 
has been used by the Forty Thieves, as the instrument for economic 
outlawry—the Federal Reserve bank. 

ederal Reserve bank, instrument of usurpation: The greatest 
swindle ever perpetrated upon any people, a swindle which is now 
carrying us over the precipice of economic disaster, was the abdica- 
tion in 1913 by the Government of the United States, of its authority 
and responsibility over the monetary system of the country into the 
hands of international financial monopolists through the establish- 
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ment, by conspiracy, of the Federal Reserve bank. This Federal 
Reserve bank has been promoted, falsely and fraudulently, even by 
Government officials, as a “Federal”, a governmental institution. It 
is nothing of the sort. It is, actually, a private corporation con- 
trolled by Wall Street bankers, as their instrument of financial power 
to exploit the people. The United States taxpayer has even been 
taxed millions of dollars to construct and maintain their Federal 
Reserve Building—their marble “Robbers’ Roost’”—on Constitution 
Avenue, here in Washington and this committee has been required 
to find ways and means to extort such funds from our taxpayers. It 
is this banking system which has served as the instrument of the 
financial monopolists to usurp the powers of Government. 

The Constitution prescribes that Congress shall have power to coin 
money, regulate the value thereof, and of foreign coin. Congress no 
longer possesses that authority, having betrayed the Constitution of 
the United States by abdicating this power into the hands of the 
private corporation of the Federal Reserve bank. 

I shall not attempt to present to this committee the full ae 
record of this crime against the people, because much of it is still 
veiled in secrecy, and the remainder too voluminous for this brief state- 
ment. I refer you to Tomorrow’s Money by Frazer and Morse, or to 
any good text on the subject. I shall merely outline salient features 
of this great betrayal. 

I have also here, a little pamphlet, Lightning Over the Treasury 
Building, which also gives the full history of what has taken place. 

As early as 1790 Mair Amshel Rothschild said “Permit me to issue 
and control the money of a nation and I care not who writes the laws.” 
Herein we find stated the basic strategy of the money monopolists to 
rule the United States and other countries of the world. en, in 
1913, Congress abdicated its power to issue and coin money, into the 
hands of the money monopolists, by that act it adbicated its power 
over the Government of the United States. When President Wilson 
signed his name to the Federal Reserve Act, constitutional govern- 
ment came to an end in the United States. 

Thomas Jefferson said: : 

I believe that banking institutions are more dangerous to our institutions than 
standing armies. * * * The issuing power of money should be taken from the 
banks and restored to the Government to whom it rightfully belongs. 

Abraham Lincoln, who was assassinated by forces who bitterly op- 
pees his policies placing control over our monetary system into the 

ands of government, stated : 

The money power of the country will endeavor to prolong its reign by working 
on the prejudices (ignorance) of the people until all wealth is aggregated in a 
few hands and the Republic destroyed, 

Woodrow Wilson stated : 


Some of the biggest men in the United States are afraid of something. 
They know that there is a power somewhere so organized, so subtle, so watchful, 
so interlocked, so persuasive, that they had better not speak above their breath 
when they speak in condemnation. 


Henry Ford stated : 


If the American people knew the corruption of our monetary system there 
would be a revolution before morning. 
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Justice Louis D. Brandeis stated : 
We must break the Money Trust or the Money Trust will break us. 


Hundreds of other quotations to the same general effect could be 

iven from prominent, enlightened statesmen of the United States. 
T have already given the quotation from Pope Pius XI. The money 
has broken us. There is fear in this committee as I speak these 
truths, for the Money Trust has a long arm. 

Government by swindle: A brief analysis is adequate to show how 
the private corporation of the Federal rve bank has broken us. 
I presume that members of this committee are fully informed as to 
the truth. I speak for the record. 

The CuatrMan. Let me ask you, General, how much more time will 
you take? You have not discussed the question of taxation. 

Mr. Hoxpriver. I think I will finish this in 15 minutes, if I may. 

The Cuarrman. You have had 30 minutes. We have not given any 
witness before the committee today more time than that. 

Mr. Hotpriwer. May I give my final recommendations for action? 

The Cuatrman. If you will summarize them. 

Mr. Horpriner. They are rather short. I should like to read these. 
There are two phases of recommendations I want to make. One is 
restrictive recommendations and the other positive action. 

On the restrictive end of it, I hereby, as an officer of the United 
States Army, sworn to defend the Constitution of the United States, 
declare the Federal Reserve Act of 1913, and supplemental acts, null 
and void, as constituting a crime against the Constitution of the 
United States, and against the soverign people of the United States, 
and call upon all agencies of government to cease and desist from 
giving further aid and comfort to domestic enemies who control the 

ederal Reserve bank. 

(2) I hereby declare the properties of the Federal Reserve bank, 
possessed by theft restored to the people of the United States. 

(3) I demand that the Federal Reateve bank, the Federal Reserve 
Board, and all officials thereunder vacate, forthwith, the building on 
Constitution Avenue, Washington, D. C., known as the Federal Re- 
serve Building, as trespassers on Government property. 

(4) I call upon the Government of the United States to act to 
require the financial monopolists who established the Federal Reserve 
Act by fraud and who profited by its machinations by extracting 
hundreds of billions of dollars in tribute from our taxpayers, to restore 
all amounts to the people from whom the sums were taken. 

(5) I hereby declare the monetary system of the United States 
reestablished to the control of the Congress of the United States, 
where it has ever been established, and from which it has never been, 
legally, separated. 

(6) Icall upon officials of government—the President, the Congress, 
the Supreme Court—to initiate action to expose the individuals 
responsible for this crime of treason. Documentary evidence sufficient 
to prove this over and over again is available. 

(7) I call upon employers to refuse to act as collecting agencies 
of the Federal Reserve bank to withhold pay from their employees 
intended to pay interest to the criminal Federal Rserve bank. I call 
upon all employees to resist such collections. In case of failure of 
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employers to comply, I call upon employees to strike against such 
employers until they cease and desist from acting as accessories to 
the crime. 

(8) I call upon all citizens to resist payment of taxes, directed in 
whole or in part, to perpetuate the criminal Federal Reserve bank, 
and to act to prevent the payment of any further sums of interest— 
of tribute—to this criminal institution by the Government of the 
United States. 

I call for the cancellation of all Federal Reserve Board counterfeit 
money, which it is, admittedly so on the face of it, and replace this with 
constitutional money. 

On the positive side, I make two positive recommendations: 

1. With the Federal Reserve bank abolished, and its properties 
restored to the sovereign people from whom they were stolen, I rec- 
ommend the establishment, under control of Congress, of a true na- 
tional bank system, established on an interest-free, service-charge 
basis to promote the general welfare. Since I am not a banker, I offer 
no specific proposals for the conduct of the business of such banks, 
which ecdhd be left to experts of integrity and of loyalty to our 
free institutions. 

(2) Convinced that monetary reform deals merely with aggravated 
symptoms of economic corruption, that monetary reform is not all 
of the answer, but that it is merely a reflection of the state of dis- 
integration and corruption of our entire npetire economy based 
on the incentive to profit—usury—I submit that the hour is already 
long past for dealing realistically with the failure of the profits system. 
I urge the formation of a citizens’ committee of experts and laymen, 
to undertake prompt and urgent studies to enable us to cut loose com- 
pletely from obsolete See of profitmaking, and to turn to the 
development of a program of economic action and distribution geared 
to abundances. 

I have a few concluding remarks, but I should like to make this one 
yom as a final emphasis, and I do thank the committee for the time. 

hope you will take the trouble to read this, because I consider this 
an important historical document which I would not present if my 
duty were not deep in my heart that I feel I must. 

At the present time you are being called upon to finance the stepping 
up of the sputnik program, of guided missiles. For every dollar you 
put into guided missiles, for every billion you put into guided missiles, 
you will put a billion into interest. So you have to double the amount 
of money raised out of the people before this thing is done. There are 
billions for the billionaires, but there is nothing for the little people 
the little pommeeets who are living in destitution all over the United 
States, who get no hearing; for the veterans who get no money. We 
can’t spend ee for schools and roads and the rest of these posi- 
tive things because these big money people must have the preparations 


for war, and war, itself, in order to preserve their economy. 

So I say we have to get back on a new economic basis. We must 
eliminate this unconstitutional crime reign of the Federal Reserve 
bank and get back to constitutional government under men such as 
yourselves who are the true representatives of the people. That is 
where the Government belongs. 

I thank you very much. 
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The Conan Without objection the committee will stand ad- 
journed until 10 o’clock tomorrow morning. 


(The following statements and letters were filed with the com- 
mittee :) 


STATEMENT OF D. B. TayLor, MARSHALL, MINN., ON BEHALF OF THE 
NORTHWESTERN LUMBERMEN’S ASSOCIATION 


My name is D. B. Taylor, and I am from Marshall, Minn. My statement is 
on behalf of the Northwestern Lumbermen’s Association which represents over 
2,000 retail lumber and building material dealers in the States of North and 
South Dakota, Iowa, and Minnesota. The association has its headquarters in 
Minneapolis. Iam a past president of this association. 

I am the president and manager of J. F. Taylor & Sons, Inc., a retail building 
material firm, which is a small family-owned corporation. 

Marshall is a very progressive small town located in the western part of the 
State, near the South Dakota line. Ours is strictly an agricultural community 
and our retail establishments are largely independently owned concerns. 

Like many other retail building material firms throughout our area, we are 
faced with many problems in today’s economy. Our greatest concern, however, 
is the profit picture of our business. We find it difficult to show a profit at the 
end of the business year. It is much more difficult to retain enough of our profits 
after taxes to assure our continued existence and growth. Higher costs of 
operation from year to year, increased inventory costs, higher replacement costs 
of machinery and equipment, are all a factor in our profit picture. This, we 
could cope with except for the high income taxes. We find the Federal income- 
tax structure robs us of the chance to retain enough of our small profits to assure 
us that we are going to continue to replace our machinery and equipment and 
earry a suitable inventory under the advancing prices. Growth even at a very 
small rate is practically impossible and in this economy you are doomed to 
extinction if you do not grow. 

Under the present Internal Revenue Code all corporations, large or small, must 
pay at least 80 percent income tax on their net profits. A halfway successful 
operation must pay 52 percent. While large and small businesses alike are sub- 
ject to these rates, the larger ones are able to retain a substantial amount of 
their profit dollars because of the size of their operation. While tax rates are 
the same, the amount of dollars after taxes in the case of the larger companies 
are much greater. This can be used as equity capital but more important it can 
be supplemented with stock issues, which increases their ability to grow and 
expand. 

Small business must rely solely on its retained earnings to do this job. After 
taxes there is very little left which can be used for any purpose. Small business 
must then rely entirely on a limited amount of credit from their bank to supple- 
ment their equity capital. Substituting credit for risk capital is extremely 
dangerous. 

The small companies today must have quick and direct relief as far as in- 
come taxes are concerned. There is no other one thing that Congress might 
do that would be as beneficial to small business and assure its continuation. 

The Federal tax structure, as it is today, is driving small business into ob- 
livion. This present tax structure is forcing many small-business men who 
have successfully operated their business for many years into a position where 
they must sell. There are two reasons for this. One is the fact that this 
particular individual, or group of individuals, no longer care to fight the every- 
day battle of business survival for the very limited profits after taxes. They 
also find that they are unable to pass the stock of the company to other mem- 
bers of the firm or to members of their family, without paying extreme penalties 
and robbing the companies of needed capital. The other is the fact that many 
small corporations find that they no longer have the capital or credit with which 
to keep pace with the ever- mounting costs of operations, inventories, and re- 
placements. 

Businesses in such a position discover that they are unable to find a buyer 
for this particular business, with the exception of large corporations, because 
other individuals or groups of individuals, find themselves in like circumstances, 

I would like to give you the net earnings of our business over a period of the 
last 5 years so that you might have a clear and concise picture of what happens 
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to the net earnings of a small business. Please keep in mind that our business 
is typical of the average smali-town retail building material businesses. Its 
prime purpose is to earn a livelihood for the owner and his family, plus the 
small amount of future security that he hopes will be his. 

We have been in business since the latter part of 1943. Since that time we 
have never paid a dividend and the figures that I am now about to give you 
will clearly show why. 

The following are the profit figures for our business as taken from our tax 
returns: 





SS 


Net'profit | Federal Net profit 


before taxes taxes after taxes 
I Ee eet be lee Eo ee tee $4, 512. $10, 453. 30 
Mr a oe ee 10, 024. 74 3, 209. 21 6, 815. 33 
BB htccidcd kd -ebbbs ~ dsck st, Rg SCR 18, 074. 31 6, 017. 57 12, 056. 74 
Ben cisions — 460d bean 4a 6b 6h bs eenah ~ $02 dst 17, 763. 08 5, 836. 19 11, 926. 89 
Ges e-.- ee bs Oe oie ee oe bib <catanisli> ode, 10, 010. 88 3, 213. 09 6, 797. 79 


During the past 5 years we were able to retain, after taxes, $48,000. During 
this same 5-year period our accounts receivable have increased $15,800. Our in- 
ventory investment has increased $14,000. Our fixed assets investment has 
increased $11,400. These 3 items have used up $41,600 of our profits after taxes. 
At first blush one might conclude that the company is growing and we should 
not complain. The fact is we have not grown and this reinvestment merely 
covered the inflated cost of handling the same unit volume of business. 

Unless direct relief is forthcoming, and in the very near future, you will 
find many less small businesses as they will be forced to liquidate or merge 
with large corporations. Small business is doomed under the present income- 
tax laws. 

Today many corporations are forced to liquidate a portion of or all of their 
holdings in order to pay estate taxes within the allowed 15 months. In order 
to allow this business to continue in business the heirs should be permitted to 
pay these taxes on an installment basis for a period of possibly 10 years. 

A retention of part of the earnings of small business, which could be set aside 
before taxes as a cash reserve to be used for the purpose of paying estate taxes 
would be of great help to all small business. This could be done on a percentage 
of net profit thereby making it equitable to all business. 

Mr. Chairman, we believe that legislation incorporating the principles of the 
bill, H. R. 5735, introduced by Congressman Curtis, would be a step in the right 
direction. It recognized the problems of the small and medium-sized concerns 
that have potential growth possibilities yet does not penalize larger companies. 
It is not a subsidy and will, in our opinion, increase rather than decrease Federal 
revenue because it is conditioned on reinvestment for modernization and expan- 
sion. The Northwestern Lumbermen’s Association is one of the 59 associations 
endorsing the principles embodied in that bill. 





STATEMENT ON H. R. 5735 BY THE NATIONAL ASS@CIATION OF REFRIGERATED 
WAREHOUSES 


The National Association of Refrigerated Warehouses is comprised of more 
than 500 members engaged in the business of preserving our Nation’s food sup- 
plies and other perishable commodities. Our members are in large part small 
locally owned enterprises operating as individual proprietorships, partnerships 
or corporations. 

As taxpayers, we believe that our tax laws should be designed to produce the 
needed revenue for our Government without stifling the growth of our economy 
or discriminating for or against any groups of taxpayers. 

The present tax laws unfortunately operate so as to accomplish both of these 
undesirable situations. 

In order to meet the needs of a rapidly expanding demand for adequate and 
safe storage and distribution centers for perishable foods, sparked by a mush-: 
reoming population, our industry has been called upon to make increasingly 
larger capital investments. However, because of the present tax situation our 
members have not been able to provide, in some instances, the modern and effi- 
cient facilities required. 
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As in other industries comprised of small businesses, the primary and often 
sole source of capital is from retained earnings. Consequently, our Federal tax 
laws provide a built-in competitive advantage for large companies who are 
usually able to meet the cost of modernization and expansion from borrowed 
capital. The continuation of this policy will narrow the tax base and increase 
the likelihood of concentration in industry generally. 

Therefore, we strongly support and urge your favorable consideration of the 
provisions contained in H. R. 5735. The Curtis bill would meet the real and 
most pressing need of small businesses, incorporated and unincorporated with- 
out discriminating against any other group. It will enable them to retain more 
of their own earnings for increased capital requirements and relieve the estate 
tax burden which is forcing small-business men or their beirs to sell out. 

We are cognizant of the world situation that requires each of us to support 
financially a strong national defense. We believe that the changes in the tax 
laws which we urge be adopted will result in greater revenue gains for the Federal 
Government by strengthening the earnings of those businesses against whom 
the present laws unfairly discriminate. 


STATEMENT ON H. R. 501 BY THE NATIONAL ASSOCIATION OF REFRIGERATED 
WAREHOUSES 


The more than 500 members of the National Association of Refrigerated Ware- 
houses are primarily small locally owned businesses engaged in the storage of 
perishable foods for others for hire. 

We believe that all businesses should be subject to the same tax laws; that 
no special tax consideration should be given to a particular form of business 
organization that is in direct competition with other businesses. 

Therefore, we request that the present tax advantages enjoyed by tax-free 
forms of corporations in competition with proprietary corporations be abolished. 
We believe that the earnings of this type of cooperative corporation be taxed 
at the corporate level before so-called patronage dividends are deducted. 

Corporations whose operations are identical, who render the same service to 
similar markets, but who differ only in their corporate structure should not be 
treated differently under the tax laws. 

Specifically, we endorse H. R. 501, that has been introduced by Congressman 
Mason, and urge your approval of its provisions. 


STATEMENT OF R. H. Rowe, VICE PRESIDENT AND SECRETARY, UNITED STATES 
WHOLESALE GROCERS’ ASSOCIATION ON Tax RELIEF FOR SMALL BUSINESS 


My name is R. H. Rowe. I am vice president and secretary of the United 
States Wholesale Grocers’ Association, a national trade organization of inde- 
pendent wholesale food and grocery distributors, with headquarters in Wash- 
ington, D. C. 

Our association at its annual meeting of members at New Orleans May 21, 
1957, passed the following resolution ; 

“Tax revision: We favor revision of present income tax laws to ease the tax 
burden on small business enterprises to the extent that such enterprises may 
have a greater chance for survival, may retain more of their earnings for growth 
and expansion and thus remain a strong factor in the field of competition.” 

Pursuant to the problems reflected in that resolution, our association had 
participated in a series of conferences held by 58 national associations which 
developed the principles of tax relief for small business now embodied in the 
Curtis bill, H. R. 5735. 

An account of these conferences and deliberations extending over a period of 
16 months was presented to the committee by R. L. Arnold on January 7, 1958. 
In connection with his presentation, Mr. Arnold submitted the list of the 58 as- 
sociations supporting the bill, H. R. 5735, which list includes the name of the 
United States Wholesale Grocers’ Association. 

We also approve and subscribe to the comments and conclusions on tax relief 
for small business as presented in testimony given to the committee on January 
7, 1958 by Dr. Spencer M. Smith, Jr., economist at the University of Maryland. 

Dr. Smith’s statement included in substance the following observations: 
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1. The lack of growth capital is so serious that small business will continue 
to decline unless help is forthcoming. 

2. The smaller firms have experienced a worsening relative to larger firms 
for they have not been able to achieve sales volume in sufficient amounts to over- 
come the declining amount of profit per dollar of sales 

3. A tenfold increase in business failures since 1946, during years of general 
economic growth for the country, is evidence of the trend. 

In addition to our support of the testimony of Mr. Arnold and our concur- 
rence in the conclusions of Dr. Smith, we desire to submit to the committee 
this supplemental statement in behalf of H. R. 5735. 

The support of H. R. 5735 by our association, we believe, is pointedly exempli- 
fied by two letters from members. 

With respect to that part of the Curtis bill which provides for deduction from 
taxable income for additional investment, the first letter says: 

“We have been wanting and needing a bill such as this [H. R. 5735] for a 
number of years. We are still a very small concern but began our operation 
some 20 years ago, with very little capital. Through all these years we have 
been ‘under capitalized.’ In fact, today, all the capital investment in this 
business has come from earnings. Often we have looked back over the amount 
of money we have paid out in income taxes and have felt how much good this 
additional capital or at least part of if would have done our busimess. 

“Operating a business such as ours in a small town makes it very difficult to 
secure outside capital. The Curtis bill would give us an opportunity to plough a 
greater share of our profits back into our business for further expansion. At 
the present time we are in the process of organizing a voluntary group with 
the idea of not only keeping ourselves in business, but of keeping our retail 
customers in business—giving them the opportunity to compete with the large 
chain operations. This change in method of our operation is costing us a con- 
siderable amount of money which must come out of earnings. A tax relief, 
such as the Curtis bill will provide, would certainly be of great assistance to 
us in not only the expansion of our business but in the expansion of our inde- 
pendent retailer’s business.” 

With respect to the provision of the Curtis bill providing for easement of 
estate tax requirements, the second letter says: 

“The equally important feature of this bill is the proposed change in the 
estate tax law. If enacted, it would not only afford quite a protection to an 
estate, but would likewise, assure a continuity in the operation of a business, 
that otherwise, may be forced to liquidate with the result that many faithful 
employees who have devoted their lives to their work, would be jobless. 

“Tt is hoped that our Congress will enact this bill as presented.” 





NATIONAL RETAIL FARM EQUIPMENT ASSOCIATION, 
Washington, D. 0., February 6, 1958. 
Hon. Wirrz0r Mu41s, 
Chairman, House Ways and Means Committee, 
House Office Bulding, Washington, D. C. 


Deak Mr. CONGRESSMAN: We submit the following statement for your con- 
sideration and for inclusion in the record of the committee hearings relating 
to needed revisions in the Internal Revenue Code. This statement relates to the 
problems of farm-equipment retailers. 

The National Retail Farm Equipment Association is composed of more than 
15,000 farm-equipment dealers located in rural communities throughout the 
United States. The average annual sales volume for all dealers is approximately 
$300,000. The total assets required for each store ranges from 40 percent to 
60 percent of volume. 

For the past several years the amount of invested capital required in the re- 
tail farm equipment business has continued to increase. Expanded service-shop 
facilities required to keep pace wit! farm machinery development is requiring 
an ever-increasing investment each year. This condition has also required a 
constant increase in inventories of equipment and repair parts. Furthermore, 
accounts receivable have constantly increased. 

At the present time the most urgent problem facing every farm equipment 
dealer in the country is that of obtaining capital required to finance the in- 
creased cost of capital equipment and the increased cost of replacing inventories. 
Practically the only source from which the farm equipment dealer can provide 
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this needed capital is from earnings. The dealer has little, if any, access to 
capital markets for additional equity capital. The borrowing capacity of these 
dealers is largely exhausted. We feel that some immediate adjustment must 
be made in the tax laws to permit the small independent dealer to retain more 
of his earnings for reinvestment in capital equipment and inventories. This is 
absolutely essential if the farm equipment dealer is to keep pace with the econ- 
omy and is expected to survive. During the past 3 years, many dealers in all 
sections of the country have had to liquidate their business because of inability 
to raise sufficient capital to keep up with requirements. 

The statement which Dr. Spencer M. Smith, economist in the Department 
of Economics at the University of Maryland, presented to your committee on 
January 7, on The Problems of Small and Medium-size Businesses and Their 
Need for Survival in an Expanding Beonomy describes precisely the problems 
facing the farm equipment dealers of the Nation. * 

We urge your committee to give immediate consideration to some adjustment 
in the tax laws which will permit the small-business man to retain a greater 
portion of earnings for reinvestment for capital expenditures and for increases 
required in inventory and accounts receivable. 

Sincerely, 
Pau M. MuLiiKken, Evecutive Director. 


NATIONAL ReTAIL HARDWARE ASSOCIATION, 
Indianapolis, Ind., February 6, 1958. 
Hon. WILBUR MILLs, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D.C. 


DeEAR Mr. CONGRESSMAN: We submit the following statement to be inserted in 
the record of the committee hearings relating to needed revisions in the Internal 
Revenue Code. This statement relates to the problems o fsmall business concerns 
with particular emphasis on the problems o fhardware dealers. 

The National Retail Hardware Association is composed of more than 25,000 
independent hardware dealers located in communities in all sections of the 
country. The average annual sales volume for these stores, is approximately 
$100,000. The average total assets required for each store per $10,000 of sales 
is approximately $6,000. 

For the past 10 years the hardware dealer has faced a continued increase in 
the cost of capital equipment and inventories . Hach year there has been a sub- 
stantial increase in the assets required per dollar of sales. Today the most 
urgent problem facing practically every hardware dealer in the country is that 
of obtaining capital required to finance the increased cost of capital equipment 
and the increased cost of replacing inventories. 

Practically the only source from which the hardware dealer can provide 
this needed capital is from earnings. The dealer has little, if any, access to 
capital markets for additional equity capital. The borrowing capacity of these 
small firms is largely exhausted. Some immediate adjustment must be made 
in the tax laws to permit the small independent dealer to retain more of his 
earnings for reinvestment in capital equipment and inventories. This is absolute- 
ly essential if the hardware dealer i sto keep pace with the economy and is 
expected to survive as an independent merchant. 

We have studied various presentations made to your committee during the 
course of the present hearings. The statement of Dr. Spencer M. Smith, 
economist in the Department of Economics at the University of Maryland, pre- 
sented to your committee on January 7, on The Problems of Small and Medium- 
Size Businesses and Their Need for Survival in an Expanding Hconomy describes 
precisely the problems facing the independent hardware dealers of the Nation. 

We agree with his conclusion that the proposal made by H. R. 5735 is the 
approach to the problem and would provide adjustments so badly needed by 
our members. 

Sincerely, 


RvusseEtt R. MUELLER. 





264 GENERAL REVENUE REVISION 


Houses oF REPRESENTATIVES, 
Washington, D. C., February 7, 1958. 
Hon, Wiipur D. Mis, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. CHarrMAN: I enclose a letter I received from Mr. J. Preston Wrenn, 
Charlotte, N. C., relative to H. R. 5735. I will appreciate your having Mr. 
Wrenn’s statement placed in the hearing records for general revenue revision. 
Please return the letter to me after it has served your purpose. 

With my very best wishes and kindest regards, I am, 

Sincerely yours, 
ALTON LENNON. 


CHARLOTTE, N. C., February 4, 1958. 
Hon. Atton LENNON, 
House Office Building, Washington, D. C. 


DEAR REPRESENTATIVE LENNON: This is to solicit your support and action on 
some type of tax relief, such as the Sadlak-Herlong bills. Bill H. R. 5735 seems 
ne _ to be a fair and equitable way to get our tax structure back on a sound 

I do not see how this great country can maintain its freedom and democratic 
system, when taxation hinders and retards individual and corporate initiative. 
Therefore, it seems to me that something should be done and I feel sure that you 
as our Representative have been, are, and will be doing everything in your 
power for the best interest of the people. 

Yours very truly, 
J. PRESTON WRENN. 


OPTICAL WHOLESALERS NATIONAL ASSOCIATION, INC., 
Jackson, Tenn., November 8, 1957. 
Hon. JERE COoPER, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D.C. 

DeaR CHAIRMAN Cooper: The members of the Optical Wholesalers National 
Association might properly be classified as smaller business and I speak for 
our association in stating that we are vitally interested in the revision of the 
present tax structure as we feel that the burden has been more on small and 
medium-sized organizations than any other. 

We are very interested in those bills which are being presented before your 
committee in regard to this matter and would like to go on record as endorsing the 
Potter-Curtis bills (H. R. 5735 and S. 1820) for small business tax relief. 

Anything we might be able to do to be of service to you in this matter will, of 
eourse, be forthcoming. 

Sincerely yours, 
HERMAN J. MULLER, 
President, OWNA. 


LOONAN LUMBER Co., 
Siougr Falls, 8. Dak., January 18, 1958. 
Hon, WILBUR MILLs, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 

Dear Mr. Mitts: I would like to briefly outline some of my thoughts regarding 
the necessity of obtaining tax relief for small business. I am writing at this 
time because of the general tax revision hearings which began January 7 before 
the Committee on Ways and Means. 

First, it is my observation that the small-business man has little control over 
his selling price due to the competition of many other small businesses of the 
same line. Unlike bigger business firms, the small-business man cannot take 
such expense items as taxes into consideration when establishing a price, thus 
permitting the desired percentage markup even after taxes. 

Second, a small business is sharply limited on ability to borrow or raise money 
for expansion. Conversely, big business is able to float a bond issue or borrow 
short-term money in large amounts at favorable interest rates. In other words, 
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small business must make and accumulate profits in order to expand, while big 
business can expand first and then make the profits. 

Third, a small business is required to set aside liquid capital if the business 
is to survive after the death of its principal. In other words, inheritance taxes 
can cripple a firm where one principal is the major stockholder. Capital must 
be set aside from profits in order to meet these taxes, or to purchase stock and 
present tax structure makes such accumulation ‘difficult if not impossible. It 
would seem that the small business should be allowed to continue, rather than 
be forced to sell out or merge with larger firms after one lifetime. 

These items all point to the fact the small business needs to retain more of its 
profits in order to expand or even hold its own. Tax relief therefore becomes 
essential. 

I suggest, Mr. Chairman, that the committee give careful consideration to the 
proposals in the bill, H. R. 5735, introduced by Congressman Curtis, as this bill 
recognizes and deals with the very problems I am writing you about. I would 
like to have this included in the record of the hearings. 

Yours very truly, 
K. J. M. Benz, President. 


STATEMENT RELATIVE TO H. R. 5735 BY THE NATIONAL TIRE DEALERS 
AND RETREADERS ASSOCIATION, INO. 


The National Tire Dealers and Retreaders Association, Inc., is a nonprofit 
trade association with membership which consists of independent tire dealers 
and retreaders in each of the 48 States. These dealers are independent business- 
men not connected in any way with the tire manufacturers, chainstores, or 
other factory-type outlets for tires. This association is the only trade association 
which represents the independent tire dealers and retreaders in the United 
States. This Association appreciates the opportunity of presenting to this com- 
mittee for its consideration some of the current problems facing the independent 
tire dealer which can be solved in part by relief under the internal-revenue 
laws. 

According to the most recent census of business issued in 1948, there are ap- 
proximately 20,000 dealers in the United States whose principal source of income 
is from tires, batteries, and accessories. Ninety percent of these dealers have 
fewer than 7 paid employees—70 percent having 3 or less. Sixty percent of these 
- dealers are individual proprietorships and twenty percent are partnerships. 
Fifty percent of them do less than $50,000 gross business in annual sale of these 
products. The independent tire dealer is truly a small-business man. 

Competition from company-owned stores, chainstore outlets, and other mass 
distributors have drastically reduced the independent tire dealers’ share of the 
replacement tire market. Thirty years ago the independent tire dealer sold 
nearly 90 percent of the replacement tire market. This dropped to 70 percent 
in 1930, less than 50 percent in 1940, and according to a recent survey by Look 
magazine, the independent tire dealer today has 24 percent of the total market 
in replacement passenger tires. In addition to severe competition from other 
types of retail outlets, tire dealers have been faced with a diminishing share of 
the market through increased direct selling at retail by major tire manu- 
facturers. Most of the major tire manufacturers in the United States today sell 
directly to truckers, fleet operators, and taxicab owners who use relatively large 
numbers of replacement tires. 

In addition, the independent tire dealer is faced with the same problem as 
independent businessmen in other fields of retail selling. Increased costs, both 
in labor, office overhead, materials, and supplies, along with severe competition 
for the available replacement tire market has reduced profit margins consider- 
ably. The independent tire dealer wants only a fair opportunity to compete 
with others for this business. The biggest single problem that the independent 
tire dealer faces in administration is a lack of adequate capital to finance his 
business. In 1930 there were on the market 22 sizes and types of replacement 
passenger tires; in 1957 there were 2,200 sizes and types of tires on the market. 
One major manufacturer in 1957 alone had for sale 273 passenger types and sizes 
with 13 different tread designs on it. The independent tire dealer, to compete 
with the larger, heavily financed retail outlets, must maintain an adequate in- 
ventory of types and sizes of tires to attract customers and to give prompt de- 
livery on replacement tires. Faced with an increased cost of doing 
and with the present high level of taxes, the increased cost in borrowing money, 









266 GENERAL REVENUE REVISION 


and the necessary cost increases involved in carrying larger inventory, such as 
space to store the inventory, increased bookkeeping, increased labor, increased 
insurance, and other miscellaneous items, the independent tire dealer does not 
have the capital available to stock an adequate inventory. Budget selling is now 
an essential for selling tires. This means that part of the dealer’s capital is tied 
up in tires which have already been sold and if the dealer seeks financing on the 
budget sales, his profit margin is reduced accordingly. 

At least part of the solution to the independent tire dealer’s serious disadvan- 
tage in competing with larger, more heavily capitalized retail stores, we believe 
is the program contained in H. R. 5735 of the 81st Congress, 1st session, intro- 
duced by Congressman Curtis of Missouri. This bill, which would permit a tax 
deferral for up to $30,000 or 20 percent of the net income of a trade or business if 
these moneys were invested in the trade or business, would make available more 
of the current earnings for investment in tire inventories. Increased inventories 
are essential to the continued existence of the independent tire dealer. 

We urge that the principles of H. R. 5735 be embodied in the committee's tax 
program for this year. Without this type of relief, it would appear to be a safe 
prediction that the 24 percent of the tire replacement market repored by Look 
magazine as the independent tire dealer’s share of this market will be reduced 
substantially in the coming years, not because the independent tire dealer cannot 
compete on even terms with other tpes of retail outlets in the tire indusrty, but 
merely because the independent tire dealer does not have and cannot get sufficient 
capital to stock an inventory of the size now required by a retail seller of re- 
placement tires. 

We thank the committee for this opportunity to express our views and to pre- 
sent the problem of the independent tire dealer to the committee. 


JOHN Hancock FURNITURE MANUFACTURING Co., 
San Diego, Calif., January 7, 1958. 
Re central tax revision hearings 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House Office Building, Washington, D.C. 

Dear Srr: On date of January 2, 1958, I forwarded to you 125 copies of my state- 
ment on income tax revisions, in which I referred to a letter which I had written 
to Hon. John Sparkman, chairman, Senate Small Business Committee, Washing- 
ton, D. C., which was published in pages 103-104, Tax Problems of Small Business, 
hearings before the Select Committee on Small Business, United States Senate, 
85th Congress, Ist session. I failed to enclose a copy of this letter to Hon. Spark- 
man, and enclose herewith three copies of same. 

Very truly yours, 
JoHN Hancock, President. 


STATEMENT OF JOHN HANCOCK, PRESIDENT, JOHN HANCOCK MANUFACTURING 
Co., San Dreco, “auir., SEPTEMBER 15, 1957° 


Hon, JOHN SPARKMAN, 
Chairman, Senate Small Business Committee, 
Washington, D. C. 

Dear SENATOR SPARKMAN: I am president of the John Hancock Manufacturing 
Co., employing approximately 125 individuals, whose products are redwood out- 
door furniture, redwood casket shells, and specification boxes. We have plants 
in 8 locations: the manufacturing plant at National City, Calif., and 2 assembly 
plants—1 in Leavenworth, Kans., and 1 in Trenton, N. J. This October will 
complete our seventh year in business. 

The original investment in the company was $235,000, of which I personally 
invested $200,000. Due to the fact that new markets had to be created for our 
products and a sales organization had to be developed we showed considerable 
loss the first few years of our operations. We have enjoyed a substantial gross 
profit in subsequent years, but have not had the net profit left after taxes sufficient 
to expand our business for taking care of the increased volume. This has forced 
us to obtain funds from outside sources which were insufficient to finance the 


1 Pages 103-104, Tax Problems of Small Business, hearings before the Select Committee 
on Small Business, U. 8S. Senate, 85th Cong., 1st sess. 
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increased volume of our consumer products, although I personally increased my 
investment by more than $100,000. 

Taxwise we find it is impossible to retain enough of our earnings for sufficient 
operating capital. This has been more drastic in the production of consumer 
goods than in defense products. In the sole production of consumer goods we 
do not have the tax advantages that are available to those that produce both 
consumer goods and defense products. 

This smothering and discouraging effect of continued high taxes on new busi- 
nesses and their growth will be drastically demonstrated if and when even a 
slight general recession is experienced nationwide. Action would then be too 
late to prevent the deluge of small-business failures which could snowball into 
eatastrophic proportions. 

The most enlightened, fairest, and most beneficial tax reform for all taxpayers 
is evidenced in the tax bills introduced in the House of Representatives respec- 
tively by Hon. A. N. Sadlak, known as H. R. 6452, and Hon. A. S. Herlong, Jr., 
known as H. R. 9119. These provide a gradual planned reduction of all income 
taxes over a 5-year period. 

After 7 years of profitable operation the only conclusion that can be reached .is 
that financially I would have been much better off investing my money to clip 
coupons with a minimum risk. The only satisfying aspect is the fact that my 
money is creating wealth and employment ; but at the risk of losing my investment 
later, for lack of a means to accumulate necessary reserves. 

Owning a small business is like having a bull by the tail—you can’t let loose. 
All your profits are reinvested in the company and the only way you can realize 
any advantage to your life savings is through liquidation or sale of the business. 
If something is not done to place small manufacturers of consumer goods on 
a par with the oilmen and large corporations, the antitrust departments will be 
working overtime because small businesses will liquidate and their owners will 
invest in the large corporations where their money is safer, always available, 
and yields a better return. 


(Whereupon, at 5:07, p.m., the committee was recessed, to recon- 
vene at 10, a.m., Wednesday, January 8, 1958.) 


| 
| 
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(Small Business; Tax Burdens Generally) 


WEDNESDAY, JANUARY 8, 1958 


House or REPRESENTATIVES, 
Committers on Ways snp Means, 
Washington, D. C. 
The committee met at 10 a. m,, pursuant to adjournment, in the 
hearing room of the Committee on Ways and Means, New House 
Office Building, Hon. Wilbur D. Mills (chairman of the committee) 
presiding. 
The Cainiaiies The committee will please come to order. 
Our first witness this morning is Mr. Tinsley W. Rucker. Mr. 
Rucker, please come forward. Will you give your name, address, and 
the capacity in which you appear for the benefit of the record. 


STATEMENT OF TINSLEY W. RUCKER, REPRESENTING ASSO- 
CIATED INDUSTRIES OF FLORIDA AND OTHER STATEWIDE 
ORGANIZATIONS, TALLAHASSEE, FLA. 


Mr. Rucker. My name is Tinsley W. Rucker. I am president 
and general manager of Dixon-Powdermaker Furniture Co., of 
Jacksonville, Fla. At this hearing I am representing: 


Associated Industries of Florida 

Florida State Chamber of Commerce 

Florida Tax Payers Association, Inc. 

Florida Tax Information Association, Inc. 

Florida Building Industries Council 

Florida Hast Coast Chapter, Associated General Contractors 
Florida Institute for Laundry and Cleaning 

Florida Lumber & Millwork Association 

Florida Sanitary Supply Association 

Florida Savings & Loan League 

Florida State Council, Associated General Contractors 
Florida State Retailers Association 

Florida Water & Sewage Association 

Florida West Coast Chapter, Associated General Contractors 
Jacksonville Laundry & Cleaners Association 

Northeastern Florida Chapter, Associated General Contractors 
Northwest Florida Chapter, Associated General Contractors 
Orlando Manufacturers Association 

Pinellas County Manufacturers Association 

Printing Industries of Florida 

Retail Grocers Association of Florida, Inc. 


As a qos. I was told of such hearings by my grandfather, 
Tinsley White Rucker, Jr., Congressman from Clark County, Ga., and 
by my grandmother, daughter of Howell Cobb who served as Con- 
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sman from Georgia from 1843 until 1851, during which period 

e was also Speaker of the House. This is not bragging, rather I 
feel that they contributed, in some degree, to the greatness of our 
country today. Since I enjoy these advantages, I have an obligation 
to assist in carrying out the traditions which have made this country 
great. My grandmother had one saying that I will never forget: 

When you believe in something, be ready to stand up and be 
counted.’ 

I am appearing here in support of the program of tax reform 
which is set out in the companion bills H. R. 6452 and H. R. 9119. 
We of Florida are proud that the Honorable A. S. Herlong, Jr., of 
our Fifth Congressional District, is one of the sponsors of this legisla- 
tion. We congratulate Congressman Herlong and the full member- 
ship of the Ways and Means Committee and the Honorable Sam 
Rayburn for their determination to proceed with the important in- 
vestigation of the evils of the Federal income tax structure. 

Sputniks, economic recession, and weather are the headlines of our 
papers. I think that these and other problems which have befallen us 
are the most important reasons why we should now engage in hear- 
ings on the tax-rate structure. These tax rates have had a cripplin 
effect on our economy for years. it haven’t been noticed as muc 
because of the inflation that we have had since World War II. The 
economic progress of our country in the last 10 years has been out- 
standing, and in the minds of some people, good enough. More than 
once, advocates of tax reform have been challenged to prove that the 
present rate is a restrictive influence. 

Some people believe that a corporate tax rate of 52 percent does 
not really hamper business growth. Some believe that individual 
income tax rates which start to take more than one-half of the person’s 
income at a level of $16,000 does not really interfere with that person’s 
initiative, or his energy on the job, ambition to get ahead or his readi- 
ness to save and invest his money which in turn provides greater 

owth. In our opinion, every person with any grasp at all of the 

act of economic life knows that these theories and beliefs are com- 
pletely false. 

One striking bit of evidence that we must provide greater incentive 
for our people was the dramatic news of the Soviet achievement in 
a technical area where we thought we were leading. I am an engineer, 
graduating from MIT in 1931. I recall vividly that a number of m 
class considered going to Russia due to the job offers which were made 
back during the depression. At that time, a number of Russian 
students were enrolled at MIT. That was only 26 years ago. Obvi- 
ously, there was a tremendous shortage of technical talent in Russia. 
However, they have expanded their training facilities and given to 
their graduates great opportunities for their country. The results are 
obvious. 

This indicates more rapid growth of Soviet economic and tech- 
nological ability than we had ever suspected. Overall, we believe that 
we are way out in front, but a" the gap is being narrowed and 


we are not. as far ahead as we believed. 


If my interpretation of this situation is correct, and I am convinced 
that it is, then the course is clear. It is a course which requires ex- 
pansion of our productive capacity, a higher rate of economic growth 
and the ability to devote more of our scientific and material resources 
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to the objectives of national security and world peace without seri- 


' ously encroaching on the living standards of the people. All people 


are basically the same. They produce more if there is more incentive. 
If incentive is taken away, they don’t produce as much. 

I think that it should be obvious to every reasonable person that 
we cannot expect to step up our economic growth under the punitive 
income-tax structure. In our type of free society, we don’t accomplish 
things by cracking a whip. We offer inducements and opportunities 
for men which lead them to work and plan and save. Ours is far 
and away a better method, but it cannot be stifled if it is to give us 
the needed results. We have paid lipservice to the oe of human 
effort and achievement, but have a tax system whereby the harder a 
man works and the more he earns, the less his efforts mean to him. 
The present steep progression of income tax rates is already suffocat- 
ing opportunities and incentives for the gifted individual. 

When Representative Herlong introduced bill H. R. 9119, he made 
some points that I think were outstanding. He said: 


It would take a long speech to recount all the reasons why the Federal Gov- 
ernment should remove the roadblock to economic progress inherent in our 
present income-tax structure, and I will state only four at this stage: 

First, inadequate savings inevitably result in excessive reliance on bank 
credit which, when used in substitution for new capital out of current savings, 
ean only insure a continuing inflationary tendency as the cost of economic 
growth ; 

Second, if, with inadequate savings, restrictions on new bank credit hold 
down the inflationary thrust and hence slow up our rate of growth, then the 
chief sufferers are those of our citizens, now in the lower income brackets, 
who stand to gain the most from greater production, more and better jobs, 
and hence increase in living standards ; 

Third, inadequate savings are a particular barrier to the development and 
expansion of business, and make it most difficult for small business to finance 
its operations and expansion ; 

Fourth, limitation on the formation of capital out of current income is espe- 
cially harmful to sections of the country which are the least developed indus- 
trially. 


He went on with another paragraph, which to southern business- 
men is particularly noteworthy. He said: 

The latter point is of particular significance to the South. In recent years 
we have been moving ahead in industrial development, but we still have a long 
way to go to achieve economic standards equal to those in other sections of 
the country. Through State development commissions and other avenues, we 
have made successful efforts to attract northern industry, which means north- 
ern capital. At the same time, however, we seem to have been oblivious to the 
fact that excessive rates of Federal income tax are draining off current income 
which otherwise would be saved and made available as new capital in our 
communities and States. Thus, we have condoned a tax system which under- 
mines the ability of the South to grow more rapidly and to accumulate much- 
needed capital out of its own growth. 

I can bear testimony to the accuracy of this analysis from my own 
experience in the furniture business. Our firm is.a small organiza- 
tion of 140 people. We started in this highly competitive business 
on January 1, 1946. The company had its troubles at the start and 
it wasn’t long before there were serious difficulties. I was given the 
opportunity to become president and general manager on a strong 
incentive contract, under which, if the company prospered, I, too, 
would prosper. I realized very quickly that that incentive could not 
be to me alone, but must go throughout the entire organization. As 
a result, we have gradually broadened the incentive program until 
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today it is a complete profit-sharing program with every member of 
the organization eligible to a We have seen what it has 
done for our company. It has enabled us to triple our size. It today 
provides steady employment for 140 people. I will grant you that 
this e not a large organization, but what company was large at the 
start 

As we have increased in size, we found the necessity for additional 
working capital that can come from 1 or 2 sources—retained earnings 
or new capital. We have stayed away from new capital since our 
200 stockholders saw their original investment drop to a very low 

int and gradually increase. ey made an investment in 1946 dol- 

ars. There was no dividend in many years. They are not particu- 

larly interested in bringing in additional people with 1957 dollars. 
They want to enjoy the fruits of their investment. It can only be 
ane by retained earnings which in turn requires a lower 
taxload. 

Our company falls in the category of small business. We have 
looked very carefully at the various plans and tax relief gadgets which 
have been pro to aid small business. It is our opinion that all 
of these scleeat have the same fatal weakness—it suggests reducing 
the taxload on a business while it is small, and then impose a heavy 
tax liability as soon as it starts to grow substantially. ould it have 
been possible for us to enjoy the benefits in our homes today had the 
companies which produced these fine products been shackled with 
such a taxload in their growing years? Are we by our tax structure 
going to eliminate the growth of new industry ? 

No energetic ambitious businessman is content to operate a one- 
horse business all his life just for the sake of paying a small tax. He 
knows perfectly well that a business does not stand still. He knows 
that in good times, he must do a greater volume in order to offset the 
poor times. The gadgets which are proposed for small business 
would tend to penalize success in the same way that the present tax 
system now does. In — contrast to this, a pon of orderly tax 
rate reform which is embodied in the Herlong and Sadlak bills would 
provide lasting tax relief to all business and all individual income tax- 
payers. rene percent of small business is unincorporated. 
The relief of this large proportion of such businessmen can be pro- 
vided only by substitution of reasonable rates for the high, steeply 
climbing rates of the individual income tax. 

Both these bills aim at an equitable relationship between corporate 
and individual income taxes by providing that ultimately the top rate 
of tax shall be the same for both classes of income. It certainly makes 
sense that “under a reformed rate structure, there is no reason why 
an unincorporated business or other individual taxpayer should pay a 
higher top rate of tax than a corporate taxpayer.” is was strongly 
brought out by both Representatives Herlong and Sadlak. 

Furthermore, they pointed out that the reduction of the high top 
rates of the individual tax would be accomplished by proportionate 
reductions of all rates up and down the line. In this way, a relative 
share of tax relief would be provided for taxpayers in all income 
brackets instead of being concentrated at one end. In this way, ade- 
_— protection would be afforded to small businesses and other mid- 

e bracket taxpayers. 
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The timing of this bill is important. There will be those who say 
that such action should be postponed in the light of today’s conditions, 
Gentlemen, I don’t think there is ever a time that conditions are per- 
fect. It seems to us that we must first of all come down to a basic 
attitude. If the points that we have brought out are the basis for a 
proper attitude or approach to this problem, then there can be but 
one time to start, just as it is anyone’s business—now. I strongly 
urge that this be put into effect as of January 1, 1958. The sooner 
that we can reassure all of the pei, who will be affected by this, 
that a proper attitude has been developed, the sooner we will start to 
reap the benefits, from those people, in that they will recognize the 
incentive. They want to see something happen now. Obviously, it 
can’t all be done in one year. That is the reason for the progressive 
~— which has been worked out to accomplish this over a period 
of time. 

The budgetary outlook for the present fiscal year and also for the 
next one is not too clear because much will depend upon the amount 
of a and on the ible improvement of the revenues. 

The provisions of the bills provide postponement up to a year of 
any reduction should the revenues not come in as anticipated, Thus, 
the reduction could be spread out to a maximum of 9 years if budget 
conditions should require full use of the postponement procedures. 
We believe that this would create strong incentive for both the execu- 
tive branch and the Congress to exercise the maximum control of 
spending. With the exercise of such control, we believe that the 
reductions would go into effect without unbalancing the budget. The 
forward scheduling of the tax-rate reduction would set up effective 
competition against excessive forward commitments for spending, 
which has been at the root of our budget problem. 

In conclusion, I urge that you act favorably on the program pro- 
vided for in these companion bills H. R. 6452 and H, R. 9119 without 
being too deeply concerned about the temporary short-run effect on 
the revenues, e must look at it from a long-range standpoint. 

I thank you for this opportunity to appear before you. 

The Cuamman. Are there any questions? 

Mr. Rep. I would like to congratulate you, sir, on the presentation 
you have made. I also wish to omapetclats you in having such an 
outstanding Congressman as you have in Mr. Herlong, and I con- 
gratulate him for having a constituent who has produced such a fine 
paper. 

f you have further suggestions on how to handle this tax situation, 
we will be glad to hear from you, 

Mr. Rucker. There is just one thing, sir, that I would like to bring 
up. This, of course, was written before I went to Chicago. There 
is a furniture market going on out there now. I am a furniture 
manufacturer, and of course I am up there to try to sell all of the 

oods we can. We have dealers and folks from all over the United 
tates up there. 

Mr, Reep. I come from a furniture manufacturing district, too. 

Mr. Rucker. You are from the Jamestown area, are you? 

Mr. Rezp. Yes. 

Mr. Rucker. I have seen a good many of your friends up there the 
last few days. 













274 GENERAL REVENUE REVISION 


The thing that is very obvious to all of us up there in the furniture 
industry is that while financial figures are not in yet, it is po to 
show up that shipments last year were 2 to 4 percent lower than they 
were the year before. That is in spite of the fact that there was a 
considerable increase in productive capacity during the year. 

Population went up also last year. There were some price in- 
creases, and so when we start talking dollar volume, there was a sub- 
stantial unuse, if you please, of productive capacity. 

We feel there js needed an incentive and unless there is a very 
definite policy brought out to all of these folks, all over the United 
States, very ber it will be too late. 

If you and I were to go home and we told our wives “I got a raise 
today”—when you come down to income tax reduction you are giving 
a raise as far as expendable income—right off the bat your wife is 
going to come along and say, “How about that sofa we were talking 
about, can’t we go ahead and get that now?” That sort of thing 
would be repeated all over the United States. And not just sofas, 
or furniture, but aiso lots of other things. 

The feeling of the manufacturers and the dealers we have talked to 
up there—because I have had a chance to talk to a lot of them— 
seems to be that a lot of people are going to say, “Here, we have a 
lot of problems right now, all of this Soviet business and all about the 
sputnik and so forth. What can we do?” 

I just feel very strongly that we are dealing with the same kind of a 
situation here as you do with a snowball. ere is no question but 
what there is a business dropoff. That is at knowledge right now. 
We can’t kid about that much longer. If we let that keep on snow- 
balling, it is going to be like a tiny snowball when it starts up at the 
top. You could reach out with your hand and throw it back very 
simply, but after that thing has gone along for a distance and a period 
of time, it has gotten to be so big that you could not possibly turn that 
thing around and throw it right back. It will taken an awful lot of 
pushing to even slow it down before you start to turn it around. 

I feel we are in the same sort of a situation. We have to do some- 
thing now. 

Mr. Rerp. Ithank you,sir. — 

The Cuamrman. Are there any further questions? 

Mr. Saptax. I think Mr. Reed has asked a question that I would 
have asked, because on page 6 Mr. Rucker has mentioned that it is 
important that we must have some action here today, and not per- 
haps later on in May or June, as has been suggested in some pots. 

Mr. Rucker. I think that is so true. We have also a situation as 
manufacturers, sir, that we have to plan 3 to 4 months out in the 
future. We know that the population is increasing in the country. 
We are certainly seeing it in our own State of Florida. We are hav- 
ing an awful time with schools due to so many folks coming along. 
So there are going to be new family units constantly coming into 
the market. 

If the expansion of these factors, whatever nature they would be, 
is not accomplished in an orderly fashion over a period of time, then 
we are going to face a problem before too long of these youngsters 
starting to come into the labor market. What is going to happen to 
them? They want an incentive. To me the most important thing 
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about this whole bill is the one element of incentive. I think if you 
give pees incentive, then they go out and do the best job. But if 
you take the incentive away from them, they come to the point of 
“What is the use?” 

I think the manufacturers have to have an incentive out there 
in front of them to go on and expand their facilities in an orderly 
fashion. They cannot do it by constantly borrowing money from 
banks. It has to come from retained earnings. If that is done over 
a normal period or spread of expansion, then we are not going to 
run into the problem of: shortages. MWe are going to have more econom- 
ically pri oods, and we are not going to have just scare buyin 
and shortage buying. That is what always throws us into a tail- 
_ I think our industry is not different than other industries. I 
think we are all faced with basically the same thing. 

Mr. Saptax. In your particular case, as I ehtetitost your testi- 
mony, your organization is meeting in Chicago at the present time 
and making plans for the next year. 

Mr. Ruoxer. All of the manufacturers are up there, sir. I under- 
stand there are something in the order of 10,000 buyers, or 10,000 to 
12,000 buyers in Chicago right now. I do not know how many manu- 
facturers there are up there. There are two huge buildings and they 
are just full of them. We are up there showing our oie of 1958. 
The dealers are up there taking a look at our 1958 models. They are 
saying, “All right, we think that we can sell this, and we think this 
is good and we think that is bad, or we think it is indifferent. We are 
willing to put our money in there to back our judgment up.” — 

Based upon that, we are going to go home and we are going to start 
a production of those particular items, somewhere looking 3 months 
out into the future. at is before those goods come out. Then that 
dealer by the time he gets them and he gets it on his floor and he has 
an opportunity for reaction, is talking about several more months. 
So what we are trying to anticipate now is what is this person who 
is going to do the buying going to feel like 6 or 7 months from now. 
That is what we are sweating with right now. 

Mr. Saptax. Thank you very much. 

The Cuarrman. Are there any further questions ? 

If not, Mr. Rucker, we thank you for your appearance and the in- 
formation you have given the committee. 

—- next witness is Mr. Lothair Teetor. Will you come forward, 
please. 

Will you give your name, address, and the capacity in which you 
appear, for the benefit of the record. 


STATEMENT OF LOTHAIR TEETOR, CHAIRMAN, FEDERAL TAX 
COMMITTEE, INDIANA STATE CHAMBER OF COMMERCE, HAGERS- 
TOWN, IND. 


Mr, Trrtor. My name is Lothair Teetor of Hagerstown, Ind., and 
I am a director of the Perfect Circle Corp. I am officially appearing 
for the Indiana State Chamber of Commerce of which I am a director 
and chairman of its Federal finance committee. Although I officially 
represent the State Chamber of Indiana, I think I also represent the 
point of view of the majority of the citizens of Indiana, House Con- 
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current Resolution No. 16, peqenn’ March 1957 by both the house and 
senate of the Indiana General Assembly, states in no uncertain terms 
how the people of Indiana feel about our Federal tax system. My 
testimony will be in complete agreement with that document. 

With your permission, Mr. Piceiateksen I offer for the record House 
Concurrent Resolution No. 16. 

The Cuamman. Without objection, it will be included at this point. 

(The document is as follows :) 


A RESOLUTION oF THE 90TH GENERAL ASSEMBLY STATE OF INDIANA 
HOUSE ENROLLED CONCURRENT RESOLUTION NO. 16 


A CONCURRENT RESOLUTION memo Congress to substantially reduce the taxes 


on poreene incomes, corporate incomes, estate and gift taxes, and remove the in- 
equities in excise taxes 


Whereas, we, the elected representatives of the people of Indiana have ¢are- 
fully observed the effect of high Federal tax rates on individuals and business 
and we are deeply concerned over what we see ; and 

Whereas, highly progressive income tax rates, the invention of Socialist Karl 
Marx, have made the accumulation of personal venture capital virtually impos- 
sible and have destroyed the incentive for individuals to invest in new and un- 
tried business ventures ; and 

Whereas, high Federal tax is the basic cause of many mergers which are 
slowly but surely absorbing the middle-sized company with its independent man- 
agement, and concentrating business and economic power in the hands of large 
corporations ; and 

Whereas small corporations are finding it impossible to retain sufficient profits 
after tax collection, to permit reasonable and healthy growth; and 

Whereas we see the Federal Government dominating almost every field of 
taxation, and it has become the tax octopus, taking more and more away from 
our citizens, and leaving State and local government on a starvation diet. Fed- 
eral tax policies are encouraging the forced acceptance of “Federal aid” and 
the centralization of governmental power in Washington; and 

Whereas the highly progressive income tax with rates ranging up to 91 per- 
cent is in fact confiscation of income and through high estate and gift taxes 
we have confiscation of property as well. Because this socialistic philosophy is 
repugnant to Americans, many taxpayers feel they have moral justification for 
evasion; thus, dishonesty is encouraged and the equitable collection of taxes 
is impossible; and 

Whereas to make available venture eapital, to restore the incentive to engage 
in new job creating enterprises, to give small business the opportunity to prosper 
and grow, to stop the trend toward concentration of industry, to restore the per- 
sonal right to dispose of property by gift or at death without penalty, to enable 
the States to assume the responsibilities which are rightfully theirs: Therefore 
be it 

Resolved by the House of Representatives of the General Assembly of 
the State of Indiana, the Senate concurring: ‘ 

Section 1. We respectfully recommend for immediate consideration by Con- 
gress the following: 

(1) Substantial reduction of the combined normal and surtax rates on 
personal income. 

(2) Tax relief for small corporations to permit normal and healthy 
growth. 

(3) Drastic reduction of Federal estate and gift taxes. 

(4) Extension of excise taxes at a uniform rate to remove inequities be- 
tween industries and to meet budget requirements. 

Sec. 2.. The principal clerk of the house of representatives is hereby directed 
to forward copies of this resolution to the President and Vice President of the 
United States, to the Speaker of the House of Representatives of the Congress 
of the United States, and to all the Members of Congress from the State of 
Indiana. 

(Adopted by the House of Representatives and the Senate, March 6, 1957) 


Mr. Trrror. We believe in the necessity for — defense just 
as much as any group of people in this Nation. e must keep our- 
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selves physically safe from our potential enemies regardless of cost. 
That is our No. 1 job. But we also recognize the necessity for eco- 
nomic security, for without strong business institutions, soundly fi- 
nanced and efficiently managed, it would be impossible to defend 
ourselves or help our allies if war should come. 

We are economically strong today, but there are unmistakable signs 
of weakness in our economy that must be recognized and dealt with 
before the weakness becomes a deep-seated disorder. 

First of all, we think there should be an immediate and substantial 
reduction in the highly progressive income-tax rates as a move to 
check the recession and restore business confidence. It has been ap- 
parent for some time that the tax structure is a major factor in the 
current slump. 

We most strongly recommend that the Congress does not wait too 
long before tax reform is decided upon and put into effect. There will 
be a tendency to temporize, to wait and see, to hope for upturns. 
There is grave danger we will wait until a recession gets deep to do 
something about it. When we know something is wrong, the sooner 
we correct it the better. 

Americans must realize and never forget that we are living in the 
midst of a revolution that is directed toward the destruction of the 
principles of western civilization. The United States is not free from 
the infiltration of these revolutionary forces, the most subtle being 
the socialization of our tax structure through the highly progressive 
income tax, which confiscates earnings; and its counterpart estate and 
gift taxes, which confiscate private property. 

The group I represent is, of course, concerned about the immensity 
of our taxload, but we are much more concerned about the philosophy 
embodied in our tax system, which is destroying the incentives and 
initiative that create new jobs, substituting security for opportunity in 
the minds of our potential new business owners and managers, and 
making the accumulation of risk capital] virtually impossible, 

Slowly but surely, Federal income and estate taxes are siphoning 
off every pool of personal wealth in this country, and destroying the 
source of funds from which business ventures obtain the capital to 
start and grow. 

From 1953 to 1955 I was Assistant Secretary of Commerce for 
Domestic Affairs of the United States Department of Commerce. In 
that office I had a front seat to observe some of the unfortunate things 
that are happening to our free competitive enterprise system. |For 
2 years I was a member of the Loan Policy Board of the Small Busi- 
ness Administration, where your tax money and mine was being used 
to bolster up small business. Private capital would be available for 
small business had not Federal taxes stripped investors, both large 
and small, of the personal risk capital which historically had financed 
them. Furthermore, small businesses could do a lot better job of 
financing themselves if Federal income taxes were set at a more 


reasonable rate. There is nothing wrong with small business that. 


reasonable tax rates will not fix. 

One thing we should all know by now: We can’t have private enter- 
prise without private capital. 

Some of you may be thinking, “But I know a lot of people who still 
have lots of money. Our tax system has not absorbed all the personal 
pools of wealth.” 
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And you are right. We all know some people who are the owners 
of accumulated wealth. But how many do we know who will risk 
their savings or inheritances in a new speculative business? Not 
many I know will do that. Their money is invested in blue-chi 
stocks, good eer neoee cee estate, in tax-free bonds, in Fed- 
eral securities, in insurance. Private personal capital, that is still in 
existence, has been forced into comparatively nonspeculative invest- 
ments. This is the money that used to go into economic ventures 
that make national wealth, create new businesses and more jobs. 
Those who thought they would soak the rich, missed the target and 
have hurt the very people they professed to help. 

The fact is we are drifting into socialism. The subtle principles 
of Karl Marx have been permitted to invade our tax system. 

The trend is crystal clear to all who care to look. The number 
of new business starts is great, but the number with growth possibili- 
tiesissmall. There is not sufficient risk capital available to attract the 
competent young businessman who wants to start and grow a business 
in which he would have a major interest. Neither is the reward for 
success gut enough to pull him away from the large corporation 
where there is greater security and more fringe benefits. He will 
not trade the security of a job with an established corporation for the 
doubtful opportunity of achieving broader horizons and independ- 
ence by operating a business of his own. It is indeed strange that 
while Russia is putting increased emphasis on incentives to reward 
unusual merit, the United States has been removing them. Could 
this possibly be the cause of some of our present-day dilemma? 

Another disquieting trend is the concentration of business in fewer 
hands in many industries. This is not conducive to invigorating and 
cost-reducing competition. Too much responsibility and economic 
power is being concentrated in the hands of too few business and labor 
leaders. Middle-sized concerns are selling out to larger corporations, 
all too frequently because of tax implications. 

Apparently capital is available for the expansion of well-known 
successful corporations, but we should remember that strong com- 
petitive forces are necessary to the success of the free-enterprise sys- 
tem. This means that substantial new ventures with competent man- 
agement and growth possibilities must always be in the making 

ese new ventures are speculative and must therefore look to the 
individual investor for a large part of their capital. 

But there is little incentive to invest capital in speculative ventures 
today. If a venture is successful, the tax collector takes the lion’s 
share of the earnings. If the venture fails, the investor has little 
opportunity to recoup his loss from other investments. - 

at is the end of this road? We think it is the destruction of 
free competitive enterprise and our precious personal freedoms. The 
only alternative to free enterprise is Government-dominated business, 
in Government-dominated business means Government-dominated 
1ves, 

During the first phase of this evolution, in which we are starting, 
the middle-sized business will cease to exist. Without speculative 
capital, new business with growth possibilities will not start. Attri- 
tion and mergers will remove the ones that are now operating. Soon 
there will be only two kinds of business—very small (millions of 
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ee and very large (a few hundred, perhaps), with nothing in the 
middle. 

Such a concentration of business will call for more and more Gov- 
ernment regulation until Government finally takes over every major 
industry. Then we are no longer a free country. All production, 
both quality and quantity, will be Government-controlled. Govern- 
ment will set the wage rates, tell you where to work, and also set the 
prices of everything you buy. Without the motivating forces of com- 
petition and rewards, quality goes down and costs goup. The stand- 
ard of living of everyone will be reduced. 

Neither will the evolution be smooth and painless. Lack of con- 
fidence in the Government, poor business, os poverty, 
insecurity, resistance to the new order, domination by Government 
officials will be inevitable in this journey from freedom to socialism. 

It might be helpful at this time to take a look at England. Many 
years ago, England started down the socialistic road and may 
now have reached the point of no return. Many students of 
the English economy think the principal cause of England’s eco- 
nomic fall and present dilemma has been her confiscatory income and 
death taxes. I am told that Mr. Colin Clark, director of the In- 
stitute of Rural Economics at Oxford University and formerly an 
active member of the Labor Party, now is head of an English league 
to reduce taxation. The present levels of British taxes, he says, tre- 
mendously reduce saving and initiative and immediately menace the 
nation with general poverty. rt 

Lord Beveridge, the architect of the British welfare state, now 
declares repeatedly in public that taxation is destroying the vitalit 
of English life by wiping out the savings of the provident and penal- 
izing the best elements in the nation. 


Russell Kirk, a competent American student of English economics, 
editor of Modern Age, and author of numerous books, including the 


Conservative Mind and the American Cause, in a recent letter to me, 
said: 


The effect of British taxation, now taking directly nearly half the total na- 
tional income, has been to accelerate the triumph of socialism, whether the 
British Government is Conservative or Labor, but in a fashion which even the 
Socialists did not expect. 

The heart of the matter is this: The state takes so large a proportion of the 
national income that private corporations and individuals do not retain enough 
to provide for either the needs of the public or their private necessities. Thus, 
the state is called upon, again and again, to perform new functions, for lack 
of private capital and initiative. And the more new functions the state under- 
takes the more money it must raise through taxes, and the less money is left in 
private hands. Thus, the process is cumulative. The process has now advanced 
so far that it is very difficult to raise the money to pay taxes, and even the 
Socialists know this. They recently have proposed, therefore, through Mr. 
Gaitskell, a Labor Party member of Parliament, that the state accept, in lieu 
of taxpayments, a share in the direct ownership of industries and commercial 
enterprises—a share which would steadily increase. As the state becomes 
proprietor of a larger and larger share of the nation’s capital, the tax burden 
upon the segment still remaining in private hands becomes quite insupport- 
able; so, the remaining private firms and individuals go to the wall. Thus, 
eventually, all property would be owned by the state, and this, in substance, 
means communism. 

The British economy and the British social order are showing many signs of 
grave sickness—signs now visible to both political parties and to every acute 
student of society. Even the Socialist writer, ©. A. R. Crosland, speaks of the 
present rates of taxation as “savage.” Confiscatory taxation is one of the 
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principal causes of this decay. But, once this pattern of excessive taxation has 
been established, and once socialism is entrenched, to reverse the process be- 
comes hearbreakingly difficult. 

No one, not even the Labor Party, really intended to bring about this dis- 
tressing state of affairs in Britain. England sank into her present confusion in 
a state of absence of mind. There is reason to believe that the same process is 
at work in the United States. 

Our own experience in the field of progressive taxation follows 
closely the course of English taxation. PWith our flair for getting 
things done quicker than anybody else on earth, it is quite possible 
a we could arrive at their tragic plight in less time than it took 
them. 

We have listened to the speeches of administration leaders, Sena- 
tors, and Congressmen, predicting that tax reduction at this time was 
not ible. We have also read the columns of political experts in 
which the terms “realistic” and “practical politics” occur at uent 
intervals, but we have not been impressed. 

We believe the highly socialistic income and estate taxes can be 
drastically cut without detracting one iota from the essential mili- 
7 budget, if there is a will in Con to dose. 

here is the great probability, borne out by history, that, if tax 
rates were reduced to take some of the shackles off our American enter- 
= system, the resulting increase in economic activity would pro- 
uce sufficient new revenue to more than replace any possible loss 
through rate reduction. 

We are not unmindful of the fact that annual Federal revenues 
have increased from $60.4 billion to $73.5 billion in the last 3 years, 
an increase of $13 billion. Neither are we unmindful of the fact that 
Federal expenditures have increased $7.6 billion in that same period 
of time—$5.6 billion of which was due to increases in nonmilitary ex- 
penditures. Does this not indicate that so-called worthy projects 
always will absorb the revenue that is collected, and the only practical 
way to reduce expenditures is to hold the debt limit and then limit the 
amount of revenue that will be collected? Congress and the admin- 
istration both know that practically every Government program has 
some fat in it, and that many programs can be dispensed with entirely 
if there is no money to pay for them. 

Your committee now has before it for consideration 2 identical 
bills, 1 introduced by Representative Sadlak, H. R. 6542, the other b 
Representative Herlong, H. R. 9119. It is our opinion that, of all 
the tax bills so far introduced, these bills strike closest at the crux of 
the problem. They recognize the Page consequence to our free- 
enterprise system of continuing the highly progressive individual in- 
come tax, and, by slow and easy steps over a period of 5 years, reduce 
the minimum rate to 15 percent and the maximum rate to 42 percent. 

During the same period, the maximum corporation rate is reduced 
to 42 percent, the normal rate being reduced from 30 to 22 percent. 
This reduction of 8 percentage points in the normal-tax rate would 
be a great help to small corporations. 

Many other reforms and corrections are needed in our revenue 
code, but here in the Sadlak-Herlong bills is a reasonable start in the 
right direction to preserve and strengthen our free economy, The 
immediate effect of the passage of such legislation would be a resto- 
ration of business confidence, the priceless ingredient of good times. 


{ 
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As the effects of tax reform — to be felt, new businesses with com- 
petent management and “—< possibilities will spring up, provid- 
ing new jobs for our rapidly growing population. New products and 
new services will be offered to the public at more competitive prices. 
Businessmen will be free to make decisions based on business factors 
and not so much on tax impacts. : 

But, above all, will be a return of confidence that here in America 
there is still opportunity and reward for those of ability who want 
to work hard, and that no socialistic pean will steal away the 

earnings which one has risked and worked to acquire. 

' It is possible to have both military supremacy and tax reform. All 
we have to do is cut the nonessentials so we can afford the essentials, 

The Cuatrman. Are there any questions? 

‘Mr. Eseruarrer. Mr. Teetor, do you think high interest rates have 
had a harmful effect upon the obtaining of risk capital, particularly 
in the case of small-business concerns ? 

I have contended that the high interest rates have been particularly 
harmful to small business rather than to large business concerns in 
thecountry. Would you care to express an opinion on that? 

Mr. Tzetor. I don’t believe that high interest rates have had the 
detrimental effect on business that some people have thought. 1 
think it has been the fact that there just was not enough speculative 
capital available at any interest rate. Small business just couldn’t 
borrow the money. Nobody wanted to invest in any business that was 
not a sure thing. 

Mr. Esrruarter. It was reported to me that small business could 
not borrow because the interest rates were too high and there was 
no capital available. I think each one of these reasons has an effect. 

Mr. Trrtor. Each one did have some effect. It is a matter of em- 

hasis. I would place the emphasis particularly on the nonavailabil- 
ity of capital. 

Mr. Esernarrer. And particularly it harmed small business rather 
than the real big concerns ? 

Mr. Trxtor. Yes. It seems like the big concerns have been able to 
get the money they needed to expand, but the small corporations need- 
ing speculative capital that comes from the personal investor, they 
couldn’t get the — 

Mr. Expernarter. Thank you. 

Mr. Suapson. Mr. Teetor, keeping in mind the charges which are 
fixed in the Federal budget by interest rates and those areas which 
historically are more or less unchangeable, as benefits to veterans and 
some things of that sort, I will ask this question: 

As a matter of fact, if expenditures due for national-defense 
purposes, or otherwise, continue rising, would you anticipate that, at 
—— tax rates, revenues will increase and permit us to avoid 
deficits 

Mr. Tzeror. I am afraid if we do not do something with taxes, 
revenues will not continue to increase. 

I think this last year there was considerable disappointment in not 
getting a tax cut last year. There was discouragement. 

Now we all know that business confidence is that priceless ingredient 
of good times. Confidence has more to do with what business does 
than probably any other thing. When they lose confidence and say, 
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our lives; why should we work so hard, and why should we risk our 
money and lose it when we can’t save any more”; when le are 
saying that sort of thing, they become discouraged, and I think there 
is a lot of that kind of thinking in the times we are having right now. 
Mr. Sumpson. We have had as chairmen of this committee, in my 
short membership, distinguished gentlemen and we now have one 
as chairman, but one of the earliest ones used to say that taxwise 
we always ran the risk of killing the goose that laid the golden egg. 
I personally envisage that if we continue increasing spending and 
den’t do something to change our tax rates. I think I agree with you | 
| 
| 


| 
| 
‘Well, I'guess we are going to have these high rates for the rest of 
| 


that by changing tax rates wisely we will increase revenues. Now, 
for the purpose of this, if you agree with me to a degree on that, 
if the bill that you advocate, or any bill which does permit tax 
reduction, should in itself result in an unbalanced budget for an im- 
mediate year but give prospects or reasonable prospects for increas- 
ing revenue in subsequent years, do you agree with me that that 
is desirable as contrasted with a picture we may face, a series of years 
of deficits without hope of income expanding at present tax rates? 

Mr. Tretor. Yes, I think an immediate deficit for a period of 
1 year, if it wasn’t a very deep one, would certainly be better than a 
series of years of deficits, the result of our present confiscating tax 
rates. 

I don’t believe most of the people of our Congress would permit a 
series of deficits. They know what that does to an economy. 

But I would think a temporary deficit for 1 year, which a tax cut 
might cause, would be preferable to the risk of having a series of defi- 
cits if the present tax rates are continued. 

Mr. Sumpson. Is it the gist of your argument that wise tax reduc- 
tion—and I don’t necessarily subscribe to each item of the bill you 
have in mind—will give us an encouragement in the business world 
which will, in the long, run, give us adequate funds to operate the 
Government without a deficit ? 

Mr. Tzrror. Yes, I am sure it will. And I feel that a resurgence of 
confidence is necessary today. 

I am also sure that, if Cousins wants to, we can cut out enough 
nonessential things out of our spending so we won’t have a deficit. 
We just don’t have to have one. 

r. Sroupson. But the combination of the two, then, as you envi 
it, would result in a lower tax rate and a continued balanced budget. 

Mr. Terror. That is right. 

Mr. Sumpson. That is all, Mr. Chairman. 

The Cuareman. Are there any further questions? 

Mr. Saptak. I have just one question. 

On page 9 of your statement, the concluding sentence of that para- 
graph on page 9 is as follows: 

Businessmen will be free to make decisions based on business factors and not 
so much on tax impacts. 

Would you like to add a little more to that? Do businessmen 
decide today whether to expand or make further investments accord- 
ing to whethat it is good for their industry or do they decide whether 
to expand on what the impact of taxes will be? 
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Mr. Treror. In modern business today most of the decisions you 
make are made on what is the tax effect going to be. It is the cause 
of a great deal of waste in business today, because any company that 
is making money will spend money for so many things that can be 
expensed, because in effect the Federal Government pays for over half 
of it, 

Everything you buy, and all of your selling expenses are based so 
much a the tact that the Government pays half of it, all of the time. 

I do not believe we can have a good, vigorous, competitive industry 
so long as the tax take is so great. Those thin just can’t help from 
entering the mind of every businessman when he is making decisions. 

Mr. Sapiaxk. So that your estimation is that the present tax struc- 
ture becomes a deterrent to expansion rather than encouraging it? 

Mr. Tzeror. Of course. 

Mr. Sapiax. That is all, Mr. Chairman. 

Mr. Curtis. Mr. Chairman, I am stimulated to ask a question there 
as a result of the response to Mr. Simpson’s question, by which 
revenues might increase. 

You would agree, would you not, Mr. Teetor, that revenues might 
increase through the use of an inflated dollar? But I think that you 
were saying that ies: would not increase if we used a constant dollar. 
Am I correct in that ? 

Mr. Terror. That is right. Certainly we don’t want them to 
increase just by inflated dollars. 

Mr. Curtis. And, yet, a lot of the increase recently in the gross 
national product is more inflated dollars than it is real increase. 

Mr. Teeror. Some of it is, yes. 

Mr. Curtis. So I come to another question. 

Actually inflation increases the tax rate without any legislation, or 
increases the tax take. It is simply by the devaluation of the dollar. 
Isn’t that a fair statement ? 

Mr. Tretor. Yes; I would think so. 

Mr. Curtis. In other words, any deductions in the income-tax law 
at a constant dollar becomes half of what it was before. An income 
of $10,000, which was $5,000 before, results in that. So I pose the 
other point: To continue deficit financing, of course, would further 
inflation and, so, raise the tax rates without any action at all taken 
by the Congress; isn’t that true? 

Mr. Treror. Certainly that would be true. We must avoid in- 
flation. 

The Cuatrman. Are there any further questions? 

If not, Mr. Teetor, we thank you for your appearance and the in- 
formation given the committee. 

(The following statement was filed with the committee :) 


STATEMENT OF INDIANA STATE CHAMBER OF COMMERE 


The people of Indiana long have been concerned by the effect of high Federal 
taxes, particularly the highly progressive individual income tax, on our free 
enterprise system. In March of this year the Indiana General Assembly 
memorialized Congress by House Enrolled Concurrent Resolution No. 16 to give 
immediate consideration to substantial tax reduction, stressing the importance 
of relief in the income tax area. (Copy of this resolution enclosed.) 

The highly progressive income tax not only has dried up the personal venture 
capital of the Nation, but also is killing the ambition of our competent business 
leadership by destroying the reward for merit. No longer can competent in- 
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dividuals, regardless of the size of their incomes, hope to save or raise sufficient 
capital to start and grow a substantial business. The young people of America 
are being forced, because of our tax system, into accepting security as their 
primary goal in life. 

Owners of successful middle-sized business are selling out to larger corpora- 
tions because it is the only way they can take money out of a business without 
giving most of it to the tax collector. The trend is toward a constantly in- 
creasing concentration of business, reducing the competitive forces that provide 
economic balance so essential to successful operation of the free enterprise 


system. 

During the 1st session of the 85th Congress, two identical tax reduction bills 
were introduced in the House of Representatives and referred to the Ways and 
Means Committee. One bill is H. R. 6452, introduced by Representative Antoni 
N. Sadlak. The other is H. R. 9119, introduced by Representative A. S. Herlong, 
Jr. These bills strike at the root of the problem not only by reducing personal 
and business taxes, but by reducing the rate of progression on individual income 
taxes and spreading the reduction over a minimum period 5 years, 

Despite possible increases in defense spending, a reduction in tax rates for 
the calendar year of 1958 is economically sound. Necessary increases for de- 
fense spending can and should be offset by reductions in other budget categories. 

Therefore, we, the directors of the Indiana State Chamber of Commerce, as- 
sembled in regular meeting : 

Compliment the Ways and Means Committee upon its demonstrated aware- 
— the grave problems which the Sadlak-Herlong bills seek in a measure 
to solve; 

Express our appreciation to the committee for the steps taken toward prompt 
action upon these bills by the setting of early hearings; 

Stress the great opportunity and challenge presented to the committee and to 
the National Congress to change constructively the course of our economic drift 
by the enactment of legislation of the type represented by these bills; 

Give our complete endorsement to the Sadlak and Herlong bills and respect- 
fully urge the committee to give them prompt and favorable consideration. 

We state our belief that this is not the usual request for a tax reduction. It 
is a plea for tax reform to stop the trend toward socialism and to save the free 
enterprise system. 


The Cuamman. Our next witness is Mr. Francis E. Kane. 


Will you give your name, address, and the capacity in which you 
appear for the benefit of the record. 


STATEMENT OF FRANCIS E. KANE, A CERTIFIED PUBLIC AC- 
COUNTANT AND ATTORNEY AT LAW, CLEVELAND, OHIO 


Mr. Kane. My name is Francis E. Kane. I am a certified public 
accountant and an attorney at law in Cleveland, Ohio. I appear in 
an individual capacity as one engaged in tax practices for approxi- 
mately 20 years. I would like to speak on behalf of the proposed 
legislation which would permit the payment of estate taxes in equal 
installments instead of one lump sum as the law now provides. 

I am aware that the present law contains a provision which per- 
mits the payment of estate tax in 10 installments. But, as the Sew 
now reads, permission to pay the estate tax in installments is dis- 
cretionary with the Commissioner of Internal Revenue, and is al- 
lowed only in cases in which the taxpayer can show undue hardship. 
The present regulations do not consider that the forced sale of a busi- 
ness constitutes an undue hardship. In practice it works out that 
the relief intended is seldom ever granted. The proposed legislation 
which is now under consideration would make it optional with the 
taxpayer whether to pay the tax in 1 lump sum or in 10 equal in- 
stallments conditioned only upon the furnishing of a surety bond 
to secure payment of the deferred portion of the tax. H. R. 8523, in- 
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troduced by Congressman Baumhart last summer, would provide 
this relief. I understand that several other bills were introduced 
which would provide similar relief. 

I am hopeful that similar provisions will be incorporated in any 
general tax revisions which may be enacted by this session of Congress. 

It seems to me that this is one of those rare occasions when the 
Congress can grant the taxpayers relief from the present heavy 
burden of taxes without any reduction in the amount of revenue 
realized by the Government over a period of time. The surety bond 
and interest provisions of the proposed legislation not va Foam me 
that the tax will ultimately be paid but also provide the Government 
with a source of interest income on the deferred portion of the tax. 

At the present time I am coexecutor of an estate that is = 
several small businesses, and therefore I have firsthand knowledge o 
the problems that are encountered upon the death of the principal 
owner or stockholder of a small business. In addition to the problem 
of raising money with which to pay the estate tax, the executors are 
usually faced with the problem of providing new management to 
continue the operation of the business. 

Generally the average small business, whether in individual or 
corporate form, is a family affair in which all of the cash funds are 
tied up in the actual operation of the business itself. In many. cases 
the dual problems of providing new management to continue opera- 
tion of the business and of raising funds to pay the estate tax in one 
lump sum present insurmountable difficulties. The executors of the 
estate then have no alternative but to sell the business in order. to 
provide the necessary funds with which to pay the estate tax. The 
very fact that the potential buyers of such small businesses know that 
the executors are being forced to dispose of the business 'to pay estate 
taxes generally depresses the price that can then be sbtaleeal The 
result is that the executors are in many instances forced to dis 
of the business at a price far below its actual value.. When this hap- 
pens, the amount of the estate tax collected by the Government. is 
correspondingly reduced. Therefore, actually this type of legislation 
could possibly provide increased estate tax revenue rather than a 
reduced amount, 

Separate and agers from the problems encountered by the executors 
in the payment of estate taxes upon the death of the principal owner 
of a siuditindeleinen: I think the Congress should take into consideration 
the very detrimental effect that such forced liquidation or sale of a 
small business has upon the general economy of the Nation. 

When an executor of an estate has a business which he is forced to 
sell in order to pay estate taxes, he soon finds out that the number 
of potential buyers is quite limited. Other small businesses of a 
comparable size are usually struggling to solve their own financial 
problems and have no funds with which to purchase additional prop- 
erties. Very often the only potential buyers of a small business are 
the big corporations which have adequate resources and are already 
enjoying a semimonopoly in their field. The resulting elimination 
of competition with its detrimental effects on the business economy 
of the Nation is too well known to need repeating here. 

The proposed legislation would provide a greater incentive for an 
individual to develop a business enterprise during his lifetime. As 


20675—58—pt. 1—_—-20 








286 GENERAL REVENUE REVISION 


now constituted, the law destroys such incentive in that the business- 
man knows full well that the fruits of his lifework may well have to be 
sold to provide funds with which to pay estate taxes. To avoid 
jeopardizing their estate by the forced sale of a business after their 
death, businessmen are often inclined to dis of their holdings while 
they are yet in the prime of their life, and thus deprive the Nation’s 
economy of their business ability. 

Even in those cases where a small and closely held business has 
sufficient cash funds which may be drawn upon to pay estate taxes, 
they are usually forced to curtail their operations and eliminate 
normal expansion programs for many years to come. In the particu- 
lar estate of which I am at present coexecutor we were forced to 
liquidate one of the corporations and discontinue business entirely 
as a means of providing funds to pay estate taxes. As to those which 
we are so far able to continue to operate, we are presently being 
Vs to postpone all planned expansion programs for an indefinite 
period. 

In conclusion I would like to reiterate that the proposed legislation 
to permit the payment of estate taxes in 10 equal installments will do 
the following: 

1. Provide relief from the burden of heavy estate taxes without any 
loss of revenue to the Government over a period of time. 

2. Permit the payment of estate tax in an orderly manner and stop 
the forced liquidation or disposition of closely held small businesses. 

3. Discontinue the drift towards monopoly and big business brought 
about by the forced sale of small businesses to pay estate taxes. 

4. Restore incentive for a person to develop a small business during 
his lifetime and provide a means by which his heirs can continue its 
operation after hi. death. 

The Cuarmman. Are there any questions? 

Mr. Stupson. Mr. Kane, you have referred to Mr. Baumhart’s bill, 
and I would like.the record to show that Mr. Baker of this committee 
_ a bill dealing with the same general subject as Mr. Baumhart’s 

ill. 

The Cuamman. Do you think it would be appropriate at this point 
for the two bills to be included in the record since we have been in- 
cluding other bills? 

Mr. heseeaw: I think it would be well. 

The Cuamman. Without objection they will be included in the 
record at this point. 

(The bills are as follows :) 


[H. R. 8523, 85th Cong., 1st sess.] 


A BILL To amend the Internal Revenue Code of 1954 so as to permit the payment of the 
estate tax in installments 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 
SECTION 1. INSTALLMENT PAYMENTS OF ESTATE TAX. 

(a) AtLtowaNce.—Subchapter A of chapter 62 of the Internal Revenue Code 
of 1954 (relating to place and due date for payment of tax) is amended by 
adding at the end thereof a new section as follows: 


“SEC. 6157. INSTALLMENT PAYMENTS OF ESTATE TAX. 


“(a) Estates CONSISTING oF StTocK oR INVESTMENTS IN CLOSELY HELD BuslI- 
NESS E\NTERPRISES. 
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(1) ELECTION TO MAKE INSTALLMENT PAYMENTS.—If the executor of any 
estate described in paragraph (2), which is subject to the tax imposed by 
chapter 11, furnishes (under regulations prescribed by the Secretary or his 
delegate) a bond to insure the timely payment of such tax in installments, 
he may elect to pay so much of such tax as does not exceed $2,500,000 in 2 
or more (but not more than 10) equal installments. 

“(2) ESTATES TO WHICH ELECTION APPLIES.—Paragraph (1) shall apply 
to an estate only if one-half or more of the value of the gross estate consists 
of stock or investments in one or more closely held business enterprises. 

“(3) CLOSELY HELD BUSINESS ENTERPRISE.—For purposes of paragraph (2), 
the term ‘closely held business enterprise’ means— 

“(A) a business propretorship, 
“(B) a business partnership having 10 or less partners, and 
“(C) a business corporation having 10 or less stockholders. 

“(b) Date roR PAYMENT OF INSTALLMENTsS.—If an election is made under 
subsection (a), the first installment shall be paid on the date prescribed for 
payment of the tax by section 6151, and each succeeding installment shall be 
paid one year following the date for payment of the preceding installment. 

““(c) ProraTION or DeFicreNcy TO INSTALLMENTS.—If an election has been 
made under subsection (a) and a deficiency is assessed, the deficiency (to the 
extent that the tax, including the amount of the deficiency, does not exceed 
$2,500,000) shall be prorated to the installments remaining unpaid on the date 
of such assessment, and the part of the deficiency so prorated to each such 
installment shall be collected at the same time and as a part of such installment. 

““(d) INSTALLMENTS Parp IN ADVANcE.—At the election of the executor, any 
installment, or part thereof, under subsection (a) may be paid prior to the 
date prescribed for its payment by subsection (b). 

“(e) ACCELERATION OF PAYMENTS.—If any installment under subsection (a) 
is not paid on or before the date prescribed for its payment by subsection (b), 
the whole of the unpaid tax shall be paid upon notice and demand from the 
Secretary or his delegate.” 

(b) IntTErEst.—Subsection (c) of section 6601 of the Internal Revenue Code of 
1954 (relating to interest on underpayments) is amended by inserting “of income 
tax” after ‘Installment payments” in the heading to paragraph (2), and by adding 
at the end of such subsection the following new pargraph: 

“(5) INSTALLMENT PAYMENTS OF ESTATE TAX.—In the case of an election 
under section 6157 (relating to payment of estate tax in installments) to 
pay the tax in installments— 

“(A) the last date prescribed for payment of the first installment 
shall be deemed to be the last date prescribed for payment, and 

“(B) interest on the unpaid installments for the period from such 
last date shall be paid at the rate of 4 percent in lieu of 6 percent as 
provided in subsection (a).” 

(c) TrecHNICAL AMENDMENTS.— 

(1) The-table of sections for subchapter A of chapter 62 of such Code is 
amended by adding at the end thereof the following: 

“Sec. 6157. Installment payments of estate tax.” 


(2) Section 6161 of such Code (relating to extension of time for paying 
tax) is amended by redesignating subsection (d) as subsection (e), and 
inserting after subsection (c) a new subsection as follows: 

“(d) INSTALLMENT PAYMENT OF Estate Tax.—In any case in which an 
executor has elected under section 6157 to pay the tax imposed by chapter 11 in 
installments, subsection (a) (2) shall not apply to the amount determined by the 
executor as the amount of tax imposed by chapter 11 payable by installments, and 
subsection (b) shall not apply to the amount determined as a deficiency with 
respect to any such tax to the extent such deficiency is prorated to installments.” 

(3) Section 6601 (c) (2) of such Code (relating to determination of last 
date prescribed for payment of tax) is amended by striking out “6152 (a)” 
and inserting in lieu thereof “6152 (a) or 6157 (a)”, and by striking out 
“6152 (b)” and inserting in lieu thereof “6152 (b) or 6157 (b), as the case 
may be.” 


SEC, 2. EFFECTIVE DATE. 


The amendments made by section 1 of this Act shall apply with respect to 
estates of decedents dying after August 16, 1954; except that the aemndment 
made by subsection (b) shall not apply for any period before the date of the 
enactment of this Act. 
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(H. R. 7600, 85th Cong., 1st sess.] 


1 t of estate ta 
A BILL To provide a ems a ae 2S: waa sstviienten and payment o ate taxes 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 

SEC. 1. NON-INTEREST BEARING ESTATE TAX ANTICIPATION CER- 
TIFICATES. 

(a) TRANSFER oR REDEMPTION oF Estate Tax ANTICIPATION CERTIFICATES.— 
Part II of subchapter B of chapter 1 of the Internal Revenue Code of 1954 (re- 
lating to items specifically included in gross income) is amended by adding at 
the end thereof the following new section : 


“SEC. 78. ESTATE TAX ANTICIPATION CERTIFICATES. 

“The face yalue of estate tax anticipation certificates (as defined in section 
6317 (a)) transferred, assigned, or surrendered for redemption by a taxpayer 
shall be included in the gross income of taxpayer, unless: 

“(a) The taxpayer is a corporation and the transfer or assignment is in ex- 
change for part or all of the stock of taxpayer ; or 

“(b) The surrender for redemption is by an executor of the estate of a 
decedent.” 

(b) Tecunicat AMENDMENT.—The table of sections for such Part II is 
amended by adding at the end thereof the following: 

“Sec. 78. Estate tax anticipation certificates.” 

(c) DepucTIonsS FOR INDIVIDUALS PURCHASING Estate TAx ANTICIPATION 
CERTIFICATES.—Part VII of subchapter B of chapter 1 of the Internal Revenue 
Code of 1954 (relating to additional itemized deductions for individuals) is 
amended by redesignating 
“SEC. 217. CROSS REFERENCES” 
as 


“SEC. 218. CROSS REFERENCES” 

and adding the following new section 217: 

“SEC. 217. AMOUNTS REPRESENTING PURCHASES OF ESTATE TAX 
ANTICIPATION CERTIFICATES. 

“In the case of an individual, there shall be allowed as a deduction the amount 
expended by the individual during the taxable year in the purchase from the 
Secretary or his delegate of estate tax anticipation certificates, but such de- 
duction shall not exceed 10 percent of the taxable income of such individual for 
the taxable year (computed without the deduction allowed by this section).” 

(d) TecunicaL AMENDMENT.—The table of sections for such part VII is 
amended by redesignating 

“Sec. 217. Cross references.” 
as 
“See, 218. Cross references.” 
and inserting after section 216 the following: 
“Sec, 217. Amounts representing purchases of estate tax anticipation certificates.” 

(e) Depuctions rok FamMIty Corporations PurcHasine Hstate Tax ANTICI- 

PATION CERTIFICATES.—Part VIII of subchapter B of chapter 1 of the Internal 


Revenue Code of 1954 (relating to special deductions for corporations) is 
amended by adding at the end thereof the following new section: 


“SEC. 249. AMOUNTS REPRESENTING PURCHASES OF ESTATE TAX 
ANTICIPATION CERTIFICATES. 


“(a) Derrnirion oF Famity Corporation.—A family corporation, for the 
purpose of this section, is a corporation which meets the requirements of sec- 
tion 355 (b) of the Internal Revenue Code of 1954 as to active business, and 
more than 50 percent of the voting stock of which is owned by not more than 
ten individuals or more than 50 percent of the voting stock of which is owned 
by another corporation which qualifies as a family corporation. For the pur- 
poses of this section a trust shall be deemed an individual. 


: r 
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“(b) Amount or Depuction.—In the case of a family corporation there 
shall be allowed as a deduction the amount expended by the corporation during 
the taxable year in the purchase from the Secretary or his delegate of estate 
tax anticipation certificates, but such deduction shall not exceed 10 percent of 
the taxable income of such corporation for the taxable year (computed with- 
out the deduction allowed by this section).” 

(f) TecHnicaL AMENDMENT.—The table of sections for such part VIII is 
amended by adding at the end thereof the following: 


“SEC. 249. AMOUNTS REPRESENTING PURCHASES OF ESTATE TAX 
ANTICIPATION CERTIFICATES.” 


(g) DisrrrsuTion or Estate Tax ANTICIPATION CERTIFICATES IN REDEMPTION 
or Stock.—Part I of sub-chapter C of chapter 1 of the Internal Revenue Code 
of 1954 (relating to distributions by corporations) is amended by deleting the 
word “or” after the figure “(3)” in section 302 (a) and inserting the words 
“or (6)” after the figure “(4)”. Part I of subchapter C is further amended 
by adding the following new subsection at the end of section 302 (b): 

“(6) ESTATE TAX ANTICIPATION CERTIFICATES ISSUED IN STOCK REDEMP- 
TIon.—Subsection (a) shall apply to the extent that estate tax anticipation 
certificates are transferred or assigned by the corporation to one of its stock- 
holders in redemption of part or all of such stockholder’s stock, but only 
if the stock so redeemed has been owned by the stockholder for a period of 
at least ten years continuously up to the time of the redemption, and in 
the event that the stockholder is the executor of a decedent’s estate, the 
period of ownership of said stock by decedent during his lifetime may be 
added to the period of ownership of said stock by his executor.” 

(h) Spectan DeEpvucTION IN DETERMINING ACCUMULATED INcoME—Part I 
of subchapter G of chapter 1 of the Internal Revenue Code of 1954 (relating to 
corporations improperly accumulating surplus) is amended by deleting the 
words “(except section 248)” in section 535 (b) (8), and inserting in lieu 
thereof the words “(except sections 248 and 249).” 

(i) TraNsrer on REDEMPTION oF ESTATE TAx ANTICIPATION CERTIFICATES.— 
Part VI of subchapter Q of chapter 1 of the Internal Revenue Code of 1954 (re- 
lating to readjustment of tax between years and special limitations) is amended 
by adding at the end thereof the following new section : 


“SEC. 1348. TRANSFER OR REDEMPTION OF ESTATE TAX ANTICIPA- 
TION CERTIFICATES. 


“In the case of a surrender for redemption of estate tax anticipation certifi- 
cates by a taxpayer and in the case of a transfer or assignment of estate tax 
anticipation certificates by a taxpayer if the face value of the estate tax anticipa- 
tion certificates transferred, assigned, or surrendered for redemption by the 
taxpayer is includible in the taxpayer’s gross income under section 78 of the 
Internal Revenue Code of 1954, as amended, and if the original purchase thereof 
had resulted in whole or in part in a deduction from the gross income of the 
original purchase under section 217 or 249 of the Internal Revenue Code of 1954, 
as amended, then in the computation of the taxpayer’s tax under subchapter A 
for the taxable year in which the estate tax anticipation certificate is trans- 
ferred, assigned, or redeemed there shall be added to said tax the savings of tax 
under subchapter A to the original purchaser in the year of purchase of the 
certificate as a result of said deduction to the extent that said savings exceeds 
the additional tax to taxpayer in the year of transfer, assignment, or redemption 
of the certificate resulting from the inclusion of the amount received from the 
transfer, assignment, or redemption in his gross income computed without the 
adjustment provided in this section.” 

(j) TecHNIcAL AMENDMENT.—The table of sections for such part VI is 
amended by adding at the end thereof the following: 


“Sec. 1348. Transfer or redemption of estate tax anticipation certificates.” 


(k) Payment or Estate Taxes By Estate Tax ANTICIPATION CERTIFICATES.— 
Subchapter B of chapter 64 of the Internal Revenue Code of 1954 (relating to 
receipt of payment of taxes) is amended by adding at the end thereof the 
following new section: 


a eR TITRE 
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“SEC. 6317. PAYMENT OF ESTATE TAX BY ESTATE TAX ANTICIPATION 
CERTIFICATES. 


“(a) Estate Tax ANTICIPATION CERTIFICATE DEFINED.—For purposes of this 
section, the term ‘estate tax anticipation certificate’ means any certificate which— 
“(1) is issued by the Secretary or his delegate to carry out the purposes 

of this section, 

“(2) is issued at par, 

(3) bears no interest, 

“(4) is transferable, but is redeemable only on such terms and conditions 
as the Secretary or his delegate may by regulations prescribe.” 

“(b) IssuANcE or CrRTIFICATES.—The Secretary shall offer for sale estate 
tax anticipation certificates in such denominations as may be necessary to carry 
out the purposes of this section. 

“(¢) LIMITATIONS ON TRANSFER OR ASSIGNMENT, AND REDEMPTION.— 

“(1) Estate tax anticipation certificates shall by regulations prescribed 
by the Secretary or his delegate, be transferable only in accordance with the 
rules and regulations prescribed by the Secretary or his delegate. 

“(2) Estate tax anticipation certificates shall be redeemable at face value 
in payment of taxes imposed by section 2001 of the Internal Revenue Code 
of 1954 when presented by the executor or administrator of the estate of a 
decedent, up to the amount of $500,000 for the estate of any one decedent. 

“(8) HEstate tax anticipation certificates shall be redeemable at such 
amounts less than face value (as shall have been determined by the Secre- 
tary or his delegate at or before the time of issuance thereof) when pre- 
sented by the executor or administrator of an estate of a decedent for re- 
demption and not in payment of the taxes imposed by section 2001 of the 
Internal Revenue Code of 1954, or when presented by the executor or admin- 
istrator of the estate of a decedent in payment of any such taxes in excess 
of $500,000: Provided, That said amount shall not be less than 90 percent 
of the face value of the estate tax anticipation certificates. 

“(4) Estate tax anticipation certificates shall be redeemable at such 
amounts less than their face value (as shall have been determined by the 
Secretary or his delegate at or before the time of issuance thereof) when 
presented by individuals or corporations other than the administrator or 
executor of a decedent’s estate: Provided, That said estate tax anticipation 
certificates when so presented shall be redeemable at not less than 75 percent 
of their face value.” 


(1) Tecenica, AMENDMENT.—The table of sections for subchapter B of chapter 
64 is amended by adding at the end thereof the following: 


“Sec. 6317. Payment of estate tax by anticipation certificates.” 


(m) Errective Date.—The amendments made by this section shall be effective 
as of the date of enactment of this Act. 


SEC. 2. INSTALLMENT PAYMENTS OF ESTATE TAX. 


(a) ALLowancE.—Subchapter A of chapter 62 of the Internal Revenue Code 
of 1954 (relating to place and due date for payment of tax) is amended by adding 
at the end thereof a new section as follows: 


“SEC. 6157, INSTALLMENT PAYMENTS OF ESTATE TAX. 


“(a) Estates Consisting or Stock orn INVESTMENTS IN CLOSELY HELp Bus!- 
NESS E/NTERPRISES,— 

“(1) ELECTION TO MAKE INSTALLMENT PAYMENTS.—The executor of any 
estate described in paragraph (2), which is subject to the tax imposed by 
chapter 11, may elect to pay the amount of such tax in 2 or more (but not 
more than 10) equal installments. 

“(2) ESTATES TO WHICH ELECTION APPLIES.—Paragraph (1) shall apply 
to an estate only if one-half or more of the value of the gross estate consists 
of stock or investments in one or more closely held business enterprises. 

“(3) CLOSELY HELD BUSINESS ENTERPRISE.—F or purposes of paragraph (2), 
the term ‘closely held business enterprise’ means— 

“(A) a business proprietorship, 
“(B) a business partnership having 10 or less partners, and 
“(C) a business corporation having 10 or less stockholders. 
“(b) Date rok PAYMENT or INSTALLMENTs.—If an election is made under sub- 
section (a), the first installment shall be paid on the date prescribed for pay- 
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ment of the tax by section 6151, and each succeeding installment shall be paid 
one year following the date for payment of the preceding installment. 

“(¢) Proration or DeFICcIENCY TO INSTALLMENTS.—If an election has been 
made under subsection (a) and a deficiency is assessed, the deficiency shall be 
prorated to the installments remaining unpaid on the date of such assessment, 
and the part of the deficiency so, prorated to each such installment shall be col- 
lected at the same time and as a part of such installment. 

“(d) InsTALLMENTS Parp in ApvANcE.—At the election of the executor, any 
installment, or part thereof, under subsection (a) may be paid prior to the date 
prescribed for its payment by subsection (b). 

“(e) ACCELERATION OF PAYMENTS.—If any installment under subsection (a) is 
not paid on or before the date prescribed for its payment by subsection (b), the 
whole of the unpaid tax shall be paid upon notice and demand from the Sec- 
retary or his delegate.” 

(b) TecHNICAL AMENDMENTS.— 

(1) The table of sections for such subchapter is amended by adding at 
the end thereof the following: 


“Sec. 6157. Instailment payments of estate tax.” 


(2) Section 6161 of such Code (relating to extension of time for paying 
tax) is amended by redesignating subsection (d) as subsection (e), and 
inserting after subsection (c) a new subsection as follows: 

“(d) INSTALLMENT PAYMENT oF Estate Tax.—In any case in which an 
executor has elected under section 6157 to pay the tax imposed by chapter 11 
in installments, subsection (a) (2) shall not apply to the amount determined by 
the executor as the tax imposed by chapter 11, and subsection (b) shall not 

apply to the amount determined as a deficiency with respect to any such tax.” 
(3) Section 6601 (c) (2) of such Code (relating to determination of last 
date prescribed for payment of tax) is amended by striking out “6152 (a)” 
and inserting in lieu thereof “6152 (a) or 6157 (a)”, and by striking out 
“6152 (b)” and inserting in lieu thereof “6152 (b) or 6157 (b), as the 
case may be.” 

(ec) Errective Date.—The amendments made by this section shall apply with 
respect to estates of decedents dying after December 31, 1956. 

Mr. Sutpson. I am interested in that point that the Treasury, under 
the regulations, does not view the fact that you were forced to liquidate 
a corporation as being evidence of undue hardship. The Treasury 
does not permit that ruling. 

Mr. Kane. The specific regulations specifically say that the forced 
sale of a business to pay the estate tax is not to be considered as an 
undue hardship. 

Mr. Srmpson. Now the change in the law that you request would 
provide by law that in the event the estate tax had to be paid, he 
would be permitted to pay it in installments with security given. 

Mr. Kane. That is correct. It would take the discretion from the 
Commissioner and place it in the hands of the executors. 

Mr, Esrrnarrer. Do you believe it would not, in the long run, cost 
the Federal Government any money at all if this provision were put 
in this statute ? 

Mr. Kane. I think it would actually increase the revenue that the 
Government would realize over a period of time. 

Mr. Esernarrer. By reason of the fact that they charge interest 
on the unpaid balance? 

Mr. Kane. Not only that, but the value for which a business may 
be sold shortly after the testator’s death generally establishes the 
value that is used to pay estate tax. When there is a forced sale 
the buyers are aware of this, and they bid less. Therefore, there is a 
lower value that is used in computing the estate tax. 

If they knew that the man now could pay his tax over a period of 
10 years, the price that they would pay would have to be higher, or 
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the value itself would have to be higher, and, consequently, there 
would be more revenue realized over the period of time. 

Mr, .. Thank you very much. 

The Cuamman. Mr. Keogh has a question. 

Mr. Keocu. Mr. Kane, do you think that the imposition of interest 
on the deferred portion would serve to discourage those executors of 
estates, in a position to pay, from paying and might prompt them to 
exercise their _ to pay over the installment period ? 

Mr. Kane. Yes, the payment of interest certainly would discourage 
the use of it. 

Mr, Kerocu. Would it be a sufficient deterrent to the use of the 
installment payment to encourage those in a position to pay to pay? 

Mr. Kane. Yes, most certainly it would. 

The Cuarrman. Are there any further questions ? 

Mr. Kane, may I ask you whether or not you, as the coexecutor of 
this estate, made an application for postponement of the estate tax 
in the instant case that you brought to our attention ? 

Mr. Kane. No, we have not. We have paid our estate tax by strip- 
ping ie businesses of all of the money that they had. 

e CuatRMAN. You did not present a formal application to de- 
termine whether or not the regulation applied to your particular 
case? It was yor judgment that your particular case was barred by 
the regulation 

Mr. Kane. We explored the possibility of it, and discussed it with 
the officials from the Internal Revenue, and they made it clear to us 
that the mere sale of the business would not be any reason for granting 
the deferment. 

The Cuarrman, So that you did not make an application because 
of what they told you informally about the regulation . 

Mr. Kane. That is right. 

The Cuarmrman. Thank you, Mr. Kane, for your appearance and 
for the information given the committee. 

Our next witness is Mr. Hugh F. Hall. 

Mr. Hall, will you please come forward and give your name and 
oriinene and the capacity in which you appear for the benefit of the 
recor 


STATEMENT OF HUGH F. HALL, LEGISLATIVE ASSISTANT, 
AMERICAN FARM BUREAU FEDERATION 


Mr. Hatt, Mr. Chairman, my name is Hugh F. Hall. I am a 
legislative assistant in the offices of the American Farm Bureau 
Federation, in Washington. 

The CHatrman. Mr. Hall, do you have copies of your statement 
for the benefit of the members of the committee ? 

Mr. Hatt. I left copies with the clerk. 

pe Seay They will be distributed in a moment. You may 

roceed. 
. Mr, Hautu. The American Farm Bureau Federation is a voluntary 
membership association of farmers and ranchers. The present mem- 
bership numbers 1,587,812 families. 

We appreciate the opportunity to appear before your committee on 
the subject of general tax revision, Our remarks will be limited fo a 


GENERAL REVENUE REVISION 293 


few points under the income- and estate-tax laws which are the subjects 
for this hearing, and have been of particular concern to our member- 
ship in recent years. rt! 
efore going into these specific matters, however, we believe it is 
desirable to relate to the committee our general attitude concerning 
certain other matters which are closely associated with fiscal affairs. 

A sound approach to tax revision requires consideration of the 
revenue needs of the Government, the general economic situation, and 
our national debt. 

In order that your committee may be fully appraised of our policies 
on these matters, we would like to offer for the record the portions of 
our policy resolutions which relate to the current budget, long-range 
tax policy, the national debt limit and related matters. 

The HAIRMAN. Without objection they will be included in the 
record at the conclusion of your statement. 

Mr. Hatt. Very well. The high points of our policies on these 
matters are as follows. 

1. The Congress should insist on strict economy in all Government 
expenditures. Necessary increases should be offset by reductions in 
other items. 

2. The national debt limit of $275 billion should not be raised. 

4 . Plans should be made for a gradual reduction of the national 
ebt. 

4. At this time debt reduction should be given priority over tax re- 

duction. 

5. The individual income tax should continue to be the major source 
of revenue for the National Government. 

In this connection we also believe that : 

(a) It is desirable to limit deductions and exclusions so as to keep 
the income-tax base as broad as possible and thus permit lower rates 
for all; and 

(6) Orderly plans should be developed for a general reduction in 
income-tax rates, as the economy expands and progress is made in 
reducing the national debt. 

In reviewing our general policies, we also wish to note that: 

1. We are opposed to a general Federal sales tax. The sales tax 
field should be reserved to the States in order that they may be more 
able to finance their proper functions. 

2. We favor immediate repeal of those excise taxes which affect pro- 
duction and distribution costs. These include the excise taxes on 
transportation, and on the rubber contained in farm tractor and im- 
plement tires. Taxes which increase production and distribution 
costs tend to be discriminatory against certain types of business ac- 
tivity. They also tend to be pyramided. Transportation taxes orig- 
inally were imposed to discourage the use of transportation. Excise 
taxes on tires have largely been dedicated to highway construction, but 
the farm equipment referred to is not for use on the highways. 


PAYMENT OF FEDERAL ESTATE TAXES IN INSTALLMENTS 


Present requirements for payment of the Federal estate tax con- 
stitute a major problem for some farmers or their heirs. This prob- 
lem has arisen largely as a result of the inflation which has taken place 
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ae and since World War II. The increase in investment in farm 
land, buildings, machinery, equipment and livestock, can be attributed 
largely to inflationary influences. The prevailing estate tax rates and 
exemptions were first enacted in 1941. 

As a general rule, farmers operate with a small proportion of cash 
and liquid assets relative to their total investment. The larger por- 
tion of their property is in the form of land, buildings, machinery, 
and equipment, and livestock. 

To meet the estate-tax obligation in a short period may require sale 
of a portion of a well-organized farm unit or livestock-breeding herd, 

ting in disruption of the prospects for continued operation of the 
farm as a going enterprise. 

Thus, those responsible for the payment of the Federal estate tax 
within the time now specified ave put to some difficult decisions. 

To alleviate the disruptive effect of the estate tax on going busi- 
nesses, we recommend that Congress authorize its payment in install- 
ments over a reasonable period of time. 


MEDICAL, DENTAL, AND HOSPITALIZATION EXPENSES 


Medical, dental, and hospital expenses, including premium paid 
under insured plone covering hospital and surgical eee are par- 
tially deductible and may be itemized by taxpayers who do not take 
the standard deduction. 

Many taxpayers are receiving hospitalization and medical services 
under plans provided by their employers as a fringe benefit. The 
cost of this protection is paid by the employer and treated by him as 
an expense, but the taxpayer who receives it is not required to include 
it in his income, 

If farmers and other self-employed business enterprises, including 

artnerships, were able to simulate the structure of a corporation for 
income-tax purposes, it would be possible for them to treat expendi- 
tures of this nature in such a manner as to make the cost a deductible 
business expense. This is not practical, however, under the law as it 
now operates. 

In the interest of equity, we recommend that all taxpayers be per- 
mitted comparable tax treatment with respect to these items. 


TAX TREATMENT OF FLUCTUATING INCOMES; NET OPERATING LOSS 


For several years, the resolutions of the American Farm Bureau 
Federation have recommended revision of the tax laws to help farm- 
ers to cope with the problem of fluctuating incomes. The business of 
obtaining a living from farming is affected in some parts of the 
country every year by one or more of the following: Drought, freeze, 
flood, pestilence and disease, and price fluctuations, which generally 
affect different types of farming in varying degrees. 

Consideration has been given many times to various suggestions for 
relief, such as the averaging of taxable income over a period of years, 
special treatment of depreciation allowances, and other devices. The 
present law permits the carryback and carryover of net operating 
losses, but this provision is of limited usefulness to self-employed 
persons, Some of the suggestions made would require taxpayers to 
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keep records for long periods of time, and result in further complicat- 
ing the already burdensome problems connected with income-tax 


repereings 

© provisions of section 1361 of the Internal Revenue Code per- 
mitting unincorporated business enterprises to elect to be taxed as 
domestic corporations would appear to embody a principle which 
would enable farmers and other small-business operators, including 
partnerships, to alleviate income fluctuations and, more especially, to 
recoup losses. As a practical matter, however, this provision is of 
little service to small taxpayers who seldom are in a tax bracket higher 
than 25 or 30 percent. " 

In order for farmers to recover the losses they incur, we believe the 
income tax should take cognizance of the nature of small, individual 
enterprises which are peoepee tats so as to permit the recovery, 
before paying income taxes, of depreciation allowances, exemptions, 
and expenses classified in the cue of itemized deductions. 

Provisions which would enable farmers and other operators of 
small, unincorporated enterprises to do this would not alleviate the 
tax burdens resulting from high income which puts the individual into 
a higher bracket, temporarily, but would enable taxpayers to recover 
any loss or depreciation of personal exemptions at a time when such 
tax relief would be most helpful. 

The type of loss to which we are referring may be simply shown 
in the following illustration : 
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Our taxpayer has lost, in the sense of a going entity $1,200 in the 
nature of exemptions, which are not deductible since they are not 
carried over, and he received no good from the depreciation of $1,000. 
Come the next year, if he happens to have an adjusted gross income of, 
let us say, $5,000, which is a very reasonable assumption, he would be 
in the taxable bracket, but he can’t go back and pick up either the 
$1,200 exemption of the previous year or the $1,000 depreciation. 
May I interpolate further that section 1361, which presently permits 
the unincorporated businesses and partnerships to simulate corpora- 
tions, would, in theory, enable a taxpayer to accomplish this. 
However, section 136 does not do any good, because the minimum 
tax rate on a corporation is 30 a and most of these people are 
not up to 30 percent as individuals. So, we cannot expect them to 


ever avail themselves of this section. Anyway, I understand there is 
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a proposal to repeal it. In the illustration, it will be observed that 
the assumed individual, while not required to pay any tax, has, how- 
ever, lost the benefits of $1,200 of personal exemptions and the depre- 
ciation to which he was entitled. Dude present law, a taxpayer does 
not' have a net operating loss which may be carried back or carried 
forward unless his adjusted gross income 1s less than zero, 

In the case of unincorporated businesses, this means that the value 
of labor and management must be lost before there is any recognized 
net operating loss that can be carried forward or backward. 

If the enterprise in the above illustration were treated as a simu- 
lated corporation, and a labor charge included as a part of cost of 
sales in the amount of $3,000 (the value of the 5 exemptions as- 
sumed), the enterprise would have had a net operating loss of $1,000, 
which could be carried back to a prior year or forward to a subse- 
quent year. 

Times does not permit the development of other illustrations. It 
appears obvious, however, that many farmers and other small-busi- 
ness men are being forced to live off their meager capital resources 
in periods of adversity, and, unlike corporate forms of enterprise, 
are unable to recoup such outlays tax free from prior or future years 
of more successful operations. 

We believe it is possible, without undue complication or great loss 
of revenue, to amend the Internal Revenue Code to deal with this 
problem. A request along these lines is embodied in a resolution 
adopted at the annual meeting of the American Farm Bureau Fed- 
eration last month, as follows: 

The law which permits operating losses to be carried forward or backward 
is of limited value to the self-employed. Being self-employed, farmers can lose 
their labor without establishing a basis for reducing their taxes in more profit- 
able years. As a partial solution of this problem, we recommend that self- 
employed taxpayers be allowed to carry unused personal exemptions forward or 
backward as operating losses. If this cannot be accomplished without delay, 
we recommend that individuals and unincorporated businesses be allowed to 


defer depreciation whenever they are unable to benefit from taking full 
depreciation allowances. 


(The document referred to follows :) 


MONETARY AND Tax POLICIES 
PRICE LEVEL STABILITY 


We reaffirm our belief in the importance of measures to bring about a more 
stable general price level as a means of providing a favorable climate for 
economic growth and a rising standard of living. This is essential if we are 
to avoid a far-reaching expansion of Government controls over individual 
decisions and actions. 

We continue to oppose direct price and wage controls. 

Government policies which affect the supply of money and credit should 
be directed toward promoting a relatively stable general price level together 
with high employment and rising productivity. The Government also has a 
responsibility to so conduct its affairs as to inspire confidence that everything 
possible is being done to protect the economy from the extremes of inflation 
and deflation. 

In periods of relatively high employment and business activity, the Federal 
Government should not only balance its budget and keep it balanced to elimi- 
nate the need for deficit financing, but also reduce the total national debt. If 
the budget is unbalanced in such a period, the Government should borrow nec- 
essary funds from nonbank lenders to the maximum extent possible to avoid 
the creation of new money. The existing national debt should be managed 
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to prevent non-bank-held securities from being shifted to the commercial banks, 
as such a shift creates new money just as the sale of new securities to banks. 

In periods of declining employment and falling prices, these policies can 
be reversed to combat deflation. In such a period, for example, it may be 
desirable to reduce taxes to leave more purchasing power in the hands of the 
public even though this results in a deficit. 

If the budget is to be unbalanced to counteract a deflationary trend, em- 
phasis should be on reduced taxes rather than increased Government spending. 

The Federal Reserve System can help to stabilize the price level by relating 
its policies to the country’s needs for money and credit rather than to other 
considerations. The independent status of the Federal Reserve Board must 
be maintained. It should restrain the expansion of bank credit in inflationary 
periods and make it easier for the banks to extend credit if deflation 
threatens. 

The policies of Government agencies which make or guarantee loans should 
be coordinated with overall credit policies. 

In order to be effective in checking deflation, the Federal Reserve System 
must recognize the danger of a downturn and act before deflation has gone 
so far that public confidence in the outlook is undermined. In such a situ- 
ation, prompt tax-rate reductions, especially in the lower-income brackets, can 
be a valuable supplement to Federal Reserve action. 

It is generally recognized that it is more difficult to combat deflation than 
inflation with monetary and fiscal policies. It should be remembered, however, 
that our worst deflations have followed periods of inflation and that effective 
action to prevent inflation will go a long way toward preventing subsequent 
serious depressions. 

We urge that the American Farm Bureau Federation board of directors con- 
tinue to sponsor periodic conferences on monetary and fiscal policy. 


CURRENT BUDGET POLICY 


It is apparent that current events in the realm of atomic weapons and space 
experimentation will be used as an excuse for extravagant appropriations and 
wasteful methods in Government. 

Congress should take effective measures to regain control of Federal expendi- 
tures. 

The times require that Government exercise strict economy, eliminate duplica- 
tion of effort, and promote efficient operations. We urge that budget requests 
be scrutinized carefully and that Government operations be cut to the minimum 
needed to carry on proper governmental functions. Necessary increases should 
be offset by reductions in other items. 

We are opposed to increasing the national debt limit unless absolutely neces- 
sary to meet a national emergency. 


LONG-RANGE TAX POLICY 


A sound national tax policy is necessary to maintain the private enterprise 
system, which is the foundation of our form of government. Tax programs 
should be designed not only to bring about fair and equitable distribution of 
the tax burden but also with due regard to their effects on the national 
economy. 

As a long-time tax policy, we favor the following principles and urge their 
adoption as rapidly as conditions permit: 

(1) Long-range plans should be made for the gradual reduction of the 
national debt; however, debt retirement should be handled so as to contribute 
to the stability of the general price level and an expanding economy. Debt 
reduction should be given priority over tax reduction except in periods of 
threatened depression. 

(2) A Federal tax policy should be adopted which will contribute to a stable 
price level in an expanding economy. This means that tax revenues should 
rise relative to government expenditures in inflation and fall in depression. 

(3) The individual income tax should be the major sources of revenues for 
the Federal Government. All self-supporting persons should make a direct 
contribution to the support of government. When conditions warrant a reduc- 
tion im personal income taxes, rate reductions—particularly in the lower 
brackets—should have priority over proposals which take substantial numbers 
of taxpayers off the rolls. 
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(4) Personal exemptions and progressive features of the income tax are 
designed to adjust tax liabilities to the individual’s ability to pay. In the in- 
terest of equity, additional deductions and exclusions should be limited in order 
to broaden the base for the income tax and thereby permit lower rates for 
everyone. 

(5) We favor gradual reduction and eventual elimination of hidden taxes. 

(6) Taxes levied to increase revenues in an emergency should be terminated 
when the emergency has passed. 

bt ) Orderly plans should be developed for a general reduction in income tax 
rates. 

(8) In order that State and local governments may be able to support govern- 
ment services which they properly should supply, it is imperative that certain 
areas of taxation now preempted by the Federal Government be systematically 
restored to State and local governments. 


FEDERAL EXCISE AND SALES TAXES 


We oppose a general Federal sales tax. Such a tax would create inequities 
and increase the overlapping of Federal and local State tax systems. The retail 
sales tax field should be reserved to the States, 

Taxes on transportation, farm tractor and implement tires, and other excise 
taxes which affect production and distribution costs should be eliminated. 
Federal excise taxation should be limited largely to taxes on nonessential and 
luxury goods. All purchasers of items on which an excise tax has been paid 
should be informed of the amount of such taxes. 


TAXATION OF COOPERATIVES AND OTHER CORPORATIONS 


We continue to oppose aggressively any efforts to tax cooperatives on savings 
which are returned to the member patrons in such a form as to be taxable in 
their hands. We support the principles (1) that cooperative savings allocated 
to member patrons are taxable in the hands of such patrons where the obliga- 
tion to the patron is certain, and (2) that savings held by cooperatives in the 
form of unassigned surpluses are taxable in the same manner as the profits of 
other corporations. These principles constitute a great safeguard to the in- 
terests of true cooperatives. We recognize, however, that some revision of the 
law may be necessary to clarify its application to specific cases, 

All corporations should be exempted from Federal income taxes on earnings 
distributed to stockholders as dividends and taxable in the hands of the stock- 
holders. 

We oppose the application of a withholding tax to the dividends of corpora- 
tions, including cooperatives. 

CAPITAL GAINS 


The treatment of capital gains under the tax code should avoid discouraging 
the investment of risk capital without creating a tax loophole. 

We recommend continuation of the minimum holding period provided by pres- 
ent law for capital gains treatment. We also recommend that the rate of tax on 
capital gains be reduced as the length of the holding period increases, provided 
adequate safeguards can be developed to prevent abuse. 


FLUCTUATING INCOMES 


The law which permits operating losses to be carried forward or back- 
ward is of limited value to the self-employed. Being self-employed, farmers 
ean lose their laber without establishing a basis for reducing their taxes 
in more profitable years. As a partial solution of this problem, we recom- 
mend that self-employed taxpayers be allowed to carry unused personal exemp- 
tions forward or backward as operating losses. If this cannot be accomplished 
without delay, we recommend that individuals and unincorporated businesses be 
allowed to defer depreciation whenever they are unable to benefit from taking 
full depreciation allowances. 


FEDERALLY OWNED PROPERTY 


The Federal Government should declare a definite policy with regard to 
replacing taxes lost to local governments through the acquisition of property by 
the National Government. 
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Federally owned property which is used to produce for sale commodities or 
services that normally are supplied by private enterprise should be subject to 
payments in lieu of taxes, including Federal income taxes, in amounts com- 
parable to the taxes levied on similar privately owned property and income. 

Property acquired by the Federal Government, even though it does not com- 
pete with private enterprise, often diminishes the tax base of local govern- 
ment. The Federal Government should compensate for the tax loss thus 
caused to local taxing units where such action on the part of the Government 
does not correspondingly reduce the expenses of the local taxing unit. 

Where property liable for assessments to pay bonded indebtedness contracted 
by local units of government is acquired by the Federal Government, the acquir- 
ing agency should be required to satisfy a pro rata share of such indebtedness 
in order to avoid imposing an undue hardship on other property owners, 

In any school district or county where tax-exempt Indian lands are located, 
the Federal Government should make payments in lieu of taxes in amounts 
comparable to the taxes paid on other real estate. 


OTHER TAX PROBLEMS 


Income from all future State and local government bonds issued to finance 
commercial ventures normally carried on by private enterprise should be 
taxed as other income is taxed. As a means of facilitating the financing of 
local government projects, such as schools, sewage treatment plants, and high- 
ways, we recommend that investment companies be permitted to pass the tax 
exemption on State and local bond interest on to their shareholders, provided 
that a pro rata share of their operating costs is charged against such tax-exempt 
interest. 

Since the income-tax law permits some taxpayers to have hospital and 
medical protection and other benefits which are paid for by their employers 
and are therefore nontaxable, we recommend that all taxpayers be permitted 
comparable tax treatment with respect to similar items. 

There is need for further study and action to establish equity in the tax 
treatment of retirement plans. 

Present requirements for the payment of estate taxes frequently work a 
hardship on heirs by forcing liquidation of assets, such as farmland, at less 
than their real value. We recommend that Congress authorize the payment 
of Federal estate taxes in installments over a reasonable period. 


The Cuarrman. Are there any questions? 

Mr. Hall, did we include in this unanimous consent request all the 
material appended to your statement ? 

Mr. Hatt. Yes. That is what it referred to. 

The Cuamman. We thank you, sir, for your appearance and the 
information given the committee. 

Our next witness is Mr. Roland M. Bixler. Mr. Bixler, please come 
forward. Will you please give your name, address, and the capacity 
in which you appear, for the benefit of the record ? 


STATEMENT OF ROLAND M. BIXLER, PRESIDENT OF J. B. T. 
INSTRUMENTS, NEW HAVEN, CONN. 


Mr. Brxuter. Roland Bixler, president of J. B. T. Instruments in 
New Haven, Conn. I am representing myself and also the Manu- 
facturers’ Association of Connecticut. 

By way of further introduction, Mr. Chairman, our company is a 
modest sized, closely held corporation, which manufactures electrical 
instruments and electronic components. 

In appearing today in behalf of the Manufacturers’ Association of 
Connecticut, Inc., I would like to point out that this organization 
consists of 1,790 manufacturing companies in Connecticut. About 
1,300 of the member companies, or 72 percent, employ less than 100 
people. Because our own company’s payroll numbers about 135 
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people, I am in the unfavorable role of being one of the larger 
employers today. ; 

tually, Connecticut is a State where small business predominates. 
This little State appreciates that skill, ingenuity, character, and sim- 
ilar virtues are not enough. There must be venture capital available, 
and there must be opportunities to make the risking of that venture 
capital attractive. e sincerely feel that our present Federal cor- 
poration and personal income tax laws do not permit the accumula- 
tion of venture capital fast enough for our growing population and 
our ever-increasing needs as individuals and as a Nation. , 

We are profoundly grateful that our energetic and farseeing Con- 
gressman at Large, Antoni N. Sadlak, has analyzed this problem 
together with many of you gentlemen and has introduced H. R. 6452. 
Con man A. S. Herlong, Jr., of Florida, likewise has analyzed 
inadequate formation of capital as being harmful to the least de- 
—— industrial areas of the United States as well, and presented 
H. R. 9119. We applaud the perception and statesmanship of both 
these legislators. The bipartisan approach is the logical one for this 
fundamental problem. 

It has been my privilege to give talks and conduct discussions on 
the tax structure. These in various ah of the country have shown 
that five advantages of the above bills appeal particularly to the 
thinking citizen: 

1. H. R. 6452 and H. R. 9119 come to grips with the basic problem. 

They do not take a ———— approach. They avoid gadgets and 
the necessity for tax favoritism or special legislation. They elim- 
inate most of the need for figuring the tax an. Tes in lieu of more con- 
structive effort. By setting the top individual rate of 42 percent and 
the maximum corporation rate at 42 percent, to be achieved over a 
5-year period, they come to the hard core of the present discrim- 
inatory structure. 

2. The Sadlak-Herlong bills will be paid for from growth of the 
national economy. The scheduled rate reductions would require 
about $3 billion per year to avoid net revenue loss to the Treasury. 
Presuming that the economy grows in step with the last decade, we 
can anticipate revenue growth of about $4 billion a year without in- 
flation (and before considering what the new tax structure would do 
by way of encouraging economic activity and leading to greater fu- 
ture growth). Thus, the highly desirable objectives of balanced 
budgets and some increased expenditures when really necessary could 
be accomplished at the same time. 

3. H. R. 6452 and 9119 are fair to all segments of the economy. 
Their purpose is not to shift tax burdens to other groups. 

They provide some rate reduction for every fobeltet of taxpayer. 
Take for instance the middle-income taxpayer, whether he be a pro- 
fessional person or skilled worker or entrepreneur. His steeply pro- 
gressive rates have been an increasing hebdiee I have encountered a 


good many examples of disinclination to do more or produce more 
simply because the net after taxes would not be commensurate with 
the risk. We are destroying incentive. Yet it is primarily from the 
middle and upper income levels where the jobmaking venture capital 
must originate. In our own company, visiting groups of teachers, 
for example, have been amazed to find out the extent of our tax bur- 
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den through the years and how it has held back our company’s growth. 
They felt that progressive rate reductions were fair indeed. 

4. These two bills offer the best long-term encouragement for 
small business. The most direct way to establish an economic climate 
which is helpful to every business is to correct or remove tax impedi- 
ments which now exist. Tax policies in themselves do not create new 
enterprises, nor automatically enlarge existing ones, but equitable 
rates will permit savings for investment (either retained or put in by 
individuals), and increase the rewards for risk taking. Such rates 
release buying and other economic forces which will develop and 
sustain a dynamic, flexible American economy. 

Approximately 84 percent of the 4 million business units in the 
country are unincorporated businesses subject to steeply graduated 
rates of individual tax. Relief for these owners and the encourage- 
ment of savings for their future growth must start with the individ- 
ual income tax rates. 

Incorporated firms have the problem of double taxation, and be- 
fore individual rates apply, the company is taxed at 52 percent on 
everything over $25,000 earnings. The notch in going from 30 per- 
cent to 52 percent for corporations is a strong deterrent for a com- 
pany to grow, and certainly saps the formation of capital at a stage 
where it is badly needed. It is interesting to note that in the vital 
economy of Australia, the top corporation rate is 40 percent, and 
steps are being taken to reduce this to 3714 percent. 

hat is opposed to the 52 percent in this country and the 42 percent 

—— by these bills. Further discussion on the impact on small 

usiness of the Sadlak-Herlong bills undoubtedly will be made by 
other small-business men who appear before you. 

5. The proposed laws are long overdue. How many years has it 
been since corporate rate was to go down from 52 percent to 47 per- 
cent with an annual postponement each time? Even in 1946 through 
1949, the combined corporate rate was 38 percent. Similarly, the 
present tremendously graduated individual rates represent essentially 
continuation of the wartime brackets. 

But how timely is this legislation? Arguments always can be ad- 
vanced against comprehensive tax reduction. New spending pro- 
grams, or special relief to certain categories of the Nation, always 
seem to appear. There is no denying that the Members of the present 
Congress will have some very difficult decisions on spending for 
national defense and other essential services. 

H. R. 6452 and 9119, however, have the wonderful intrinsic merit 
of a long-term planned tax reduction. They in effect allocate part of 
our national growth for this purpose. The new tax structure is too 
big to be put into effect in any single year, and a comprehensive plan 
such as this is the only logical approach. There is built into the plan, 
as you know, provision for 1-year postponement of rate reductions if 
found necessary by the Executive, so that, at the worst, the plan could 
take 9 years instead of 5 for its ultimate consummation. The adoption 
of the plan undeniably would have a marked effect in improving the 
underlying economic climate. Your earnest consideration and favor- 
able action are requested. 

The Cuarrman. Are there any questions? 

Mr. Saptaxk. Mr. Chairman ? 


20675—58—pt. 1——21 
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The Cuarrman. Mr. Sadlak will inquire. 

Mr. Sapiax. Mr. Chairman, may I comment on the testimony given 
by Mr. Bixler? This is not his first appearance before this committee. 

e has previously appeared here. Though he is a small man in 
stature, he is a man of great strength. I wish I could somehow get 
him excited here this morning as I have seen him on the rostrum. 

Mr. Bixler, you have talked about the great constitutional State of 
Connecticut, where you live, and which I have the honor to represent 
in Congress, and you have said that it is a State made up of small 
businesses. You are here this morning to appear in the rather un- 
familiar role of being a large sneer since your company employs 
about 135 people. I can recall speeches that you have given in behalf 
of help for small business which was being strangled, and so forth. 

I ask you now what has brought you to the conclusion that you 
should not have some additional gimmicks for small business, which 
you are now pleading for in overall help to small business. 

Would you comment on that, please ? 

Mr. Brxxer. I will be glad to. Of course, I am not very serious in 
saying that 135 employees makes you a large business. Actually, this 
approach of trying to give greater exemption or trying to give other 
sorts of gimmicks convinces us that there is just no point to going down 
that val, because we fritter away our tax dollars. 

We do not want businesses to be small forever. We want them to be 
dynamic, we want them to grow. When you get to that step where you 
get over $25,000 earnings, all of a sudden you have had a great big 
notch up from 30 to 52 percent and it hurts worse than it might have 
otherwise. 

Besides that, I continue to be impressed by the fact that 84 percent 
of all small businesses are unincorporated. If they do very well at 
all, they are up into the 50-, 60-, and 70-percent tax brackets early in 
the game. Instead of trying to reach just 16 percent, which would be 
the corporations, it seems to me the logical approach is to go the 
whole way. 

Mr. Saprax. The present tax structure just takes away all of the 
incentive which small, large, and intermediate business require. 

We have found, likewise, that professional people have the tend- 
ency, after they have worked about 3 months, to feel that they have 
made enough money. They get into the $16,000 or $18,000 tax bracket 
and Uncle Sam takes 56 cents of that taxable dollar. 

Then they want to take a vacation and not work any more. 

Mr. Brxuzr. I know of a lot of situations where that is the fact. It 
is not true in a corporation where you have these responsibilities, and 
you have to keep going. But further than that, I have seen a number 
of very small businesses that I have been associated with have real 
difficulty in finding working capital. They can’t go into the stock 
market to get it. They can’t logically expect the banks to provide 

working capital. 

In looking either to individuals or their own savings, they do not 
find it because they cannot accumulate it under the present structure. 

Mr. Saptak. That largely is what compelled my introduction of the 
bill, Mr. Bixler, that great lack of venture capital which you are now 
unable to get and which you need. You need the incentive. As you 
have expressed it it is a long-range program. 
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Mr. Brxtrr. If I may add, I think the responsibility of any com- 
pany president is to be looking ahead, to be planning over a period of 
time and not worried just about what is going to happen this after- 
noon. That is the thing that appeals to me so much about this. This 
is a forward plan type of thing which would help us to make decisions 
over a long time to come. 

Mr. Sapiax. And with some unforeseen danger which would tend 
to cause an imbalance in the budget, there could be postponements in 
that eventuality. 

You likewise, I am sure, believe that, and you have expressed it in 
testimony made before by yourself, though we must continue to be 
strong and look ahead militarily, we likewise must be strong econom- 
ically. 

The CuairmMaNn. Mr. Curtis will inquire. 

Mr. Curtis. I better ask a couple of questions to be clear. I see 
the point of the Sadlak-Herlong bills, and, incidentally, I am in favor 
of them. 

No. 1 is the incentive, and No. 2 is to create the additional new ven- 
ture capital. There is no question but what those points are very im- 
portant. But I am a little disturbed in the use of the terms “gadget” 
and eee ne in reference to other legislation which might be pro- 

osed. 
F I think your testimony recognizes that there is a third and very 
basic resource for capital investment which small businesses and large 
businesses utilize, an that is retained earnings. 

You have already indicated that in the markets for new venture 
capital, small business does not have it as easy as large business. But 
in the market for retained earnings, small business is on an equal level 
with large business, and saanleniae percentagewise. I have intro- 
duced a bill that is directed solely to that one aspect, which is to enable 
more retained, to be utilized and plowed back into the business. 

I hardly think that is a gimmick as far as small business is con- 
cerned. Would you indicate your views on that ? 

Mr. Brxter. | am afraid I am guilty of an error in semantics here, 
using a term for a full, broad category of things. There is no ques- 
tion in my mind but retained earnings is one of the most logical ways 
for a business to grow and expand. My only concern with any other 
approach is to be sure that we do not use up so much revenue in the 
process that we do not have enough left to get at the rest of it. 

But I certainly would not want to imply that that objecive is not 
highly desirable, because it is. 

fr. Curtis. My point is that the two objectives you are stressing, 
I think, are a great deal more fundamental, looking to the long range. 
But as I see it, there’s one area where small business, because of the 
limited capital market, has had to rely more heavily on retained earn- 
ings. 

¥ far as revenue losses are concerned, I think your theory, and 
your plea for the Sadlak bill, is exactly the same theory that I believe 
in a rather limited area, and that is that there is no real loss of reve- 
nue, but, quite the contrary, if you do not move ahead in both of these 
areas, we are going to have diminishing revenues under our present 
structure. 

But if we will remove these impediments to growth, we will see 
increased revenues; is that not your theory ? 
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Mr. Brxuer. It certainly is. I would love to pay more taxes, pro- 
vided we do more business and earn more money. 

Mr. Curtis. That is correct. 

The Carman. If there are no further questions, we thank you 
for your appearance and the information you have given the com- 
mittee. 

Our next witness is Mr. Albert H. Knabb. Please come forward 
and give your name, address, and the capacity in which you appear. 


STATEMENT OF ALBERT H. KNABB, EXECUTIVE DIRECTOR, THE 
ASSOCIATED COOPERAGE INDUSTRIES OF AMERICA, INC. 


Mr. Kwass. My name is Albert H. Knabb, I am executive director 
of the Associated Cooperage Industries of America, Inc. 

This organization, which includes 130 member firms, is a typical 
cross section of American business, for it includes small, medium, and 
large concerns. 

Our industry manufactures wooden barrels of all kinds as well as 
the materials from which the barrels are made. Speaking for my 
association, I want to express the appreciation of its members for 
this opportunity to testify in support of the first step that has been 
taken since the rates started up in 1932 toward material correction of 
excessive income-tax rates; and I desire, further, to congratulate this 
committee on its boldness in recognizing this important duty in face 
of factors in the current domestic and international situation which, 
to the fainthearted, might appear to counsel inaction. 

I use the word “duty” advisedly. The Ways and Means Committee 
of the House of Representatives is responsible for the initiation of all 
revenue measures. No action of any sort on taxes can occur without 
the approval of this committee. 

The people have borne the burden of excessive tax rates since the 
1930’s, and it is both the duty and the responsibility of the Ways and 
Means Committee to inaugurate action for the reduction of this bur- 
den. The spending side of Government operations is well cared for 
by the various committees that deal with substantive legislation which 
authorizes expenditure programs, and by the Appropriations Com- 
mittee that writes the bills to provide the money. 

The taxpayers’ interests are in the hands of the Ways and Means 
Committee, and it is most encouraging to have before this committee 
two identical bills which provide for a forward scheduling of tax 
reduction. I refer to H. R. 6452 and H. R. 9119, in which the orderly 
reduction of both individual and corporation income tax rates is pro- 
jected over a 5-year period. 

It is common practice to appropriate large amounts to be spent over 
a period of years, but I know of no other case in which the taxpayers 
have been put on a par with the spending units by having a definite 
schedule of. tax-rate reduction projected into the future. 
roe Mr. Sadlak put it in his remarks on the introduction of H. R. ° 

52: 


During periods of war and readjustment it was understandable that the 
Ways and Means Committee should be looked upon essentially as the initiating 
body for tax collection. However, in my view it is now time for the committee 
to become the initiating force in tax saving. 

Accordingly, the effect of my bill is to call upon the Ways and Means Com- 
mittee to adopt a related role in budget making, that of a jealous guardian of 
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taxpayer rights and interests. It is my conviction that this role can be best 
performed by the forward scheduling of tax reduction. Only in this way can 
there be equal competition as against the forward commitments for Federal 


spending 

Another ingenious feature of these bills is the way by which they 
would protect the budget while holding forth the prospect of tax-rate 
reduction. I refer to the postponement device, whereby the Presi- 
dent may defer a particular phase of the rate-reduction program for 
6 months, or if necessary and with the approval of Congress, for 1 
year. This arrangement introduces a certain flexibility which will 
enable the budgeting authorities to adjust expenditures to the avail- 
able revenues without being forced into a straitjacket. 

It is to be hoped, however, that full use of the postponement provi- 
sions will not be necessary, for that would put the ultimate SOLE paase 
9 years away instead of 5 years without postponements. There is 
an old saying that “hope too long deferred maketh the heart sick.” 

firm commitment by Congress to carry through the tax-rate- 
reduction program will be the most heartening news that the ppeple 
could receive; and, while an occasional postponement would not 
dampen their confidence, the strongest impact would be imparted if 
the program were to be carried through without a hitch. 

To do this will require control over Government spending. But 
it will not be entirely a question of strain on the budget, nor involve 
any increase in other taxes. The normal growth of the economy will 
cause an increase of incomes and an expansion of the taxable-income 
base—both individual and corporate—sufficient to permit the sched- 
uled rate reductions to be made without loss of revenue. 

To quote Mr. Herlong: 

The reductions scheduled in this legislation are not contingent upon drastic 
budget reduction, nor do they threaten a return to deficit financing. 

* * * the revenue effect of the scheduled reductions is well within the margin 
for tax reduction, which should develop annually out of the increase in revenue 
which results from economic growth. 

The final objective of the tax-rate reductions envisaged in these 
bills is an identical top tax rate for individuals and corporations. 
This ultimate rate is 42 percent as the bills now stand. Equality of 
marginal rates is of especial significance from the standpoint of busi- 
ness income, whether gained under incorporated or unincorporated 
organization. It wonllt lessen, or even remove, the pressure to decide 
on the form of business organization from the sole standpoint of tax 
advantage, and it eliminates the injustice which in inevitable under 
widely different marginal rates. 

A related point here is the situation of small business. More than 
80 percent of the business firms in the United States are unincorpo- 
rated, and the only way to give them income-tax relief is through 
reduction of the rates of individual tax. 

But it would be manifestly unfair to reduce the rates of either indi- 
vidual or corporation tax alone. In fact, the bills I am supporting 
here provide that a scheduled reduction of the corporation tax shall 
not be made without a companion reduction of the individual tax, 
unless the result would be to postpone a scheduled corporation tax- 
rate reduction for more than 1 year. 
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A further highly commendable feature of H. R. 6452 and H. Kk, 
9119 is their provision for a substantial reduction over the 5-year 
period, of the first-bracket rate of the individual tax. 

Beyond question, the worse excesses of the tax-rate structure are 
the steeply progressive rates. But there are millions of taxpayers 
who are not affected by progression and who are not concerned about 
it because their taxable income does not exceed $2,000, or $4,000 if a 
joint return is made. These bills provide for a reduction of the first- 

racket rate, now 20 percent, to 15 percent by the end of the period. 

There is a certain appeal in special methods to provide tax relief 
for the large number of persons at the lower side of the income scale, 
too often inspired, I fear, by the fact that these persons have votes 
even if they do not have much income. 

But the problem of tax relief before this committee, and before 
this country, is much bigger and far more serious than just the small- 
income folks. 

It embraces all individuals and all business. A great virtue and 
a distinct advantage of H. R. 6452 and H. R. 9119 is that they pro- 
vide for tax relief to all, everywhere, and they will do this without 
megenene an increase of other taxes or oe the revenue. 

n contrast, an increase of the personal exemption by $100 would 
mean a tax reduction of $20, for a person whose taxable income did 
not exceed the first bracket (up to $2,000). But a reduction of the 
tax rate applicable to the first taxable income bracket by 1 percentage 
+ ial from 20 to 19 percent—would also mean a tax reduction 
of $20. 

Even so small an increase of exemption as $100 would involve a 
revenue loss of some $3 billion, and a permanent narrowing of the 
income-tax base through the removal of F mnillion to 8 million persons 
from the income-tax rolls. 

This revenue loss would preclude any material further revision of 
tax rates for an indefinite future because it would not be the kind of 
tax reduction that could supply strongly rejuvenating influences or 
powerful growth incentives in the economy. The amount involved 
would be no more than 1 percent additional to total consumer spend- 
ing. There can be no hope or prospect of long-range economic growth 
in tax tinkering of this sort. 

Let me urge upon you one final point. You have undertaken this 
history-making task of tax-rate revision under adverse conditions 
and a heavy pall of pessimism compounded of recession, sputniks, 
and a declining faith in our own strength. 

The race we have entered upon against the Soviets will be long 
and grueling, and its outcome will be determined by long-range eco- 
nomic staying power, not by flash achievements, however dazzling 
they may be. To win this race we must grow and in order to grow 
we must have more saving and investment. 

It is hardly too much to say that the key to our success or failure 
in the struggle against the forces of Communist evil is right here in 
your hands. Do you dare run the terrible risks that are involved in 
failure or refusal to strike the shackles of punitive income taxation 
from the productive forces of the economy and so to give us the best 
possible chance of winning? 

Very few of our members are in the high income-tax brackets. Our 
endorsement of the Sadlak-Herlong bills comes from a firm convic- 
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tion that income tax revision is a vital necessity for the welfare of 
our country and its people. 

Thank you. 

The Cuarrman. Are there any questions? 

If not, Mr. Knabb, we thank you for your appearance and the 
information you have given the committee. 

Our next witness is Mr. H. H. Fisher. Mr. Fisher, please come 
forward and give your name, address, and the capacity in which you 
appear, for the benefit of the record. 


STATEMENT OF H. H. FISHER, VICE PRESIDENT, JORDAN ASSETS 
CO., SALT LAKE CITY, UTAH 


Mr. Fisuer. My name is H. H. Fisher. I am vice president of 
the Jordan Assets Co., Salt Lake City, Utah. I represent myself and 
several businessmen similarly situated, the Intermountain Steel Fab- 
ricators Association, and the Utah Manufacturers Association, an 
independent organization of 345 companies employing 50,000 penple. 

The Cuarrman. You may proceed with your statement, Mr. Fisher 

Mr. Fisuer. The people and organizations that I represent and I 
all agree that the present tax system is destructive of private business 
but particularly vicious to smaller industrial operations. Something 
must be done promptly to moderate the Federal tax burden on small 
and growing business and to eliminate the tax barrier to starting 
new enterprises. 

Until July 1, 1957, I was vice president and general manager and 
part owner of Fisher Brewing Co., a company with which I had served 
continuously for 24 years except for 314 years in the Armed Forces dur- 
ing World War II. The brewery was founded by my grandfather, a 
German immigrant, in 1884. We sold our 73-year-old company last 
July to a large competitor. One of the prime reasons was the high 
Federal corporation income tax which prevented retention of suffi 
cient capital to assure the continued satisfactory operation of our 
long-established firm. 

You gentlemen are all aware of the increasing number of business 
failures in these times of so-called prosperity. These failures cer- 
tainly are not all chargeable to “poor planning,” the bugaboo of small 
business. Big companies are feeling the squeeze, too. In the Novem- 
ber 1957 issue of Fortune magazine are listed the profits of the 100 
largest industrial companies in the United States. Ninety-seven of 
the 100 companies report an absolute drop in profits of 1.1 percent 
in the first 6 months of 1957 as compared with the same period in 1956 
while sales have risen 10.2 percent. 

A reshaping of our tax policies, basic tax reform, is needed to pro- 
vide the capital for building up the Nation’s productive capacity in a 
stable and noninflationary manner. 

In our State we will need 10,000 new jobs each year for our expand- 
ing population. Utah isthe Beehive State. The people of Utah have 
the well-deserved reputation of being careful workmen, thrifty, and 
prudent planners and fine craftsmen. But fine workmen and a need 
for them are not enough. 

You need money, too. Without capital investment ranging from 
$10,000 to $50,000 or more per job, the job is not created. Under the 
present corporate and individual income-tax structure it is impossible 
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for any business—particularly any small business—to accumulate this 
kind of money. ; ‘ 

A representative example of the problem of small business is a 
Utah food-products manufacturer now operating at the highest level 
in the firm’s history. This man told me, “Our production and sales 
are high and growing but we have absolutely no margin of safety. 
The owners have never received a dollar in dividends yet we have no 
working capital. The demands for equipment and facilities needed 
to stay in business take everything we can find. This seemingly 
thriving business is in a constant fight for survival. 

“One bad year and we would be through. We could set aside no 
reserves to pay our 1957 taxes; we will have to scrape up the money 
in some way when they are due. ~ . : 

“Each year this becomes more critical, We just paid $40,000 for a 
iece of equipment to replace a $10,000 piece of equipment. The dif- 
erence between the $10,000 depreciation which we were allowed and 

thé cost of our new machine is $30,000. We should have been allowed 
to deduct this amount from taxable income but we were not permitted 
to, so we have had to make almost $63,000 profit in order to replace a 
$10,000 machine.” 

A Utah canner tells me that in order to stay competitive he should 
install a new machine to peel tomatoes. This machine would handle 
the present output at a fraction of his present costs and would cost 
$80,000. 

Under the present tax structure there is absolutely no possibility 
of his accumulating sufficient capital to purchase this piece of equip- 
ment. 

In our own brewery in 1951 we expanded part of our production 
facilities. Our cost to stay competitive was equal to $12,000 for 
every person, bookkeeper, salesman, truckdriver, etc., in our employ. 
Today under “planned inflation” our cost would be from $15,000 to 
$18,000 per employee. 

Mr. Royden Derrick, president of Western Steel Company of Utah, 

resents the case for the steel fabricators far better than I can. Here 
is his statement: 

The members of the Intermountain Steel Fabricators Association desire to 
join with other Utah industries to submit testimony regarding the effect of 
high taxation on industry in the Intermountain area. This association repre- 
sents most of the structural-steel fabricators here. We have been faced with 
unusual hardships due to the high corporate and individual tax rates. 

The building of the Geneva steel plant in Utah in World War II presented 
opportunities for satellite industries to spring up as a complement to the in- 
dustrial growth of the area. We had hoped that locally owned firms might be 
able to take advantage of this opportunity in order to develop capital in Utah 
which has always been so desperately needed. In fact Utah has depended 
largely on outside investment to develop its natural resources. 

The effect of high taxation has placed our industry in a peculiar position. 
Large amounts of capital are required for buildings, machinery, and equipment. 
To be competitive, a firm must purchase new expensive equipment and ma- 
chinery which has required every dollar that the members of our industry 
could muster for their respective operations. We have not been able to develop 
sufficient working capital and still keep up with the capital-expenditure de- 
mands of the growth of our business. 

An interesting pattern has developed. Individual proprietorships have grown 
the least. Partnerships have been second less successful in growth. Closely 
held corporations have grown somewhat. The most successful have been cor- 
porations whose stock is sold on the open market, whose growth money is 
available from the public or from financial institutions. To meet the pressing 
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problems created by high taxes, several of our contemporaries have opened 
up their closely held corporations to public sale of their stock while others 
have merged with large companies. 


The relatively small return on sales volume has not permitted the financial 
stability that our feast-or-famine type of industry requires. We in the United 
States have always acknowledged small business as the backbone of American 
industry. Yet we find ourselves in the precarious position of being forced to 
operate in economic instability and uncertainty or merge with large firms who 
have better sources of capital. We do not want something for nothing. We 
do not want Government subsidies. We do, however, believe it to be the re- 
sponsibility of Congress to create a healthy climate in which business can 
successfully operate, particularly newer and smaller enterprises which are 
necessary for the vitality of our whole business system. ‘The present prohibitive 
tax structure as we have pointed out above does not permit this. 

We request early reduction of income tax on business in the interest of greater 
economic stability, in the interest of continuing growth of a free America, 
and in the interest of maintaining opportunities which have made America 
great. This, we believe, to be America’s best defense against our aggressors— 
to be economically strong. 

T have talked mostly of smaller corporations, partnerships, and pro- 
rietorships because that is the field with which I am most familiar. 
tis obvious, however, that if the present taxation and inflation poli- 

cies continue, many companies which at present have access to public 
and bank financing ultimately will find themselves in the same squeeze 
that smaller firms are in now. The end result can only be a situation 
where 1 or 2 major firms in each field control all the business in that 
field, with resultant stagnation and retrogression. 

If we are to continue our American way of life we must have general 
tax revision giving long-range relief to business, large and small, and 
to individal taxpayers, large and small. Such a program must be 
started immediately, and it will start to benefit everyone immediately— 
everyone, that is, except the Socialist planners. 

Tax relief politically designed to appeal to “the lower-income 
groups” is actually no tax relief at all. It will lead only to more infla- 
tion, higher prices, and eventual unemployment, all of which weigh 
heaviest on “the lower-income groups.” 

We believe the solution lies in a scheduled personal and corporate 
income-tax reduction which will apply continuing pressure against 
spending. There is always pressure for spending. ere is now no 
such pressure for economy. Such pressure might lead to approval of 
more of the Hoover Commission’s recommendations for Federal econ- 
omies. It might lead to economies in the Department of Defense. It 
might lead to wiser spending in all departments. 

gislation has been drafted to give tax relief by scheduled long- 
range pesee and corporate income-tax reduction. We firmly en- 
dorse the principles of the Sadlak-Herlong bill. We believe that if the 
principles incorporated in that bill are followed it will not cost the 
United States Treasury one cent in revenue. 

Gentlemen, you have been told time after time that tax relief is a 
long-term proposition. Gentlemen, it must not be a long-range propo- 
sition. If something is to be done for business, particularly small busi- 
ness, it must be done soon or there will be no business to help. As I see 
the matter, Congress should function as a doctor—not an undertaker— 
and business today needs a doctor and a prescription—tax relief. 

I believe the Sadlak and Herlong bills will go a long way toward 
correcting the situation. 

I thank you, Mr. Chairman. 
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The Cuarrman. Are there any questions ? 

If not, we thank you, Mr. Fisher, for your appearance and the in- 
formation you have given the committee. 

Mr. Fisuer. Thank you. 

The Cuarrman. Our next witness is Mr. John Haas. 

Will you come forward, Mr. Haas, and give your name, address, 
and the capacity in which you appear? 


STATEMENT OF JOHN H. HAAS, NATIONAL ESTABLISHED REPAIR 
SERVICE & IMPROVEMENT CONTRACTORS ASSOCIATION, INC. 


Mr. Haas, My name is John H. Haas. I am the Washington repre- 
sentative for NERSICA, which is the National Association of Im- 
provement Contractors. I am also the executive secretary of the Metro- 
politan Improvement Contractors here in Washington. 

The Cuarrman. You may proceed with your statement. 

Mr. Haas. I would like to have the permission of the chairman 
to dispense with the reading of a statement that was prepared, and 
which is available. I would like to make a few remarks that might 
appear to be pertinent to the case at hand. 

he Cuarrman. Would you like for the statement to be a part 
of the record ? 

Mr. Haas. Yes; I would, Mr. Chairman. 

The Cuarmman. Without objection, it will be included. 

(The statement referred to follows:) 


STATEMENT oF JoHN H. Haas, Director or NERSICA, Inc. 


Mr. Chairman and members of the committee, NERSICA, Inc., is a national 
association representing the residential and commercial repair, service, and im- 
provement contractors of the United States. It is estimated that there are ap- 
proximately 100,000 of these, and, although, of course, not all of them are 
members of our association, we have for many years been recognized as the 
spokesman for this segment of the construction industry. 

One of our main objectives is to strengthen the position of ethical contractors 
whose professional function imposes upon them a growing responsibility for 
helping to improve the living standards of millions of American homeowners. 

With the enormous expansion of the total value of goods and services our 
Nation produces, there is developing, at long last, a public awareness of the 
importance to our economic system of the Nation’s more than 4 million small 
business enterprises. 

During the first session of the 85th Congress, strong support for some form 
of tax relief for small business developed, received strong support, and wop 
the blessing of some top administration officials. 

It now appears that there is a very good chance that some action will be 
taken during the second session which opens in January, that will provide tax 
equity for the small-business man who at the present moment is in dire need 
of assistance. 

Basically speaking, good times for business, both large and small, depend 
largely upon the initiative and energy of businessmen themselves. However, 
sooner or later there comes a time when Government can remove impediments 
to business which will foster confidence and help to promote business expansion. 

It was with this philosophy in mind that the Small Business Administration 
was created and operates today. 

NERSICA has worked closely with the Small Business Committee since its 
very inception and has constantly urged such tax relief as now appears in the 
offing. We are deeply grateful to the members of this committee for the under- 
standing manner in which they studied our many problems. 

A careful survey of our economic system clearly shows that over the past 
few years small business has become a major factor in the economy of our 
country and is, therefore, a subject of national concern. 
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As a result, if our free enterprise economy is to continue to prosper, the 
present plight of the small-business man with his host of problems must be 
viewed with grave concern. Speaking very frankly, the entire free enterprise 
system of our country will be threatened if Congress fails to take prompt action 
to relieve this important segment of our economy from the inequitable burden 
of present high corporate tax rates. 

The increasing number of small business failures, higher than in any year 
since 1941, the disappearance of more than 19,000 small businesses over the 
past 8 years, compels us to recognize the fact that this important segment of 
our economy is in serious trouble and requires immediate assistance. 

It is very evident that many of the ills facing small business are caused. by 
our Federal tax system which not only impedes its growth but threatens its 
very existence. 

If he is to hold his own against his larger competitors, the solution to the 
small-business man’s tax problem cannot go unanswered too long. The only 
alternative to a successful struggle by the small independent businessman is 
collectivism in the form of a few giant corporations. 

Were we to allow this, we would be taking the first step toward giving up 
the good old time-proven American economic principle of free enterprise. What 
does that free enterprise system mean to the small-business man all over Amer- 
ica? It means the acceptance of his individual responsibilities; it stands for 
individual initiative; it represents his personal and professional pride in the 
work he does and the products he creates; and it is his monument to the inde- 
pendent spirit that has made America what it is today. 

There are four specific reforms under consideration which we feel are neces- 
sary requisites to a healthy small-business economy. 

(1) A reduction in the tax rate on business corporations from 25 percent to 
20 percent on incomes up to $25,000. This would enable small-business men to 
acquire and retain the funds necessary to keep their businesses in a healthy 
condition and allow for maximum expansion from earnings, since a large major- 
ity of them are unable to raise funds in any other way than the reinvestment 
of earnings. 

(2) The taxpayer to be given the option of paying estate taxes over a period 
of 10 years in cases where the estate consists largely of investments in closely 
held business concerns. Every year, many small family-owned businesses are 
forced into liquidation because the unexpected death of the owner leaves the 
family heirs of the business insufficient capital to pay the estate taxes. 

(3) Corporations with 10 or fewer stockholders to be given the option of 
being taxed as if they were partnerships. This would relieve many small cor- 
porations of the double tax blow—first on the corporation and then on its stock- 
holders on receipt of dividends. 

(4) Allow the members of a partnership or the proprietor of an unincorporated 
business to participate in approved profit-sharing and pension plans. The pres- 
ent law allows sizable deductions from taxable income for contributions to these 
plans, but partners and proprietors are not at present classified as employees. 
This is a grave injustice. 

The adoption of the foregoing reforms would provide a lifegiving stimulus to 
American small business. We respectfully urge that they be enacted into law. 


Mr. Haas. A few months ago, I had the pleasure and the honor of 
being invited to the President’s Conference on Small Business. When 
I got there, loaded with ideas and problems, I found out a very sad 
fact, namely, there were two topics deleted from the consideration of 
that conference-—financing and taxation. It is primarily for this rea- 
son that I, like many others, am extremely grateful to this committee 
for the special care that you have allocated and allotted to the prob- 
lems of the small-business man that are hardly covered anywhere else. 

The improvement contractors are, I would say, 100-percent small- 
business men. The industry, as such, is a comparatively new one, but 
it is based on a very old profession. It has come out of the old village 
blacksmith, but it has become commercialized, glorified and, also, 
highly diversified. Out of the 100,000 improvement. contractors 
throughout the land, you will find that a vast majority have not less 
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than 25 employees, as a small-business definition goes, but probably 

less than 5 employees. Yet the scope of their activities is tremendous. 

They are doing an estimated $15 billion business a year. Accordin 

to the last census res, we have about 30 million homes in the Uni 

States which were built erior to the last World War, and which need 
a 


= modernizations, alterations, and so forth. We are taking care 
of that. 

Yet we hardly have had an opportunity to voice our problems. 
If you will remember the old picture of the forgotten man in the 
cally 1930’s, which has now disappeared, you may now think of the 
forgotten businessman or the forgotten small-business man. The im- 
provement contractors are very representative of that category, al- 
though we do not have many big earth-shaking problems. 

For the consideration of this committee, we have four points which 
we would like very much to bring to your attention. May I briefly 
state them from page 3 of our prepared statement ? 

No. 1 is the reduction in the tax rate on business corporations from 
the existing 25 to 20 pn on incomes up to $25,000. This is per- 
tinent to section 11 (b) (2) of the 1954 code. I think the ee 
of that is self-explanatory. You have heard today of the lack of 
venture capital and the lack of financing, which, I think, is strong 
enough to support the validity of this request. 

No. 2 has ron very ably and aptly explained earlier today by Mr. 
Kane, and I believe that every word of his statement applies com- 
pletely to this problem of ours that is particularly strong in a business 
of the family type. 

The improvement contractors’ business very dig f resembles the 
family-type business, except that under the stress of present estate 
taxes, the family is very often, unfortunately, not in a position to carry 
on this business into the next generation. Here a distribution of that 
burden would be of tremendous help. It would not only insure that 
the estate tax can be paid, even if it is over a period of years, but it 
would also insure that the business itself will go on for 10 years and 
more, and remain a very healthy source of future taxation. 

No. 3 has to do with the alternative at the present time not ac- 
corded to corporations with 10 or fewer stockholders. As some of 
you gentlemen might remember, there has been a proposal for this 
double alternative up before Congress some years ago. It was pared 
down to a one-way proposition. As I understand it now, the partner- 
ship has the choice to pay corporation taxes, but the small corporation 
does not at present have the opportunity or the privilege to change to 
the une setup. 

The fourth and last proposition concerns the present inability of a 
proprietor or partner to qualify himself for deduction of expenses for 
the profit-sharing and pension plans. He can deduct his employees’ 
expenses toward the plans, but he is not eligible himself. This, in 


some way, seems rather strange because you will find that there are 
quite a few improvement contractors who make much less money than 
any one of their employees. So there is a potential hardship which 
I think deserves attention. I thank you very much. 

The Caatrman. Are there any questions? 

If not, we thank you, Mr. Haas, for your appearance and the in- 
formation given the committee. 
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Is Mr. Don C. Collins, of Kit Carson, Colo., in the room ? 

If not, the next witness is Mr. Leonard E. Pasek. 

Mr. Pasek, please come forward. For purposes of the record, please 
give your name, address, and the capacity in which you appear. 


STATEMENT OF LEONARD E. PASEK, ASSISTANT TO THE 
PRESIDENT, KIMBERLY-CLARK CORP. 


Mr. Pasex. Mr. Chairman, my name is Leonard Pasek, of Neenah, 
Wis. I am employed by Kimberly-Clark Corp., whose executive 
offices are located at Neenah, and my position is assistant to the 
president. 

It is a privilege to participate in these hearings before the House 
Ways and Means Committee and I want to commend you for under- 
taking so thorough an inquiry into so vital an area of our public 
and private life. Taxes have been synonymous with government for 
such a long time that their working relationship to the private econ- 
omy has been taken for granted and forgotten. I appear before you 
here with a feeling of urgent responsibility to interpret that relation- 
ship in current terms of cause and effect. 


FOCUS 


We need a change in our pattern of taxation because we need a 
change in our economic pattern, And we cannot afford anything but 
constructive correction in both. 


COUNT-DOWN 


The economic barometer has been falling. Production figures are 
off; all manufacturing industries, down to 82 percent of capacity; 
steel, 60 percent; men’s wear, 69 percent. Slowdowns showed up in 
oil, autos, machine tools, appliances, housing starts. Freight-car load- 
ing fell 16 percent at the year’s end. Railroad passenger traffic has 
been declining. Employment has been steadily dropping and is ex- 
pected to go lower. Predictions of unemployment in ae months 
are as high as 4.5 million. Business inventory increase has been 
sharply cut, and toward the end of the year inventories were begin- 
ning to be reduced. Consumer sales and debt, although continuing 
to increase, were rising at a much slower rate than previously. The 
flow of capital abroad more than doubled over the year; but domestic 
industrial expansion has been tapering off and 1958 investment in 
new plants and equipment is enianted to be 7 percent lower even 
than in 1957. 

Substantially due to inflation, the 1957 gross national product in- 
creased 5 percent and wages continued to rise. But productivity 
increased only 1 percent. Business failures increased. And indus- 
try’s profits are expected to be under the 1956 level. 

On the whole, the picture is one of declining employment and earn- 
ings of plant and people. This in turn means declining revenues in 
Government at a time when there are rising pressures for greater 
Federal expenditures, in order—and I’d like to put this in the simplest 
possible terms—“to beat the Russians.” We can’t beat the Russians 
merely by having the Government spend more money on basic re- 
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search, science education, and missiles. But we can beat them on our 
own grounds by spending more money on our economic system through 
the normal channels of private investment. 

That is the count-down. And in a sense this is zero hour. The 
competitive enterprise system is our best missile, but it’s sputtering. 
There’s a leak in the fuel ine. 


HISTORY AND HINDSIGHT 


Where is that leak and how did it get there ? 

The leak—and it’s a big one—is in the flow of capital into new and 
expanded business ventures. The volume of this loss of motive power 
has been undergaged, and its detrimental effects have been camou- 
flaged, by inflation. Unfortunately, too many people believe only 
what they want to believe. And many have wanted to believe that 
business growth, profit and employment potential have been “as 
usual.” ‘This is false comfort. Not only has business expansion in 
recent years been overstated; the financing source of what true ex- 
pansion did occur, has been misunderstood. 

There has ben a severe shortage of savings. This summer, Mr. 
Chairman, your own subcommittee’s report, speaking of inflationary 
pressures, said the basic problem was an inadequate level of savings 
out of current income. Business and personal savings have not ac- 
cumulated as needed. The flow of savings has been tapped, and the 
source has been weakened, by economically unrealistic taxation. 

In introducing H. R. 9119, a bill to reform the income tax rates, 
Congressman Herlong put his finger on the sorest spot in the economy. 
“There is no secret about the source of our problem,” he said. “As 
a nation we want to grow rapidly, but we are not saving enough to 
do this without inflation.” 

There is no need to document this for you gentlemen. It has been 
done by many financial authorities over the past year. But I do 
want to emphasize what has been substituted for savings as the source 
of business financing. It is borrowing. An insatiable tax struc- 
ture, aided and abetted by the drain of replacement and maintenance 
of capital values and inventories at inflated costs have forced busi- 
ness to sustain itself excessively on bank credit—with the result of 
nourishing inflationary forces. Borrowing ourselves into prosperity 
won’t work in business finance any more than it does in Government 
finance. During a period of inflation, the effects of debt financing 
are camouflaged, soit although some advantage accrues to the debtor, 
the price must always be paid—either at the expense of the taxpayers, 
or in the case of business, at the expense of its owners. 

It is not the higher price of money now which causes business to 
plug for release of the brakes which uneconomic taxation has put on 
investment potential. It is recognition of the acute need for sub- 
stantial equity financing in the private economy. 

We are indebted to the surprising sputniks for making us sit up 
and take notice. But the temporary toll of having our international 
gana out of orbit is no way near so devastating as continuing to 

arness our economy to an uneconomic tax vehicle. 

That we have harnessed our economy to an uneconomic tax vehicle 
cannot be stressed enough, The cart is there and it’s leading the horse. 
Blind or biased reaction will not change this fact; nor will dismiss- 
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ing it as “an old fright theme” divert the course. It is true that the 
economy has registered continuing growth since the end of World 
War II, even with excessive and destructive income taxation. But 
two points must be made about that. First, we’ve been recording an 
inflationary climb. Second, the rate has been only a fraction above 
the growth rate experienced in the period from 1870 to 1930. In this 
age of surpassing technology, why is our growth rate no greater now 
than it was then? Or, to suggest the answer—what might the rate 
of growth have been in the past dozen years without the offset of such 
debilitating income taxation as we have suffered ? 


CHOICE AT THE CROSSROADS 


The immediate fiscal conflict is between increased Government 
spending and tax-rate reform. Whether the spending is justified on 
grounds of beating the recession or beating the Russians, or both, does 
not give it automatic and absolute priority over tax-rate reform. On 
the contrary, the fundamental answer to the Russians or the recession 
is to revitalize our economy. And this will not be done by stepped-up 
Government spending to expand, and create new, business. e pres- 
ent taste of recession is early warning of worse to come if we do not 
open up the channels for the generation of more capital through the 
normal processes of individual and business savings. This is the only 
source of energy for a free economy capable of growth without 
inflation. 

I want to quote Representative Herlong, of Florida, again in this 
regard because he does not mince words in pointing up what the only 
choice at the crossroads is. He said: 

The principal limiting factor on the accumulation of private savings is the 
Federal system of income taxation, a system under which the rates of individual 
tax rise so steeply through the middle brackets and then go on up to a top of 91 
percent and the combined rate of corporate tax remains at its wartime high. It 
may be understandable that we have allowed this situation to develop over the 
past 25 years, as we have passed from crisis to crisis, but we can have no excuses 
if we do not meet the issue now. 

I want to quote Representative Sadlak, of Connecticut, too. In dis- 
cussing his bill, H. R. 6452—which Mr. Herlong made bipartisan by 
introducing identical legislation—Mr. Sadlak made that same point, 
and bluntly. He said, 


It may be stated flatly that this Nation has a severe shortage of capital 
because the tax laws are designed to produce such a shortage. 


That verb merits emphasis: 
The tax laws are designed to produce such a shortage. 


COMPASS AND COURAGE-—FOR DEFENSE OF AMERICAN ENTERPRISE 





We need compass and courage to correct the course that the past 20 
years or so has set us on. Both have been offered in the identical bills 
just mentioned. They provide an economically realistic pattern of 
taxation for a free, private, competitive enterprise system. Such real- 
ism is the only way to keep that system free, private, competitive, and 
growing. 

The Sadlak-Herlong bill is a good bill, with practical features. 
I hope it will be enacted. But I don’t want to talk about its details. 
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I agree with Mr. Sadlak that there is “no reason why an unincor- 
porated business or other individual taxpayer should pay a higher 
top rate of tax than a corporate taxpayer,” and that the rates of 
both income taxes should be moderate. But to me the great vitaliz- 
ing force the bill offers is correction of the stifling range of pro- 
awe in the individual income tax. This is the indispensable re- 
orm to be made in our tax system. 

Every businessman who speaks out against the extreme and destruc- 
tive progression in the individual income tax will face shortsighted, 
or even malicious, criticism. It is so easy to misunderstand, dismiss, 
of malign as selfish, both him and his proposal. It’s more difficult 
to recognize that what is realy involved is self-preservation of the 
economic man, and through him of business itself. Remember, un- 
less the business of this country can continue ahead under an ade- 
oe head of steam, there cannot possibly be enough income to pay 

or running our many levels of government. 

Individual incentive is the heart of profitable enterprise; and 
when it is at stake, the industrial and commercial life of a private 
capitalism is also at stake. This is my reason for giving unequivocal 
priority among national issues to income tax rate reform, especially 
that which will abate the unwholesome degree of progression in the 
individual income tax. Nothing, I repeat, nothing in the Nation’s 
fiscal and economic life should ce given higher ey: I say this 
with full knowledge of what it might mean to other fiscal anil eco- 
nomic objectives. But I believe it with a conviction that is hard 
to communicate. I beg you to give it your openminded, earnest 
thought. 

Mr. Chairman, your committee is a powerful, responsible body. 
No other group so decidedly holds the future in its hands. I urge 
the convictions I have expressed upon you, and hope that you will 
thereby be forced, as I have been, to articulateness and action. 

Gentlemen, I am sincerely grateful that these hearings are being 
held, and I thank you for the opportunity of being heard. 

The Cuarrman. Are there any questions? 

Mr. Byrnes. On page 1 you referred to the economic barometer 
falling. Just as a matter of information, since you come from the 
paper industry, I wondered what the situation is that exists there 


ay. 

Mr. Pasex. I pu ly left out the paper industry, because I 
meant this for all of our business community. I can tell you ve 
frankly that 1957 was down from 1956. The figures, as I recall, 
are as follows: In 1956, the paper industry produced 31.5 million 
tons, and in 1957 they produced 30.5 million, estimated, of course. 
Profits in the industry were down, percentagewise, a great deal more 
than that. 

Mr. Byrnes. In the Kimberly-Clark Co. and the rest of the in- 
dustry, what are your anticipations for the coming year? Is it a 
further decrease ? 

Mr. Pasex. Yes, sir; a further decrease in profits. 

Mr. Byrnes. That is for 1958? 

Mr. Pasex. Yes; that is for 1958. That is our expectation, of 
course. 

Mr. Byrnes. I would like to say, Mr. Chairman, that I think Mr. 
Pasek has given us an interesting and valuable statement. In fact, 
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I think all of the statements that have been presented this morning 
have been of real interest and value to the committee. 

There is a question that occurs to me as I listen to these statements 
as to whether or not the splendid case which has been made for a tax 
reduction is not also a splendid case which carries with it a necessity 
for a reduction in spending as well as reduction in taxing, and whether 
a lot of this testimony that we are receiving should not really be direct- 
ed to the Appropriations Committee in the first instance. 

I am not so sure but what we would not be wise to make available 
to that committee some of the evidence and testimony that we have 
received this morning. 

The CuarrMan. Mr. Curtis? 

Mr. Curtis. I simply want to say, Mr. Pasek, that I think you have 
prepared an excellent and very powerful statement. I hope it will 
receive the attention which I believe it deserves. I believe you have 
put your finger on a great many things, and emphasis on the fact that 
the tax structure is at the base of the difficulty, I think, is well taken. 

On page 4, you state— 
the fundamental answer to the Russians or to the recession is to revitalize our 
economy. And this will not be done by stepped-up Government spending or newly 
stimulated consumer spending. The need is for greater capital spending to ex- 
pand, and create, new business. 

I think that will be the crux of the argument. We should direct our 
attention to that as to whether it is true or not true. I believe it is. 
But I believe that is the crux of the issue before the Congress. I 
appreciate your bringing it out so forcefully. 

Mr. Pasex. Off and on for more than a generation now, we have 
had plenty of practice in the other, and it has not seemed to work. 

The Cuatrman. We thank you, Mr. Pasek, for your appearance and 
the information given the committee. 

Mr. Pasex. Thank you. 

The CHatrman. The Chair understands that our colleague, the Hon- 
orable Harold Collier, of Illinois, would like to appear at this time 
before the committee. 

Come forward, Mr. Collier. 

Without objection, the committee will hear Mr. Collier at this point. 


STATEMENT OF HON. HAROLD R. COLLIER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ILLINOIS 


The Cuatrman. Would you please give your name, address, and the 
capacity in which you appear, for the benefit of the record, although 
we know you quite well. 

Mr. Cotter. Mr. Chairman, I am appreciative of this opportunity 
to present my views before this committee on this very important 
subject. 

Incidentally, at this point, I would ask permission of this committee 
to submit for the record, if I may, a statement from Howard 8. Cart- 
wright, who is chairman of the Illinois Small Businessmen’s Com- 
mittee. 

The CuatrMan. Without objection, it will be included in the record. 


20675—58—pt. 1——-22 
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(The document referred to follows:) 


STATEMENT OF Howarp §. CARTWRIGHT, CHAIRMAN, ILLINOIS 
SMALL-BUSINESS MEN’s COMMITTEE * 


As chairman of the Small Business Committee of Illinois, I have been very 
close to the problems of the small-business men in the Chicago area and par- 
ticularly upon the burden imposed by impractical Federal taxation. 

In recent years, these tax burdens have made growth, expansion, and modern- 
ization of small and independent business firms virtually impossible. Many 
authoritative statements made before this committee in its hearings in other 
cities make it unnecessary, I believe, to go into detail at the time because the 
problems presented in testimony presented before Senator Sparkman’s com- 
mittee in other major cities leaves no uncertainty of the need of Federal tax 
relief in the area of small business. 

Referring specifically to H. R. 5652, introduced by Congressman Harold R. 
Collier, of Illinois, in March of 1957, it is my sincere conviction that his pro- 
posal embraced in this legislation to amend the Internal Revenue Code will be 
of real assistance in providing an incentive program for small and independent 
business firms. , 

Of major importance is the necessity of providing credits for loss incurred 
through investment or loans to small-business firms, and to further provide an 
increase for surtax exemption for small and independent businesses for good- 
will in the determination of the value of an estate. 

Because there are other witnesses scheduled to appear in the limited time 
provided for these hearings in Chicago, I shall close my statement by sug- 
gesting that this esteemed committee and the membership of both legislative 
bodies of Congress pass legislation in the 2d session of the 85th Congress to 
meet the needs of the small and independent business firms through a sound 
and practical revision of Federal tax laws that will make growth,, expansion, 
and modernization possible. I believe we must remember that the small-business 
man is a most important segment of our economic life, and it is the job of our 
esteemed legislators to assist these people at a time when Federal tax relief 
is So essential to their present operations and their future. 


Mr. Cotter. I am Harold R. Collier; I represent the 10th District 
of Illinois. 

Mr. Chairman and members of the committee, I could take the time 
at this point to speak of small businesses as the backbone of our 
economic society. This, however, we all know and understand. 
Otherwise, these hearings would not be held here, nor would the 
Senate hearings have been held in Chicago in November. I did ask 
for the privilege of presenting these views at this time because I, 
like most other Munbers of Congress, have just returned to Wash- 
ington from my constituency in the suburbs of Chicago. I might 
add, gentlemen, that I perhaps have more small-business firms, or, 
certainly, as many, as any congressional district in the United States. 

I feel sure that, if I had been complacently ignoring the problems 
of the small-business man, such complacency would have been rudely 
shattered when I returned to my home district in September of last 
year. I found then—and I might add these conditions still prevail— 
that many individuals who are classified as small-business men are 
in distress. Many are faced, day by day and week by week, with 
an outright battle for survival. Their ranks are being decimated 
constantly. One of my constituents was the operator of a highly 
successful small-business firm for many years in the district. He 
was providing his customers with excellent service, and only in re- 


. 1 Same statement presented to Senate Small Business Committee in Chicago on November 
2, 1957. 
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cent years had drained his capital resources to expand and modernize 
to the point where he could just do nothing further with his 
establishment. 

He kept his business open long hours every day, and worked on 
Sundays trying to keep his books straight for the countless taxing 
agencies of both the State and Federal Governments. 

He paid his taxes, At the end of last year, he discovered that his 
7 days of work each week, and long hours each day, has grossed him 
about $10,000. I talked with the gentleman in September and asked 
him how his business was doing. He told me “I have quit. I was 
offered a job for $2,500 a year less, selling for a concern, so I closed my 
shop. Why,” he asked, “should I beat my brains out, risk everything 
I have each day, 7 days a week, go home exhausted in mind and body 
each night, when I can take a job for $2,500 a year less and live a 
normal life?” 

This action by this man surprised me. He was not a quitter, not the 
type to lay down on a job. But he went on to explain that the work 
| itself didn’t bother him. The labor he was putting in trying to please 

the customers didn’t disturb him. He liked it. He didn’t have a 
chance to expand to the point where he could afford to hire out his 
bookkeeping, but he had to do it himself. Why couldn’t he expand ? 
Because the Federal Government had snatched in taxes every avail- 
able dollar he could otherwise have put into his business, could have 
channeled into the expansion of his business. He was at a dead end. 
He couldn’t go forward. The only other thing he could see in the 
future was a long treadmill of constantly increasing work at no greater 
return, 

Is this man happier now? I think basically not. He has a more 
normal life, yes. He isn’t working as hard, and he will probably live 
longer. But he has had to give up something that was part of him- 
self, something he had labored long to develop. He had seen it de- 
stroyed because taxes made it impossible for him to grow and ex- 
pand his business. ‘That is just one example. 

I could cite others. Some are even perhaps more drastic situations 
than this one. I do not want to stand idly by in this case. I believe 
that we must do something to approach this matter, and the problems 
that the small-business man faces in a practical way. 

While the general muscle tone of our economy today is good, and 
while our economic well-being seems to be growing better than ever 
during these periods of good times, the man who must fend for him- 
self, must place his own livelihood and his own savings constantly at 
risk, finds himself under a constantly mounting pressure, because of 
the present system which prevents him from ‘being able to supply 
customers with the additional services and the additional selection of 
commodities which customers are demanding. That is why I intro- 
duced H. R. 5652, which has so many of the same provisions as H. R. 
5735. That is why I am supporting this present bill, and only wish 
its provisions could be strengthened and broadened. I feel that a 


20 percent deduction for expansion and modernization is hardly 
enough. But if that is the best we can do, I will support this measure 
strongly now, and shall support it strongly on the floor. I thank you 
gentlemen very kindly for the time to appear before this committee. 
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(Mr. Collier’s bill follows :) 


[H. R. 5652, 85th Cong., 1st sess.] 


A BILL To amend the International Revenue Code to assist small and independent business, 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 


SECTION i. DECLARATION OF PURPOSE AND POLICY. 
It is hereby declared to be the policy of the Congress, and the purpose of 
this Act— 

to provide for growth, expansion, and modernization for small and 
independent business enterprises engaged in trade or commerce; 

to provide an election for filing income tax returns for small and inde- 
pendent businesses engaged in trade or commerce whether or not such 
businesses operate as individuals, partnerships, or corporations ; 

to provide a normal tax rate of 20 percent for taxable years after March 
31, 1957, and to increase the surtax exemption ; 

to provide a growth, expansion, and modernization exemption on net 
taxable earnings for small and independent businesses engaged in trade 
or commerce; 

to provide credits for losses incurred through investment or loans to 
smal land independent business enterprises engaged in trade or commerce; 

to provide for rapid amortization of property utilized for the production 
of profit by small and independent businesses engaged in trade or com- 
merce; 

to provide small and independent business an exemption for goodwill 
in the determination of the value of an estate; 

to provide family sized farmers and others engaged in agricultural 
pursuits an exemption for the improvement, modernization, and renewal 
of buildings or equipment used in the production, care, and marketing of 
farm products ; and 

to provide family sized farms, whether or not such farms are owned in 
fee or occupied by renters or tenants, an exemption for the improvement, 
modernization, and renewal of buildings or equipment used in the produc- 
tion, care, and marketing of the products of such farms. 


SEC. 2. DEDUCTION FOR EXPANSION OR MODERNIZATION OF SMALL 
BUSINESS ENTERPRISE. 


(a) AtLowance.—Part VI of subchapter B of chapter 1 of the Internal 
Revenue Code of 1954 is amended by adding at the end thereof the following 
new section: 


“SEC. 178. EXPANSION OR MODERNIZATION OF SMALL BUSINESS 
FACILITIES. 


“(a) DepuctTisLe Expenpitures.—If the taxable income of any person engaged 
in trade or business does not exceed $150,000 for the taxable year, such person 
may treat expenditures which are paid or incurred by him during the taxable 
year for the construction, reconstruction, erection, installation, improvement, 
or acquisition of any facility, land, building, machinery, or equipment, or any 
part thereof, used in the trade or business as expenses which are not chargeable 
to capital account to the extent that such expenditures do not exceed the limit 
determined under the following table: 


“If the taxable income is: The limit is: 

eS a eee ee 50 % of taxable income. 

Over $10,000 but not over $25,000_____ $5,000, plus 40% of excess of taxable 
income over $10,000. 

Over $25,000 but not over $50,000___-__- $11,000, plus 80% of excess of taxable 
income over $25,000. 

Over $50,000 but not over $100,000____- 18,500 plus 20% of excess over $50,000. 

Over $100,000 but not over $150,000___. 28,500, plus 10% of excess over $100,000. 


The expenditures so treated shall be allowed as a deduction. 
“(b) LimrratTions.— 
“(1) Subsection (a) shall not apply to any corporation which, directly 
or indirectly, controls, is controlled by, or is under common control with, any 
other corporation at any time during the taxable year, unless the combined 
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taxable income of all such companies under common control does not exceed 
$150,000. 

“(2) Subsection (a) shall not apply to any partnership which, directly 
or indirectly, controls, is controlled by, or is under common control with, 
any other partnership at any time during the taxable year, unless the com- 
bined taxable income of all such partnerships under common control does 
not exceed $150,000. 

(3) Subsection (a) shall not apply to any amount paid or incurred which 
is allowable as a deduction without regard to this section, and shall apply 
only with respect to expenditures for construction, reconstruction, erection, 
installation, or improvement of any facility, land, building, machinery, or 
equipment, or part thereof, begun and completed, or acquired, during the 
period consisting of the taxable year and the preceding taxable year. 

“(e) Taxaste INcoME Derinep.—For purposes of this section, the term ‘tax- 
able income’ means taxable income computed without regard to this section.” 

(b) TECHNICAL AMENDMENT.—The table of sections for such part VI is amended 
by adding at the end thereof the following: 


“Sec. 178. Expansion or modernization of small business facilities.” 


(ec) ApsusTMENTs TO Basis or Properry.—Section 1016 (a) of such Code (re- 
lating to adjustments to basis of property) is amended by striking out the period 
at the end of paragraph (16) and inserting in lieu thereof a semicolon, and by 
adding after paragraph (16) the following new paragraph: 

“(17) for amounts allowed as deductions under section 178 (relating to 
expansion or modernization of small business facilities) .” 

(d) ErrecriveE Date.—The amendment made by subsection (a) shall apply to 
taxable years beginning after December 31, 1956. 


SEC. 3. REDUCTION IN CORPORATE NORMAL TAX. 


Section 11 (b) (2) of the Internal Revenue Code of 1954 (relating to corporate 
normal tax for taxable years beginning after March 31, 1957) is amended by 


striking out “25 percent of the taxable income” and inserting in lieu thereof 
“20 percent of the taxable income”. 


SEC. 4. INCREASE IN CORPORATE SURTAX EXEMPTION. 


(a) IncrEASE IN Exemprtion.—Section 11 (c) of the Internal Revenue Code 
of 1954 (relating to corporate surtax) is amended by striking out ‘‘$25,000” and 
inserting in lieu thereof “$150,000”. 

(b) TrecHnicaL AMENDMENTS.— 

(1) Section 12 (7) of such Code (cross references relating to tax on cor- 
“aa is amended by striking out “$25,000” and inserting in lieu thereof 

(2) Section 1551 of such Code (relating to disallowance of surtax exemp- 
tion, ete.) is amended by striking out “$25,000” and inserting in lieu thereof 
“$150,000”, and by striking out “such exemption or credit” and inserting in 
lieu thereof “the exemption from surtax provided in section 11 (c) or the 
securing of such credit”. 

(c) BErrecttve Datr.—The amendments made by this section shall apply 
with respect to taxable years beginning after March 31, 1957. Im the case of 
a taxable year beginning before April 1, 1957, and ending after March 31, 1957, 
the amendment made by subsection (a) of this section shall apply in the same 
manner as provided in section 21 of the Internal Revenue Code of 1954 with 
respect to changes in a rate of tax. 


SEC. 5. ELECTION OF INDIVIDUALS AND PARTNERSHIPS TO BE TAXED 
AS CORPORATIONS. 


Section 1361 (e) of the Internal Revenue Code of 1954 (relating to irrevocabil- 
ity of elections of partnerships and individuals to be taxed as domestic cor- 
porations) is amended by adding after paragraph (2) thereof the following: 
“Notwithstanding the preceding sentence, an election described in subsection (a) 
may be revoked, in accordance with regulations prescribed by the Secretary or 
his delegate, with respect to taxable years following the fourth or any subsequent 
taxable year to which such election applies.” 
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SEC. 6. ELECTION OF CORPORATIONS TO BE TAXED AS PARTNER- 
SHIPS, 


(a) ELecTion ALLOwEp.—Subchapter R of chapter 1 of the Internal Revenue 
Code of 1954 (relating to election of certain partnerships and proprietorships 
as to taxable status) is amended— 

(1) by striking out the heading and table of sections for such subchapter 
and inserting in lieu thereof the following: 


“Subchapter R—Election of Certain Partnerships, Pro- 
prietorships, and Corporations as to Taxable Status 


“PartI. Alternative taxable status of certain partnerships and proprietorships. 
“Part II. Alternative taxable status of certain corporations. 


“PART I—ALTERNATE TAXABLE STATUS OF CERTAIN 
PARTNERSHIPS AND PROPRIETORSHIPS 


“Sec. 1361. Unincorporated business enterprises electing to be taxed as domestic 
corporations.” ; and 


(2) by inserting after section 1361 a new part as follows: 


PART II—ALTERNATIVE TAXABLE STATUS OF CERTAIN 
CORPORATIONS 


“Sec. 1371. Certain corporations electing to be treated as partnerships. 


“SEC. 1371. CERTAIN CORPORATIONS ELECTING TO BE TREATED AS 
PARTNERSHIPS. 


“(a) GENERAL Rurte.—Subject to the qualifications in subsection (b), a do- 
mesti¢ corporation may not later than 60 days after the close of its first tax- 
able year, or the year of a change of ownership described in subsection (f), elect, 
in accordance with regulations prescribed by the Secretary or his delegate, 
to be treated as a partnership for such year and all subsequent years, if all the 
shareholders owning stock in such corporation at any time on or after the first 
day of such year and on or before the date of the election consent to the election. 

“(b) QUALIFICATIONS.—The election described in subsection (a) may not be 
made by a domestic corporation unless at all times during the period on or after 
the first day of its first taxable year or of the year described in subsection (f), 
as the case may be, and on or before the date of election— 

“(1) such corporation has ten or less shareholders all of whom are indi- 
viduals (including all partners of any partnership owning stock in such 
corporation ) ; 

(2) all shareholders are actively engaged in the conduct of the business 
of such corporation ; 

“(3) no shareholder of such corporation is a non-resident alien or a for- 
eign partnership ; 

“(4) such corporation is not a corporation which was a party to a re 
organization described in section 368 (b), or a corporation to which section 
355 (or so much of section 356 as relates to section 355) applies and such 
corporation has not received a distribution under section 332, relating to 
liquidations of subsidiaries) except in a case in which the basis of the assets 
distributed is determined under section 334 (b) (2) ; 

“(5) such corporation has only one class of stock ; and 

“(6) no more than 80 percent of the stock of such corporation is owned 
by persons who formerly owned the business of such corporation as an un- 
incorporated enterprise taxable as a domestic corporation under section 1361. 

“(c) PARTNERSHIP Provisions APPLICABLE.—Under regulations prescribed by 
the Secretary or his delegate, a domestic corporation making the election under 
subsection (a) shall be considered a partnership for purposes of this subtitle 
(except chapter 2 thereof) and shall be subject to subchapter K (section 701 
and following, relating to partnerships) with respect to formation, operation, dis- 
tributions, liquidation, sale of an interest, and any other purpose; and each 
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shareholder of such corporation shall be considered a partner owning an interest 
in the partnership in the proportion which shares owned by such shareholder 
bear to the total number of outstanding shares of such corporation. 

“(d) Limrration.—An employee of a corporation making the election de- 
scribed in subsection (a) who is also a shareholder of such corporation shall not 
be considered an employee for purposes of section 401 (a) (relating to em- 
ployees’ pension trusts, etc.). 

“(e) ELecTiIon IRREVOCABLE.—Except as provided in subsections (f) and (h), 
the election described in subsection (a) by a domestic corporation shall be ir- 
revocable with respect to— 

(1) the electing corporation and its shareholders and 

“(2) any corporate successor to the business of the electing corporation 
and the shareholders of such successor. 

“(f) CHANGE OF OWNERSHIP.—In the first year in which the shareholders 
who consented to the election described in subsection (a) own 80 percent or less 
of the stock of a corporation described in subsection (e), such corporation shall 
not be treated as a partnership for such year or for subsequent years, unless 
such corporation makes a new election in accordance with the provisions of 
subsection (a). 

“(g) CONSTRUCTIVE OWNERSHIP.—For purposes of subsections (b) (6) and (f), 
the ownership of a stock interest shall be determined in accordance with the 
rules for constructive ownership of stock provided in section 267 (c) other than 
paragraph (38) thereof. 

“(h) DisQuUALIFICATION.—If a corporation described in subsection (e) issues 
stock of a different class than that outstanding, the election described in sub- 
section (a) shall be deemed never to have been made and the corporation shall 
be liable for all taxes due (except penalties) and such taxes may be assessed 
and collected as if no return had been filed. 

“(i) Cross REFERENCE.— 

“For period of limitations on assessment and collection of tax where no return has 
been filed, see section 6501.” 

(b) TECHNICAL AMENDMENTS.— 

(1) Section 1361 (b) of such Code (relating to unincorporated business 
enterprises electing to be taxed as domestic corporations) is amended— 

(A) by striking out “and” at the end of paragraph (3); 

(B) by striking out the period at the end of paragraph (4) and 
inserting in lieu thereof “; and”; and 

(C) by adding at the end thereof a new paragraph as follows: 

“(5) no proprietor or partners having more than 80 percent interest in 
the profits or capital of such enterprise formerly owned stock in a corporation 
treated as a partnership under section 1371 which carried on the business 
of such enterprise.” 

(2) Section 1504 (b) of such Code (relating to definition of includible 
corporation) is amended by adding at the end thereof a new paragraph 
as follows: 

“(8) Corporations subject to tax as partnerships under section 1871.” 

(3) The table of subchapters for chapter 1 of such Code is amended by 
striking out 


“Subchapter R. main of certain partnerships and proprietorships as to taxable 
status.” 


and inserting in lieu thereof 


“Subchapter R. Election of certain partnerships, proprietorships, and corporations 
as to taxable status.” 
(c) Errective Datr.—The amendments made by this section shall apply to 
taxable years beginning after December 31, 1956. 


SEC. 7. INVESTMENTS IN SMALL BUSINESS ENTERPRISES. 


(a) ALLOWANCE oF LOSSES AND BAp Dents As DepucTions FRoM ORDINARY 
INcOME,—Part VI of subchapter B of chapter 1 of the Internal Revenue Code 
of 1954 is amended by inserting after section 166 the following new section: 


“SEC. 166A. LOSSES OF INDIVIDUALS ON INVESTMENTS IN, AND 
LOANS TO, SMALL BUSINESS ENTERPRISES. 


“(a) Losses ON Srecuritires.—If an individual sustains a loss from the sale 
or other disposition, or from the worthless of a security of a corporation which 
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is a small business enterprise, then for purposes of this subtitle such loss shall 
not be considered as a loss from the sale or exchange of a capital asset. 

i “(b) Bap Desrs.—Section 166 (d) (relating to nonbusiness debts) shall not 
apply in the case of an individual if the debt was created by reason of a loan 
by such individual to a small business enterprise. For purposes of section 166 
(other than subsection (d)), a payment by an individual in discharge of part 
or all of his obligation as a guarantor, endorser, or indemnitor of an obligation 
of a small business enterprise created by reason of a loan to such enterprise by 
another individual shall be treated as a debt becoming worthless at the time of 
such payment. 

“(c) Ner Operatine Loss Depuction.—For purposes of section 172 (d) (4) 
(relating to limitation on nonbusiness deductions of taxpayers other than corpo- 
rations for purposes of the net operating loss deduction) any deduction in respect 
of which subsection (a) or (b) of this section applies shall be treated as 
attributable to a trade or business of the taxpayer. 

“(d) DEFrnirions.—For purposes of this section— 

“(1) The term ‘security’ has the meaning assigned to such term in section 
165 (g) (2). 

“(2) The term ‘small business enterprise’ means any trade or business 
earried on by an individual, partnership, or corporation if the total assets 
held (at the time the security is acquired or the loan is made) by such in- 
dividual, partnership, or corporation for trade or business purposes does 
not exceed $250,000; but such term does not include any corporation the 
stock of which is owned (directly or indirectly) by or for more than 10 
individuals.” 

(b) TrecHNIcAL AMENDMENT.—The table of sections for such part VI is 
amended by inserting 


“Sec. 166A. Losses of individuals in, and loans to, small business enterprises.” 


immediately below 
“Sec. 166. Bad debts.” 


(c) Errective Date.—The amendment made by subsection (a) shall apply 
with respect to taxable years beginning after December 31, 1956. 


SEC. 8. 5-YEAR DEPRECIATION FOR SMALL BUSINESS ENTERPRISES. 


(a) ALLOWANCE.—Section 167 (b) of the Internal Revenue Code of 1954 (relat- 
ing to use of certain methods and rates of depreciation) is amended by adding at 
the end thereof the following: “If the average taxable income of any person 
for the 5 preceding taxable years does not exceed $50,000 per year, then (not- 
withstanding any other provisions of this subtitle and under regulations pre- 
scribed by the Secretary or his delegate), at the election of such person, the 
allowance under subsection (a) in the case of any property which has a useful 
life of more than 5 years and which is used in the trade or business of such 
person may be computed under the straight line method as if the useful life 
of the property were 5 years.” 

(b) Errective Date.—The amendment made by subsection (a) shall apply 
with respect to taxable years beginning after December 31, 1956. 


SEC. 9. DEPRECIATION OF USED PROPERTY. 


(a) Section 167 (c) of the Internal Revenue Code of 1954 (relating to limita- 
tions on use of certain methods and rates of depreciation) is amended— 

(1) by striking out the period at the end of paragraph (2) and inserting 
in lieu thereof “, or”; and 

(2) by adding at the end thereof the following: 

“(3) acquired after December 31, 1956, if the original use of such prop- 
erty does not commence with the taxpayer, and the use of such property 
by the taxpayer commences after such date. 

Paragraph (3) shall apply to property acquired in any taxable year only to 
the extent that the basis of such property (determined as of the close of the 
day of its acquisition), when added to the basis of all other property described 
in such paragraph (determined as of the close of the day of its acquisition) 
which is acquired by the taxpayer during the same taxable year, does not ex- 
ceed $50,000.” 

(b) The amendments made by this section shall apply to taxable years be- 
ginning after December 31, 1956. 
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SEC. 10. EXEMPTION FOR GOODWILL IN DETERMINING GROSS ESTATE. 


(a) ALLOWANCE oF BExemprTion.—Part III of subchapter A of chapter 11 of 
the Internal Revenue Code of 1954 (relating to gross estate of citizens or resi- 
dents of the United States) is amended by adding at the end thereof the 
following new section : 


“SEC. 2045. GOODWILL. 

“In determining the value of any interest of the decedent in any trade or 
business carried on by the decedent, by a partnership of which he was a partner, 
or by a corporation the stock of which was owned (directly or indirectly) by 
or for not more than 10 individuals (including the decedent), the goodwill of 
such trade or business shall be excluded. The amount excluded from the gross 
estate by reason of the preceding sentence shall not exceed $100,000.” 

(b) TecHNICAL AMENDMENT.—The table of sections for part III is amended 
by adding at the end thereof the following: 


“Sec. 2045. Goodwill.” 


(c) Errecrive Date.—The amendment made by subsection (a) shall apply 
only with respect to estates of decedents dying after the date of the enactment 
of this Act. 


SEC. 11. INSTALLMENT PAYMENTS OF ESTATE TAX. 

(a) ALLowance.—Subchapter A of chapter 62 of the Internal Revenue Code 
of 1954 (relating to place and due date for payment of tax) is amended by 
adding at the end thereof a new section as follows: 


“SEC. 6157. INSTALLMENT PAYMENTS OF ESTATE TAX. 

“(a) Estates Consisting of Stock or Investments in Closely Held Business 
Enterprises.— 

“(1) ELECTION TO MAKE INSTALLMENT PAYMENTS.—The executor of any 
estate described in paragraph (2), which is subject to the tax imposed by 
chapter 11, may elect to pay the amount of such tax in two or more (but 
not more than ten) equal installments. 

“(2) ESTATES TO WHICH ELECTION APPLIES.—Paragraph (1) shall apply 
to an estate only if one-half or more of the value of the gross estate consists 
of stock or investments in a closely held business enterprise. 

“(3) CLOSELY HELD BUSINESS ENTERPRISE.—For purposes of paragraph (2), 
the term ‘closely held business enterprises’ means— 

“(A) a business corporation having ten or less stockholders, and 
“(B) a business partnership having ten or less partners. 

“(b) Date FoR PAYMENT OF INSTALLMENTS.—If an election is made under 
subsection (a), the first installment shall be paid on the date prescribed for 
payment of the tax by section 6151, and each succeeding installment shall be 
paid one year following the date for payment of the preceding installment. 

“(c) PRORATION OF DericreNcy To INSTALLMENTsS.—If an election has been 
made under subsection (a) and a deficiency is assessed, the deficiency shall be 
prorated to the installments remaining unpaid on the date of such assessment, 
and the part of the deficiency so prorated to each such installment shall be 
collected at the same time and as a part of such installment. 

“(d) INSTALLMENTS Partp IN ADVANCE.—At the election of the executor, any 
installment, or part thereof, under subsection (a) may be paid prior to the date 
prescribed for its payment by subsection (b). 

“(e) ACCELERATION OF PAYMENTS.—If any installment under subsection (a) is 
not paid on or before the date prescribed for its payment by subsection (b), the 
whole of the unpaid tax shall be paid upon notice and demand from the Secre- 
tary or his delegate.” 

(b) TECHNICAL AMENDMENTS.— 

(1) The table of sections for such subchapter is amended by adding at 
the end thereof the following: 


“Sec. 6157. Intallment payments of estate tax.” 


(2) Section 6161 of such code (relating to extension of time for paying 
tax) is amended by redesignating subsection (d) as subsection (e), and 
inserting after subsection (c) a new subsection as follows: 

“(d) INSTALLMENT PAYMENT oF EsTAte Tax.—In any case in which an execu- 
tor has elected under section 6157 to pay the tax imposed by chapter 11 in 
installments, subsection (a) (2) shall not apply to the amount determined by 








326 GENERAL REVENUE REVISION 





the executor as the tax imposed by chapter 11, and subsection (b) shall not 
apply to the amount determined as a deficiency with respect to any such tax.” 
(3) Section 6601 (c) (2) of such code (relating to determination of last 
date prescribed for payment of tax) is amended by striking out “6152 (a)” 
and inserting in lieu thereof “6152 (a) or 6157 (a)”, and by striking out 
“6152 (b)” and inserting in lieu thereof “6152 (b) or 6157 (b), as the case 
may be”. 
(c) Errective Dare.—The amendments made by this section shall apply with 
respect to estates of decedents dying after December 31, 1956. 


The Cuamman. We thank you, Mr. Collier, for taking the time to 
come before the committee and giving us this information. 

Are there any questions? 

If not, thank you. 

The CHarrman. We will now hear from our colleague, Hon. 
Emanuel Celler, of New York. 


STATEMENT OF HON. EMANUEL CELLER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 






















As the extensive hearings of this committee draw to a close, the 
voluminous record before you contains testimony reflecting diverse 
points of view upon many difficult issues of basic tax policy and the 
need for revision of existing revenue laws. 

The task before you in sifting this record with a view to reexamining 
critically our whole tax structure is indeed a formidable one, par- 
ticularly in the light of the concern about the present state of our 
economy and the revenue requirements imposed by the defense necessi- 
ties of the missile age. 

There is one area of relative simplicity, however, where both the 
pressing need for tax adjustment and the legislative tool that has 
been devised to do the job should command widespread support. I 
refer to the tax inequities that are serving to throttle small business 
and to S. 3194 (the small business tax adjustment bill of 1958), which 
has been offered by Senator Sparkman and nine of his colleagues on 
the Senate Small Business Committee, as a relief measure. 

The outstanding feature of S. 3194 is, in my view, section 2 which 
offers small and medium sized concerns a meaningful, if modest, tax 
reduction contingent upon reinvestment in the business of earned 
income. This provision has been aptly characterized by its authors as 
a “reinvestment allowance” that would, as they explain, “permit a 
deduction for income-tax purposes for any business, regardless of its 
form of organization, which increased investment in inventory or 
depreciable assets out of income” (Rept. No. 1237 of the Senate Select 
Committee on Small Business on Tax Problems of Small Business, 
85th Cong., 2d sess., pp. 8-9). The allowance for tax-deduction pur- 
poses would be made on the following graduated basis: 50 percent on 
the first $10,000 of eligible investment; 30 percent on $10,000 to 
$20,000 of eligible investment; and 20 percent on $20,000 to $30,000 
of eligible investment. Under the bill a maximum annual deduction 
of $10,000 from taxable income could thus be taken by a firm which 
reinvested $30,000 or more in eligible assets. 

I would add on this score that the House Small Business Committee 
under the leadership of Representative Patman has likewise placed 
before you a bill which embodies this same basic approach as does 
H. R. 5735 introduced by Representative Curtis of this committee. 
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Surely, there can be no dispute about the fact that small companies 
have traditionally financed expansion by plowing back earnings. 
After paying in taxes 52 percent of his profits over $25,000, the small- 
business man today has proportionately far less than the big company 
to invest in research, cost-cutting equipment, and plant expansion. 
For most growing companies there comes a point at which they have 
run out of available owner’s savings and the funds of friends and rela- 
tives. Yet these firms have not reached the point at which they are 
able to attract equity funds through long-term borrowing in the secu- 
rities market at anything but prohibitive cost. Short-term credit 
even at high interest rates is admittedly insufficient under present 
tight money conditions. Thus small business in these straits has no 
choice but to place primary reliance on retained earnings, which form 
its only reasonable source of new capital. But as the law now stands, 
the tax demands on the small company actually forestall the internal 
financing vitally necessary to growth. 

These are the facts and they are inescapable. They were given full 
weight by the political platforms of both pees during the last elec- 
tion campaign together with a promise of adequate legislative relief. 
Moreover, they were attested to by the expert witnesses and repre- 
sentatives of small-business men in every field of endeavor who testi- 
fied before this committee, notably on the opening day of these 
hearings. 

Because S. 3194 is expressly tailored to help small business with its 
critical expansion Soaiiieie by retaining and utilizing working capi- 
tal, it goes to the heart of the matter so far as unwarranted tax pres- 
sure is concerned. I regret that the administration’s tax program for 
small business fails to meet this crucial issue. The recommendations 
presented by Secretary of the Treasury Anderson, in the course of his 
testimony before this committee on January 16 of this year, and by the 
President in his 1958 Economic Report to the Congress (p. 63), are 
unobjectionable as far as they go. if, however, this is the high water 
mark of the administration’s tax plan in the small-business field, it 
falls far short of the mark and undercuts the promised tax relief, for 
which the blueprint was set forth initially in August 1956 by the 
President’s own Cabinet Committee on Small Business. (Congres- 
sional Record, No. 129, July 22, 1957, pp. 11099-11101). 

I likewise urge the favorable action of this committee with respect 
to the other provisions of S. 3194, which would, in summary, permit: 
All taxpayers to avail themselves of the same treatment now given to 
members of qualified pension or retirement plans, thus assisting small 
firms which are now at a disadvantage in the competition for skilled 
workers because they cannot hold forth the inducement of retirement 
plans; installment payment of estate taxes over a period up to 10 years 
or more; alternative methods of depreciation on used property, ex- 
tending to purchasers of used property the same treatment now 
granted buyers of new property; corporations to elect to be taxed as 
partnerships; and increased minimum ‘accumulated earnings credit. 
The bill also contains a section which would clarify Internal Revenue 
Code interpretation. 

There are cogent reasons why approval of the remedies contained 
in S. 3194 should not, and indeed must not, wait upon a resolution 
of the larger and far more complex question; namely, whether an 
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overall tax cut should be adopted as a fiscal expedient in an effort to 
spur the sagging economy and counteract further recession. The 
worsening plight of small-business firms, more of which failed in 1957 
than in any year since 1939, is a matter of common knowledge. Quite 
apart from the urgency of the situation, the persuasive factor here 
is that the total impact upon Government revenues of S. 3194 is cal- 
culated by its sponsors to be minimal, with even the reinvestment 
allowance resulting largely “in a deferral of revenue rather than an 
absolute loss on the same tax base” (Report on Tax Problems of Small 
Business, supra, p. 8). Conversely, however, any substantial im- 
provement in the economic climate affecting the small-business seg- 
ment of our economy may be expected to benefit the economy as a 
whole. 

Turning for a moment to the larger picture, I have been increasing] 
concerned about the basic competitive trends of recent years, whic 
have compounded the difficulties that many small-business men now 
face. The rising tide of corporate mergers in the industrial and 
banking fields has played a key role in hastening the reduction of 
competition and concentrating economic power in the hands of indus- 
trial superstructures. 

Many mergers have injured small firms by making it increasing] 
difficult for them to compete with newly consolidated mammot 
corporations. In a number of instances, small-business customers 
of the acquired enterprises have found their sources of supply cut off. 
And frequently aint suppliers have found the merged corporation 
no longer needed their products and services because the merged cor- 
poration itself had become a fabricator. 

Nor can small business find comfort as it watches control of the 
country’s bank credit fall into fewer and fewer hands. The banking 
system of this country has in the past relied for its vitality on vigor- 
ous competition by a multitude of independent banks, locally organ- 
ized, locally financed and locally managed. As I pointed out in 
detail in my statement this week before the House Committee on Bank- 
ing and Currency, the merger trend has brought about a substantial 
shrinkage in the number of commercial banks and a concentration of 
control over the Nation’s financial resources which presents a serious 
threat to the Nation’s independent banking system and the service it 

rovides independent business, The result is that in each of a major- 
ity of the financial centers of the Nation, a handful of banks control 
a predominant share of all the commercial bank assets of the area. 

When the concentration of economic power is permitted to go un- 
checked—whether in the industrial or banking field—pressure on 
small business is inevitably intensified. Economic power is abused 
and small business is subject to a variety of squeezes. When it is 
weakened sufficiently, it may be absorbed by the giants. The result- 
ing elimination of competition has serious implications for the whole 
economy. 

I stress these factors because I think it is clear that the revenue laws 
as they now stand are a significant contributing factor to the trend 
toward concentration in the business world. It is my belief that as a 
corollary to our traditional policy in the antitrust field, there is the 
need to adopt an approach in tax policy which would clearly recog- 
nize the impact of taxes on the competitive structure. S. 3194 1s 
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calculated to strengthen the ability of small companies to grow and 
complete with their larger rivals, and would provide a good start in 
this direction. 

I sometimes fear that words of sympathy for independent small 
enterprise may come to be regarded in some quarters as a substitute 
for effective action. Promises to small-business men of better thin 
to come will not help them to cope with the demands of creditors; will 
not furnish the wherewithal for expansion; and will not provide the 
requisite elbowroom as against the sometimes crushing weight of 
giant say, ee That is why I urge favorable action by this 
committe looking toward the early enactment by the Congress of 
S. 3194, as an emergency measure. 

The Cuarrman. We will now hear from our colleague, Hon. George 
McGovern, of South Dakota. 


STATEMENT OF HON. GEORGE McGOVERN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF SOUTH DAKOTA 


Mr. Chairman and members of the committee, realizing the many 
demands on your time, I sincerely appreciate this opportunity to sub- 
mit a statement before your committee today. 

We are all intensely aware of the problems our Nation faces as we 
earnestly move to meet the challenge posed by the launching of the 
Russian sputnik. 

The distinguished members of this committee are also aware that 
there are economic problems which must be satisfactorily resolved if 
we are to continue as the world’s strongest defender of freedom. Our 
success in this endeavor rests heavily upon the decisions and de- 
liberations of this committee. 

There can be no question that the health and vigor of our eco- 
nomic system is intimately related to prosperity of the many small- 
business men who serve their communities on every main street in 
America. 

Even apart from purely economic considerations, small business 
has traditionally been an integral part of the whole American way 
of living. No one can deny the vital role which this important seg- 
ment of our economy has played in the growth of our Nation to its 
present commanding position in world politics. 

It is therefore disturbing to view the situation which continues to 
plague small business today. By almost any measure you may choose 
to use, small business is in trouble. Small business failures totaled 
13,557 in 1957. This is the highest number since 1940, according to 
Dun & Bradstreet reportrs. 

One of the most up-to-date summaries on the status of small busi- 
ness was provided this past November in Dun’s Review. It pointed 
out that: 


Business Failures * * * in September exceeded those of any September since 
1933. Numbering 1,071, they were 15 percent heavier than in September of 1956, 
the sharpest rise over year-ago levels since last April. In the first 9 months of 
1957, a total of 10,364 businesses failed—9 percent more than in the first three 
quarters of 1956. 


What is particularly disturbing is that this alarming trend set in 
during a period of unprecedented expansion for the large corpora- 
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tions and some other segments of the economy. Thus, in the years 
when profits of big business have soared, the profits of small business 
have declined a their problems multiplied. The strong have be- 
come stronger and the weak, weaker. 

The economy prospers only when all of its components prosper. 
Big business, small business, farmers, laborers, professional people 
must all move ahead together, or in the end all will suffer together. 
It is incumbent upon us, therefore, to protect the eee of all. 

The agricultural recession which continues to grip rural America 
has sharply cutback purchasing power of farmers upon which so many 
small-business men must depend. This has had a stifling effect upon 
prosperity and thwarted economic growth and stability. 

Along with this troublesome situation, the small-business man’s 
day-to-day problems are compounded by punitive tax restrictions and 
his lack of access to the capital money markets for low-interest-rate 
financing loans. 

In short, unless remedial legislation is approved by Congress, the 
problems of the small-business man are certain to mount. He needs 
realistic tax reductions ind he needs them now. He desperately needs 
venture capital both on a short- and long-term basis so that he can 
operate more efficiently and expand his line of goods and services to 
his community. 

A number of measures have been introduced in this Congress, 
including a series of amendments that I myself have sponsored, which 
would greatly alleviate this problem. 

Some of my colleagues who are members of the Select Committee 
on Small Business in the House have just recently sponsored similar 
legislation, and I specifically want to endorse those measures. 

Those bills, along with the legislation which I have sponsored, are 
specifically aimed at bringing the greatest relief to those business 
firms whose incomes are in the $25,000-and-under bracket. At the 
same time, they would bring relief to those firms in the categories 
whose incomes are just above this level, graduating the tax with the 
size of the income. 

I want to endorse a proposal which has been made to allow small 
firms to “plow back” a certain amount of their income as a tax-deduc- 
tible item. 

I strongly support a provision which would allow small businesses 
to deduct up to $5,000 for new investment, regardless of whether or 
not their operating statement showed a profit. Along with this, a 
deduction should be permitted for new investments up to 20 percent 
of the firm’s profits or $30,000, whichever is less. 

T want to associate myself firmly with the statements of Mr. Roose- 
velt and Mr. Brown, who have appeared before this committee. As 
members of the Select Committee on Small Business, they have an 
intimate knowledge of the situation, and I feel the program which 
they recommend is a minimum one. It provides equitable relief for 
small business, incentive for expansion, and as an essential byproduct 
will give small-business men easier access to money markets largely 
denied them at present. 

Restoring the vitality of small business is one of the most urgent 
problems we face as a Nation. My files are filled with the urgent 
pleas of small-business men from my State of South Dakota. Thev 
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do not ask any special favoritism, only fair play and sympathetic 
consideration. I am confident the members of this committee will 
give small-business men every consideration. 

(The following statements, memorandum, and letter were filed with 


the committee :) 


STATEMENT BY BENJAMIN M. PARKER ON BEHALF OF THE NATIONAL RETAIL 
MERCHANTS ASSOCIATION 


My name is Benjamin M. Parker. I am a member of the law firm of Parker & 
Parker, Atlanta, Ga., and chairman of the taxation committee of the National 
Retail Merchants Association, with offices at 100 West 31st Street, New York, 
N. ¥. I am also a member of the taxation committee of the American Bar 
Association. 

The National Retail Merchants Association has a membership of over 8,000 
department and specialty stores located in every State in the Union and abroad. 
Its members provide employment for several hundred thousand people and do an 
annual volume of business amounting to $19 billion. 


TAX RELIEF FOR SMALL BUSINESS (SECS. 11, 167, 701, AND 6075) 


Although our association represents retail stores both large and small, and in 
all sales volume categories, approximately 75 percent of our members qualify 
as “small business” as that term is used by the Small Business Administration 
of the Federal Government. Accordingly, the National Retail Merchants Associ- 
ation is vitally interested in legislation designed to ease the tax burden of the 
small-business man. 

The past two decades have witnessed increasing difficulty by small business in 
competing successfully in the Nation’s economy. One of the basic problems to 
be overcome lies in obtaining adequate capital to finance expansion in the form 
of new buildings and equipment, greater and more diversified inventories, and 
other facilities necessary to meet the demands for goods and services imposed by 
our country’s tremendous growth. The need is particularly acute when, as now, 
the country is experiencing a slackening in business activity. 

Several economic factors have contributed to the difficulty of small business in 
obtaining capital. Unlike his larger competitor, the small-business man has 
little or no access to public markets for capital. The large business enterprise, 
on the other hand, ordinarily can obtain the necessary funds for expansion 
through low cost bank loans or in the form of equity financing. The small con- 
cern, therefore, foreclosed from outside financial assistance, must have recourse 
to retained earnings to provide the wherewithal for its future growth. However, 
the tax burden, particularly at the Federal level, has increased enormously to a 
point which sharply reduces the ability of small enterprises to plow profits back 
into their businesses. 

The Federal Government can assist small business materially by reducing its 
tax burden, thus retaining more dollars of income available for future growth. 

We recommend, as a modest first step in achieving this objective, the tax rec- 
ommendations proposed by the President’s Cabinet Committee on Small Business 
in its interim report and restated, in part, by the Secretary of the Treasury in 
his testimony before this committee on January 15. 

These proposals would provide: 

1. That the taxes imposed on business corporations be modified by reducing 
the tax rate from 30 percent to 20 percent on incomes up to $25,000. 

2. That businesses be given the right to utilize, for purchases of used property 
not exceeding $50,000 in any 1 year, the formulas of accelerated depreciation that 
were made available to purchasers of new property by the Internal Revenue 
Code of 1954. 

8. That corporations with, say 10 or fewer stockholders, be given the option 
of being taxed as if they were partnerships. 

4. That the taxpayer be given the option of paying the estate tax over a period 
of up to 10 years in cases where the estate consists largely of investments in 
closely held business concerns. 

It is recognized that these proposals will not provide the answer to the pressing 
need of all classes of taxpayers for tax relief. Nevertheless, our association is 
acutely aware that a general tax reduction does not appear to be prudent in the 
light of world conditions and the requirements of national defense. It is our 
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earnest hope, however, that in the not too distant future, Federal revenue 
requirements may improve so as to warrant tax relief for all taxpayers. 


AMORTIZATION OF LEASEHOLD IMPROVEMENTS (SEC. 162 AND 167) 


Under present tax law capital expenditures made by a lessee for the erection 
of buildings or the construction of other permanent improvements on leased 
property are recoverable through allowances for depreciation or amortization. 
Whether the taxpayer-lessee recovers his costs for improvements through depre- 
ciation deductions (sec. 167) or amortization (sec. 162) depends on the useful 
life of the improvements. If the useful life of such improvements in the hands 
of the taxpayer-lessee is equal to or shorter than the remaining period of the 
lease, the allowances take the form of depreciation under section 167. 

If, on the other hand, the estimated useful life of such property in the hands 
of the taxpayer, determined without regard to the terms of the lease, would be 
longer than the remaining period of such lease, in lieu of depreciation, the 
allowances take the form of annual deductions from gross income in an amount 
equal to the unrecovered cost of such capital expenditures divided by the number 
of years remaining in the term of the lease. 

It is proposed under section 14 of H. R. 8381 (85th Cong., Ist sess.) presently 
being considered by the Congress that a lessee, in determining the period over 
which the cost of improvements are to be recovered, must take into account 
any renewal option periods in the lease, unless he can prove to the satisfaction 
of the Treasury that he will not exercise the options. Accordingly, unless a 
tenant can prove that he will not exercise his option, the Government will not 
permit amortization over the life of the lease but only depreciation over the 
useful life of the asset. It is readily apparent that no taxpayer can with any 
certainty make any assurances that he will not renew his lease at some future 
time. The basic function of an option in a lease is to give the tenant some degree 
of freedom to act without compelling action. For sound business reasons, a 
taxpayer may not wish to renew his lease and, thus, under H. R. 8381 would 
arrive at the end of the lease without having completely recovered the cost of his 
investment. It is not clear under current tax law whether the Treasury would, 
under such circumstances, permit the taxpayer to write off the unrecovered por- 
tion of his cost in the year in which the tenant moves out or liquidates. Moreover, 
even if the taxpayer were allowed to write off the unamortized portion of his 
investment in the last year of the lease, it may well be that such year of operation 
resulted in a loss with no consequent tax benefit to the lessee. 

The NRMA is of the opinion that the present method provided by law for 
deducting leasehold improvements does substantial justice and should be 
maintained. 


INSTALLMENT METHOD OF REPORTING INCOME (SEC. 453) 


Under the 1939 code, a taxpayer changing from the accrual to the installment 
method of tax accounting was subject to a double tax on installment sales; that is, 
a tax was paid in the year of sale under the accrual method and again on the 
gross profit attributable to collections in the year of receipt. 

The Congress recognized the inequity involved and endeavored to correct it 
with the enactment of section 453 (c) of the 1954 Revenue Code. The Senate 
committee report accompanying H. R. 8300 observed with respect to section 453 
(c) at page 303: 

“* * * Under subsection [453] (c) an adjustment is provided to eliminate 
the double taxation of income when a taxpayer changes from an accrual method 
to the installment method * * *.” 

Section 453 (c) provides in effect, that the tax otherwise due by reason of 
including the installment sales in income a second time is reduced to the extent 
of the tax previously paid at the time the installment sales were first included in 
income but not exceeding the tax attributable to collections included in income 
in the later years. 

While the Congress recognized the inequity of taxing income twice in the case 
of taxpayers switching from the accrual to the installment method of account- 
ing and was under the impression it had been corrected, it is apparent the statu- 
tory language does not achieve the desired result in all cases. The reason for 
this is that the tax attributable is based on the percentage of installment sales 
to gross income and not net income. 
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It is clear that section 453 (c) has introduced an extraneous factor of total 


. gross income into the computation and thus substantially reduces, in many cases, 


the relief afforded. It is recommended, therefore, that section 4538 (c) be 
amended to provide that the tax attributable to the double inclusion of gross 
profit be determined by making two computations, 1 with and 1 without the 
inclusion of the duplicated amount. The lesser of the two amounts would 
represent the tax payable. 


REENACTMENT OF SECTIONS 452 AND 462 OF THE INTERNAL REVENUE CODE OF 1954 


Sections 452 and 462 of the Internal Revenue Code of 1954 which provided, 
within certain limits, for the deferral of prepaid income and the deduction of 
expense reserves, respectively, were repealed by Congress retroactively to Janu- 
ary 1, 1954. The action was taken by Congress in the face of estimates by the 
Treasury Department that the invoking of section 452 and 462 would result in 
significant losses in revenue. 

While it is acknowledged that a substazitial revenue loss would have accom- 
panied the implementation of these sections of the law, it is contended that the 
principle involved is sound and should be restored to the code, amended, how- 
ever, to give due regard to the transitional and revenue problems it presents. 

Section 452 had sought to correct an inequity which existed in previous tax 
laws, for the reporting of taxable income. Previous to the enactment of this 
section of the code, the taxpayer was required to report as taxable income in 
the year of receipt, and pay taxes, on deposits, prepaid rentals, prepaid interest, 
and other forms of prepaid income for which the taxpayer would be required to 
deliver merchandise or services at some future time, although the applicable 
expenses or cost of merchandise, or provisions for such costs were not allowable 
until the period in which such costs were incurred. 

While section 452 did not give complete relief to the inequities of former tax 
laws, it materially softened the impact of the tax burden. Its provisions for 
spreading the reporting of such prepaid income gave the taxpayer considerable 
relief without placing an undue drain on Federal revenue. It is probable, taking 
all taxpayers into consideration with the different problem each has for the 
deferring of prepaid income, that the impact on the Federal revenue would have 
been negligible while at the same time the effect of the deferring of income to 
the individual taxpayer would have been significant. 

Section 462, covering reserves for estimated expenses endeavored to correct a 
condition that had been clearly recognized by all business enterprises and by 
all practitioners in the public accounting field. It brought costs applicable to 
a given taxable year, but incurred in a subsequent taxable year into proper 
relationship with the revenues of the given taxable year and related income tax 
accounting for revenues and applicable costs into line with sound accounting 
practices. 

It is recommended that Congress review this entire problem and restore to 
the code the accounting principles of sections 452 and 462 with appropriate 
revenue safeguards. 


PERMIT UNINCORPORATED BUSINESSES TO RECEIVE TAX BENEFITS UNDER PENSION AND 
PROFIT SHARING PLANS SIMILAR TO THOSE NOW APPLICABLE TO EMPLOYEES OF 
CORPORATIONS (SECS. 402, 403, AND 404) 


Approximately 85 percent of all retail businesses are operated in this country 
by individual proprietors or partnerships. A large segment of retail employees 
are thus ineligible to participate in the tax benefits accorded to qualified 
deferred compensation plans under the Internal Revenue Code. 

Congress has long recognized the need of providing for the individual worker 
in his old age through the implementation and extension of our present social- 
security system. In its wisdom, the Congress has sought the assistance of . 
private enterprise in meeting the financial needs of the retired worker by pro- 
viding tax inducements to employers who established pension plans which quali- 
fied under the Internal Revenue Code. The qualified plan offers the following 
tax benefits : 

1. Deduction by the employer, within specified limits, of amounts paid into the 
plan. 

2. Deferral of income by the employee until the year benefits are received. 

8. Tax exemption of income from funds set aside to pay benefits. 
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The need to provide financial security is no less meritorious in the case of the 
self-employed as with the employee. Congress recognized this fact in 1950 when 
legislation was enacted to include most self-employed people within the Social 
Security Act. As previously indicated, Congress by providing tax inducements 
has encouraged the supplementing of social-security payments with additional 
benefits financed under private plans. 

It is recommended that Congress enact legislation which would permit the 
self-employed to deduct from taxable income, within limits, amounts paid into 
private retirement plans. The effect of such legislation would be to give the 
self-employed substantially the same tax benefits to employed individuals cov- 
ered under qualified employee benefit plans. 


SUMMARY OF RECOMMENDATIONS 


1. Tax relief should be accorded to small business along the lines outlined in 
the report of the Cabinet Committee on Small Business. 

2. The present method of amortizing or depreciation leasehold improvements 
should be retained in the law. 

3. Section 453 (c) of the code should be amended to completely eliminate 
double taxation when a taxpayer changes from the accrual to the installment 
method of reporting income. 

4. Sections 452 and 462 of the Internal Revenue Code repealed by Congress, 
relating to prepaid income and reserves for estimated expenses, respectively, 
should be reenacted into law with appropriate revenue safeguards. 

5. Self-employed individuals should be given the same tax benefits accorded 
to employed individuals under qualified pension plans, by permitting a limited 
deduction from income for amounts paid into private pension or annuity plans. 

I appreciate the time afforded to me on behalf of the National Retail Mer- 
chants Association to present these views. 


STATEMENT OF Harry L. Baum, JR. 


My name is Harry L. Baum, Jr. I reside at 500 Fairfax Street, Denver, Colo. 
I submit this testimony as president of Noreen, Inc., located at 450 Lincoln 
Street, Denver, a firm engaged in the cosmetic business. This firm employs about 
23 persons. 

I believe the Federal tax structure has an impact on all business, regardless 
of size or type; I further believe that this impact is different on a small business 
than it is on a large business, or on fiduciaries, insurance companies, or utilities. 

I should first like to suggest that the different manner in which an individual 
and a corporation is taxed has led to the formation of many small, closely held 
corporations, solely for tax purposes. I have heard it said that there are 
4,800,000 enterprises in the United States, and I am sure that in the overwhelming 
majority of these enterprises, ownership is vested in a very small group of 
individuals, perhaps 1 or 2 in the same family. At times, I will be talking about 
small, close corporations; at other times, about sole proprietorships or partner- 
ships. 

MANDATORY DISTRIBUTION OF EARNED SURPLUS 


In a large enterprise, public ownership is the rule rather than the exception. 
The management of a large corporation is using the savings of thousands of 
investors in the conduct of the enterprise, and they fully expect to pay dividends 
as a part of the cost of “buying” the use of the savings of their stockhelders. In 
the case of a small, close corporation, the owners are generally its management, 
and derive their income as salary rather than dividends. In other words, it is 
the avowed purpose of a large corporation to pay dividends to its numerous 
stockholders. I do not believe the same can be said of a small close corporation. 
Therefore, the current statutory provision that a corporation can be required 
to distribute earned surplus in excess of $60,000 as dividends, unless it can show 
that the amount in excess of $60,000 is absolutely vital to the conduct of the 
business, works a hardship on a small corporation, not only because the burden 
of proof of necessity is on the management, but also because of the loss of the 
money. For a large business, $60,000 is not a significant sum. For a small 
business, $60,000 is most important. Here is an example: We are presently 
negotiating with a firm in Germany for distribution rights to a product which 
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we think offers some potential on the United States market. There are also two 
other firms being considered and, as far as I know, they have a volume of about 
60 and 45 times the size of ours, respectively. In order to get national distribu- 
tion on this particular item within 90 days, one would need about $100,000 for 
initial advertising efforts, about $30,000 for the remuneration of a sales force, 
and about $60,000 for the creation of an initial inventory. I feel pretty certain 
that these larger firms would have no trouble sifting $200,000 from their cash 
flow ; it would take our small business a long time to accumulate this sum, even 
without paying dividends. The minute we get any considerable sum in excess of 
$60,000, we would then have to face the possibility of paying dividends, which 
would extend the time necessary to accumulate this necessary sum. Sure, we 
could gamble on the success of the item, but if it flops we would be ruined, 
because the bulk of the launching costs are for nonrecoverable selling and adver- 
tising expenses, So, in negotiating with my friends in Germany, I have had to 
point out to them that while a big firm could get distribution in 90 days and 
it would take us about 2 years, there were certain advantages we offered. I do 
not understand why a decision as to the amount of earned surplus which a 
corporation can retain should be made by anyone but its directors, because only 
the management can be fully aware of the long- and short-range requirements of 
an enterprise. After all, the objective of the management in a small enterprise 
is to keep the thing growing and expanding; otherwise they may have a prob- 
lem in paying their grocery bill. If dividends were deductible, I have the 
feeling that dividend payments by corporations of all sizes would grow, and the 
Federal Treasury would be the beneficiary as a result of an increase in in- 
dividual income-tax collections. I suggest that this policy would tend to en- 
courage the development of source money to help solve the problem of available 
equity capital, which is very serious for a small firm. 


CONFUSION IN SALARY/DIVIDEND DEDUCTIBILITY 


The statutes and regulations under which the Internal Revenue Service oper- 
ates state that certain expenses can be deducted. These statements are qualified 
by words like “proper,” “reasonable,” “appropriate,” etc. These words are very 

hard to define, and they sometimes lead to the peculiar situation of the Interna! 
Revenue Service stating that the salary of a shareholder employee of a small 
corporation really represents part salary and part dividend. The amount that 
is considered salary and, hence, tax deductible, and the amount that is con- 
sidered a dividend and, hence, non-tax-deductible, appears to be at the dis- 
cretion of the Revenue Service. I suppose that the standards used are salaries 
paid in very large corporations, more or less on the basis that if Mr. X is presi- 
dent of a corporation doing $100 million a year in volume, and is worth $100,000 
; in salary, then Mr. Y, president of a corporation doing $1 million a year is worth 
$1,000. I will admit that this is a ridiculous example, but it illustrates the 
principle. What seems to be overlooked is that the president of the $100 
million corporation can afford the luxury of a staff to help him do a great deal 
of his work, while the president of the $1 million corporation has to do most 
of the work himself. This means that Mr. X can put in a 40- or 50-hour week, 
but Mr. Y has to put in a 60- or 70-hour week. In addition, the impact of Mr. 
Y’s decisions on his small company can be much more serious because a smaller 
enterprise generally lacks the resilience of a large enterprise to recover from a 
bad decision. The anomaly is that our general economy is infinitely more 
dependent upon the small enterprise than the large enterprise, on the basis of 
} numbers alone, plus the fact that today’s big business was day-before-yesterday’s 
small business. If the small businesses do not have a healthy atmosphere for 
survival, we lose the seed from which larger enterprises develop. There is also 
a serious moral factor implicit in this preferred dividend theory. Let us assume 
that there is a small corporation with 3 shareholder executives, only 1 of which, 
unfortunately, can be president. Let us further assume that the president’s 
salary is $25,000 a year, and the salary of the other 2 executives is $15,000 a 
year. This arrangement is eminently satisfactory to the 3 people concerned, 
but the Revenue Service takes the attitude that the $10,000 differential which 
the president gets is a preferred dividend and, threfore, not deductible. The 
mere fact that the Government states that Mr. A got a dividend when associates 
B and C didn’t, might create a very serious tension among these three people. 
This could be particularly true in a family business when the family relationship 
} tends to create tensions which might not be present in another situation. As 
an example, I am aware of a situation in a small enterprise as follows: This 
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business was started by three people, and they constituted the management. One 
of these people served as secretary of the corporation at a salary of about $16,000 
a year. At the expiration of about 10 years, this person went into semiretire- 
ment. When this happened, by mutual consent, his salary was reduced to 
$12,000. A year or two later, this situation came to the attention of the Internal 
Revenue Service, and the Revenue Service, as I understand the story, held that 
$6,000 of the $12,000 was really a disguised dividend, and this person, who still 
served as secretary of the corporation, was entitled to a salary of $6,000 a year. 
Whereupon, again by mutual consent, the 3 people agreed to a salary of $6,000 
a year. This meant that this older person’s income was arbitrarily halved. 
How in the world the figure of $6,000 was conceived, I have no idea, This enter- 
prise had taxable earnings of about $50,000, which meant that it could add 
about $30,000 a year to earned surplus after taxes. If $6,000 of this person’s | 
$12,000 had to come out of the $30,000 as a dividend, ability to add necessary 
capital for the needs of an expanding business would be reduced by 20 percent. 

Maybe my arithmetic is a little weak, but the principle is self-evident. 





DEDUCTING COST OF TAX COLLECTION 


Every enterprise, regardless of size, is responsible for collecting withholding 
taxes from its employees. In the case of a large corporation with many share- 
holders, there must be a corporate apparatus for the distribution of dividend 
ehecks. Also, a large corporation has a sufficient volume of transactions to be 
able to afford the advantage of the cost reduction implied in the use of semi- 
automatic bookkeeping machinery. It is still done by Chinese labor. Our audit- 
ing department tells me that it takes approximately one person full time to take 
eare of tax collections. In terms of money, this means about $300 a month. 
It is true that about 40 percent of this money is represented by Federal taxes 
we would have paid if we didn’t have the expense. In the case of a large com- 
pany, the average tax on their total income, including 30 percent on the first 
$25,000 and 52 percent on perhaps the next million, closely approaches 52 percent, 
so they deduct the cost of this function at a higher rate. This works out as an 
actual inequity. Would it be possible for the small corporation to have the bene- 
fit of deducting collection costs at the full 52 percent rate instead of at the rate 
of, say, 41 percent which is the actual rate paid on $50,000? In other words, 
on the $3,600 which we spend for the collection of taxes, could it be arranged 
so that 48 percent comes out of the corporate hide instead of 58 percent. 


INVENTORY AND CORPORATE GROWTH 


Assuming reasonably good management, it has been my experience that the 
amount of profits a business earns is proportional to the number of times it 
turns its inventory, at the same time maintaining a 1 to 1 ratio between in- 
ventory and net working capital. The ability of a small business to grow is a 
function of the size and diversity of inventory which that business has available 
to its customers. A small hardware retailer grows when it can add gardening 
tools and supplies to its line. To siphon off cash which could be intelligently 
placed in growth inventory, with the corollary of a higher inventory turn, better 
earnings and, consequently, more taxable income, seems to me to be short-sighted. 
The large business generally is able to adequately service its customers from 
its already diverse and large inventory. The small business is in a sense, trapped, 
because it cannot increase its inventory turn as a result of higher store traffic 
unless it adds “just a few more lines” to encourage more people to visit the 
store. Unfortunately, it can’t get the money to add those few more lines except 
from after-tax earnings. If the businéss gambles by investing cash which may 
be needed to pay income taxes, it may be forced to liquidate some portion of its 
inventory in a period of 90 days, and in the process of liquidation, the business is 
apt to be out of inventory on so many fast movers that it cannot provide cus- 
tomers with their needs, and the business suffers. 

A consideration of the above four points leads to the question, “Is tax relief 
necessary?” To this, I give an unequivocal yes, and for all sizes and kinds of 
business. Speaking philosophically, the economic strength of this Nation is in 
a dynamic entrepreneurial economic system, complete with rewards and punish- 
ments, operating on abundant natural resources. The significant word is “dy- 
namic.” This means positive movement. I believe that intelligent tax relief 
will contribute to the internal kinetics of this vast complex, and that the amount 
of dollars collected by the Treasury Department will be greater even though 
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the percentage points are smaller. As to big business, I think that tax relief 
must be fairly given; relief for big business would indirectly help small business, 
because many small businesses are entirely dependent upon a big business as 
their best or only customer as, for example, the relatively small manufacturer 
who supplies dashboard clocks to a motor company, If tax relief for the motor 
company can help to sell more automobiles, the clock manufacturer will neces- 
sarily sell more clocks, 

In my judgment, I think that tax relief should take the form of a reduction 
in rates for all business, with certain kinds of special relief for small business 
in the area of eliminating technical legal accounting points which are more 
costly to a small business than to a large business, or which force on the small 
business artificial policies which are required in order to be in technical com- 
pliance with the Tax Code, and which policies do not necessarily provide the 
proper atmosphere for the conduct of a small business. 

Following are my observations on certain specific tax-relief proposals: 


PERMIT ESTATE TAXES TO BE PAID IN INSTALLMENTS OVER A PERIOD OF YEARS 


The advantages of this to a small business are so obvious that they do not 
need to be enumerated. As a matter of fact, it is my understanding that ar- 
rangements can be made with a local collector of revenue for estate taxes to be 
spread out, but the decision is at the discretion of the collector. I think that 
this should be upon the ele¢tion of the administrator of the estate, not the local 
collector. I don’t think it should make any difference to the Government 
because it will get the money, one way or another. I can foresee that a certain 
collector may be so busy as to not be able to properly consider all the data, 
and he may not permit this sort of thing, which means that a business is 
bankrupt or must be sold to pay the tax. It may be that the administrator 
of the estate in which the business is the major asset cannot afford competent 
professional tax counsel, and does not know that these arrangements can now 
be made. 


PERMIT PARTNERSHIPS AND PROPRIETORSHIPS TO ELECT TO BE TAXED AS CORPORATIONS 


I have indicated earlier that I feel that there are numerous small corporations 
which have been born primarily for tax reasons. To me, it is unrealistic in 
the extreme that a corporation should have one stockholder to go through 
the motions of a functioning corporation with the attendant expense and diver- 
sion of effort and interest of the owner-manager simply to have the advantage 
of a lower tax rate. I favor this move with the stipulation that the election 
be free so that the taxpayer is not trapped. He should have the privilege of 
reporting his taxes either on the corporate basis or the individual basis, which- 
ever is the most advantageous to his particular situation. While I am on the 
subject of small enterprises that go through the charade of being a corporation, 
it occurs to me that of the 4,800,000 enterprises in the United States, the majority 
are so small that they either cannot afford the help of a qualified tax C. P. A. 
or it never occurs to them to secure these services. This must throw a terrific 
burden on the people in the Revenue Service because I suspect that many returns 
personally prepared by the entrepreneur have real errors in them—errors which 
range from a lack of understanding of the code down to simple errors in arith- 
metic. Would it be possible to allow the small business to deduct at the 52-percent 
rate the cost of professional advice? The very large business can afford high- 
caliber specialists and, because its earnings are big, deduct these costs at the 
52-percent rate. Wouldn’t it be very helpful to the Revenue Service to encourage 
the use of certified public accountants by small business in order to lift some 
of the burden of correcting honest errors from the shoulders of the agents? 


PERMIT THE USE OF ALTERNATIVE METHODS OF DEPRECIATION PROVIDED BY SECTION 
167 OF THE 1954 INTERNAL REVENUE CODE, FOR USED PROPERTY 


I seem to recall that business was just a shade shaky in 1952-53 when the 
so-called 1954 code was being prepared, and I suspect that this provision was 
intended to encourage the acquisition of new property and machinery instead 
of using second-hand things. I wonder if this really works. It seems to me 
that this provision tends to eliminate, or at least seriously inhibit, the market 
for second-hand machinery. It might discourage the smaller business from 
buying used machinery because it can’t be depreciated advantageously; he can’t 





338 GENERAL REVENUE REVISION 


really afford to buy new machinery because he can’t sell his second-hand ma- 
chinery at a fair price because it can’t be depreciated fast enough. For example, 
I have a friend who runs a small manufacturing plant. He does around a 
couple of hundred thousand dollars a year in volume, and employs 6 or 7 people. 
He has a problem. He really should replace one of his big machines. This 
machine costs, brand new, about $35,000, which is a lot of money for this small 
firm. Unfortunately, he can’t sell his used machine for enough money to com- 
fortably finance the new machine, so he is in a real quandry. I don’t doubt 
but what he will buy the new machine with his fingers crossed and take a 
chance that he will be able to make it pay off. How much simpler it would be 
if he was able to realize real market value from his used equipment to help 
pay for the new equipment. 


PERMIT A PROPRIETOR OF UNINCORPORATED BUSINESS TO BE TREATED AS AN EM- 
PLOYEE UNDER A QUALIFIED PENSION, PROFIT SHARING, OR STOCK BONUS PLAN 


I think this is a good idea, primarily because it should provide an opportunity 
for continuity of the management of the business by encouraging younger, more 
aggressive Management. In many small businesses, the proprietor-manager, 
feeling his years, might like to step aside and allow a person with the dynamics 
and aggressiveness of youth to assume management responsibilities. But the 
older fellow must keep working to support himself, because he does not have 
the privilege of creating a retirement or a pension plan. 


GRADUATED CORPORATE TAX RATES 


I think any sliding scale of tax rates applied to a business enterprise, 
whether it is a corporation or a sole proprietorship and regardless of size, is 
self-defeating. I do not think that you can have a dynamic enterprise if the 
reward for expansion is the privilege of paying out a progressively greater 
amount of earnings in the form of personal or corporate income taxes. Last 
fall, I spent about a month in England training the salesmen of our English 
associate in the techniques of selling one of our products. I spent from 3 
days to a week with each of 5 men, including working time and spare time, and 
I got to know them well. They were all exceptionally good men, capable of 
earning in the United States $10,000 to $15,000 a year. Their actual earnings 
were around £600 or about $1,800 a year due to the extremely high surtax levels 
of the Inland Revenue Service, which limit after tax earnings to about $16,000 
per year maximum in our terms. Because of their very low earnings, these men 
were not motivated by money, because they received “nothing” where “nothing” 
meant a very small sum, if they built their sales volume to a significant figure. 


PERMIT DEDUCTION FOR ADDITIONAL INVESTMENT DURING TAXABLE YEAR 


I think that something could be done here. I went through a peculiar situation 
with a company about 7 years ago. Asa result of mismanagement, this business 
had worked its way downhill with great success before I became aware of the 
situation. At that point, the business needed $35,000 to reduce its accounts pay- 
able to a point where its suppliers would extend further credit. Because of the 
color scheme on the balance sheet, the company couldn’t get the necessary amount 
of money from the bank, so it had to turn to one of the stockholders for help. 
This stockholder was very nervous about putting anything into this company for 
the same reason that the bank wouldn’t consider it, but finally made the loan. 
This saved the business, and the loan has long since been repaid. Now, if the 
stockholder had gotten a capital credit for anything loaned, to be offset by an 
equal capital tax when (or if) the loan was repaid, the Government would have 
suffered no loss in revenue and the capital position of the stockholder would have 
been unchanged. If, on the other hand, the business had flopped, the tax holder 
would have had a credit of about $9,000 in the year in which the loan was made 
which would have been some saving. I feel, in other words, that if this arrange- 
ment could be incorporated in the tax code, small businesses which are restricted 
in growth or which fail due to the lack of “just a few thousand more,” might be 
caused to expand or might be saved from failure, and make a bigger contribution 
to the total economy. And all this at no expense to anyone but simple encourage- 
ment for intelligent and constructive risk taking. 
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SUMMARY 


It is my understanding that only 16 percent of the tax revenue from individual 
income taxes comes from the surtaxes collected on individual income in excess 
of $2,000 per year. I further understand that 80 percent of the businesses in the 
United States are proprietorships. I wonder if we are not paying a horrible price 
for this 16 percent, not only in terms of the destruction of initiative, but also in 
terms of inhibiting the development of these smaller enterprises? I can’t sub- 
stantiate this, but I suspect our gross national product would increase by much 
more than 16 percent as a result of accelerated activity on the part of these 3% 
million sole proprietorships, and the Federal Government would consequently 
collect a great deal more money if there was a substantial reduction in the surtax 
rate. As to corporations, it seems to me that to charge a 30 percent rate on 

25,000 a year of corporate income, and a 52 percent rate on all income over that 
is kind of unreasonable. Why pick $25,000? Why not pick $15,000? Or, per- 
haps, $118,202.04? Or, why not average out the two corporate tax rates of 30 
percent and 52 percent to a mean figure which would be higher than 30 percent 
but less than 52 percent. I understand that about 14 percent of the taxes col- 
lected from corporations comes from the 52 percent bracket, and about 86 percent 
comes from the 30 percent bracket. 

If my understanding and arithmetic are correct, a tax rate of 33 percent 
applied to all levels of corporate income would provide the same amount of 
money as is now collected from this 30 to 52 percent business. Sure, it would 
be said that a lot of small corporations would scream their heads off at having 
their tax rate raised by 10 percent from 30 to 33 percent, but considering the 
fact that many of them are in the 52 percent bracket on the top two or three 
thousand dollars of their income, and have within them a considerable potential 
for growth, I don’t think the screaming would be too serious ; furthermore, under 
the circumstance that one of the most serious problems that faces the manager 
of a small business is the problem of maintaining a healthy cash position, I 
think that a change in depreciation deductibility, tied in with this change in tax 
rate, would palliate these wounds. The Government recognizes the principle 
that capital investments are depreciable. This means that if I spend $15,000 on 
a machine, I can deduct at the rate of $1,500 a year for 10 years, assuming that 
somebody has the opinion that the useful life of this particular machine is 10 
years, and it might be 5 years or 25 years, in reality. In that same 10 year span, 
the cost to the Government would be exactly the same if I deducted the full 
$15,000 in the year in which I buy the machine because I am thereby prevented 
from having a deduction in the 9 subsequent years. If I could arrange to pay 
the manufacturer of the machine at the rate of $1,500 a year for 10 years, 
then the $1,500 deduction a year for 10 years would be fine. Assuming my firm 
earns $50,000 before taxes, I have to lay out $15,000 cash for the machine, and 
in that same year, I have to lay out $21,000 for income taxes. This means a 
cash drain of $36,000 out of earnings of $50,000. On the surface, it might appear 
that I have $14,000 to invest in riotous living; unfortunately, in an expanding 
business, that $14,000 plus more ends up invested in accounts receivable, raw 
materials, goods in process, or finished goods inventory. So, I find myself in 
a bad cash position and instead of buying the machine, I make do without 
it, which means I have less efficient production, or I lease the machine on, say, 
a 5 year basis at the rate of 4 to 6 percent a year, which adds about 20 to 30 
percent to the cost of the machine. If I pursue the latter alternative, this 
$15,000 machine ends up costing me approximately $18,000 to $19,500 which is 
another $3,000 to $4,500 of capital removed from the business which might other- 
wise be used to accelerate its expansion. How much simpler it would be if I 
could deduct this $15,000 expenditure from the $50,000 of taxable income and pay 
$12,700 in Federal income taxes. My cash flow out is then $27,700, leaving me 
$22,300 for reinvestment in the business. Sure, next year my taxes would be 
higher, but my cash position would not be as seriously disturbed, and the 
Government ends up with the same amount of taxes. My suggestion is that 
a taxpayer be allowed to deduct the full cost in the year in which the ac- 
quisition is made. Also, every once in a while, there is a difference of opinion 
between the businessman and the revenue agent as to the depreciable period for 
equipment, and also as to whether a change in a real-estate improvement is a 
capital item or a repair and maintenance item. I think the election should be 
at the descretion of the taxpayer, and should be either at the time of filing 
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or subsequent, so that if the tax agent raises a technical point on review, the 
taxpayer can then exercise his option and solve the argument by electing to take 
the deduction all in 1 year, as a capital item. 

Let us consider a roof, and a leaky one, at that. The roofer tells me that I 
have two alternatives—one is to patch the roof and one is to put on an entirely 
new roof. The roofer says that it would cost $1,500 to patch the roof because 
it is leaking like a sieve, or it would cost $1,650 to put on a completely new roof. 
Which of these two alternatives is a capital improvement? Or, conversely, which 
is a repair and maintenance expense? No matter which alternative is followed, 
the roof no longer leaks. On the other hand, if an entirely new roof is put on, 
this might constitute a capital improvement because the chances of the roof 
leaking for another 5 or 10 years is exceedingly remote; whereas if the leaky 
roof is simply patched, new leaks might develop in the unpatched area in the 
course of the next storm. Because of the way the tax laws are set up, the busi- 
nessman would tend to insist that the new roof was a deductible repair and 
maintenance expense. For the same reasons, the tax collector might insist that 
the new roof was a capital improvement. Speaking objectively and outside the 
context of the tax structure, I think it is both a repair and a capital improve- 
ment, but I don’t think it makes any difference. The objective is to eliminate 
the leaks and at the same time eliminate tax technicality debates which are 
time consuming and disturbing. Especially when there is no great issue involved. 

In closing, I would like to make two statements which suggest a philosophical 
approach : 

(1) An objective examination of history demonstrates that the free enterprise 
system, as it functions in the United States, is unique. I believe that a system 
which has proven its viability, flexibility, and ability to cope with changing 
social and cultural conditions, should be encouraged positively. I am convinced 
that the number of dollars which the Government can collect would be greater 
without the discouragement of very high tax rates. Let’s treat the wheels of 
industry with lubricant instead of molasses. 

(2) In casual discussion with business acquaintances, sometimes I sense an 
apprehension of the collection technique of the Internal Revenue Service, as if 
it were an harassment, especially in the smaller businesses which cannot readily 
afford to hire lawyers and tax accountants to defend its principles. How much 
more helpful would agents be if the atmosphere of the Internal Revenue Service 
was influenced by placing the burden of proof on the agent rather than on the 
taxpayer. Even though a business employs the most conservative tax account- 
ants available, even though a business never takes deductions for things which 
might be questioned, I suspect that any technically minded revenue agent could 
justify a deficiency assessment on any one of a number of technical points. 
Because the burden of proof of innocence is now on the taxpayer, the business 
must then go to the courts; it is a little hard to spend $10,000 or $15,000 in fees 
to support a moral conviction when the amount of taxes in question might be 
only $2,000 or $3,000. 


STATEMENT BY W. P. SHERMAN, OF PorTLAND WILLAMETTE Co. 


In order to obtain proper perspective for the expression of a viewpoint on the 
current impact of Federal taxes on small business, it first seemed necessary to 
examine the taxes themselves and the reasons why the current high rate of 
taxes is necessary. 

Obviously, the reason we need taxes is to pay for the Federal budget. If we 
have enough taxes to cover the operating budget and to make a fair reduction 
in old debts, the taxes can be lowered. If we do not have an operating surplus 
under the present budget, then consideration must be given to a careful exam- 
ination of the budget in the hope that economies may produce a surplus and 
hence a tax cut. 

It appears that the portion of the budget covering the actual operation of the 
Federal Government is comparatively modest. The possibility exists that some 
reduction could be achieved, but the task would be a slow painstaking effort. 
It would not provide quick or sizable reductions in the budget. 

The great bulk of our current Federal budget is devoted to our defense pro- 
gram. In view of the current international situation, we can only accept the 


premise that it would be better not to attempt any drastic economies in the 
defense portion of the budget at the present time. 
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If the present Federal budget cannot be reduced, then taxes cannot be cut, 
and a careful examination of the prolonged effect of high taxes upon business 
must be made. Such a study must be made, lest substantial damage occur to 
any portion of our economy. No one portion of our economy stands alone. 
Major leagues of business, in order to be healthy, require good minor leagues of 
business. Good minor leagues of business require well organized leagues at the 
next step down, and so on. 

Current high rates of taxation, over a long period of time, have caused a 
dearth of long-term growth capital in small business operations. Larger busi- 
ness and older businesses have been able to raise such capital as has been re- 
quired for growth by stock issues, or comparable activities. Small business does 
not normally have access to such methods of financing. In the past most growth 
capital was obtained from savings from profits. The recent high rates of tax- 
ation have not left enough savings to permit normal expansion. This has been 
especially true of new small businesses. 

We are dependent, in our capitalistic economy, upon the profit incentive. In 
years gone by, it took a double form. A businessman derived profits from his 
operations. He then invested these profits in an attempt to achieve capital 
growth. Since the high taxes have taken the great bulk of business profits, it 
has also taken away the expectation of capital growth. 

Due to the abnormally high economic rate of activity for the last 12 years, 
business has suffered along under this yoke, and has even made considerable 
progress. All general indications now are that the bloom is off the rose, and 
our tax program is bound to become an even greater burden. It is a tax burden 
not geared to a declining economy and threatens to throttle the incentive of 
small business to expand, to compete, and to produce tax revenue. It appears 
obvious that high taxes are going to continue and that therefore, growth capital 
is not going to be available through savings. Incentive, long-term growth 
capital, however, must be made available to the small-business man, and all 
segments of business must be interested that it should be provided. 

Long-term money for growth purposes is not now generally available to the 
small-business man through normal] financial channels, such as insurance com- 
panies and banks. The demand upon them for much more favorable returns 
from their funds are so great that they cannot logically pursue an opposite 
course. Term money, therefore, must be made available from some new source 
or from some new technique. There is no arguing with the need for it. A 
determined course must be set to provide it. 

There seems to be two avenues of achieving growth capital through a tax 
program. The first of these and by far the most important, would be a tax 
schedule whereby a business would be enabled to defer taxes on profits which 
were reinvested in the business. Please note that the word used here is “de- 
ferred,” and this is not to be interpreted to mean exemption from taxation in 
any sense. If a small business, that was able to generate, say, $50,000 worth 
of profit in a taxable year, were permitted to invest 50 percent of the profit in 
the business and thereby defer the tax on that $25,000 over say a 10-year period 
and such procedure was to be permitted for approximately 4 years in a row, 
this would permit a small business in effect to have borrowed $100,000 for long- 
term capital investment. In this case the lender would be the Treasury. This 
plan would provide for that small business, a source of growth capital, the 
approximate equivalent of a debenture bond issue of $25,000 per year for the 
same 4 years. It would probably be necessary to apply restrictions to this 
plan. The fixed amount of permissible investment ratio to taxes due, under 
this plan would have to be determined by a tax study so that the impact upon 
the total Federal revenue could be determined. The impact upon the Federal 
tax program itself would be a definite factor in fixing the amount that could 
be reinvested. Secondly, there should be some restrictions applied so that rea- 
sonable caution would be practiced by any businessman before indulging in 
this program. 

There is a second tax technique that would enable a businessman to retain 
a greater amount of his profits for reinvestment when his business is in a growth 
cycle. This would be the permitting of a business with fluctuating yearly in- 
come to adjust its income for tax purposes over a selected 4-year period. Any 
businessman knows that starting a business with limited capital entails a good 
deal of hardship for the primary years. These initial years of business activity 
are quite generally characterized by an abnormally low personal or corporate 
income for the enterprising businessman. If the business does succeed and 
commence to flourish, the initial tax burden in the first profitable year of opera- 
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tion is frequently too drastic. Were such an individual or such a corporation 
able to equalize its taxes over the first 3 or 4 years, it would tend to provide 
growth capital for new business in its early stages and would equalize the tax 
burden for those small businesses which have widely fluctuating incomes over 
a period of years. 

I sincerely wish that I could support the position of direct tax relief for the 
small-business man by simply lowering his direct rate of taxation. I must con- 
fess, however, that I do not know where an additional tax burden could be 
applied in our economy at the present time to compensate the various levels of 
government for the lostrevenue. _ 

Some other phases of tax relief for small busines are covered under the fol- 
lowing notations regarding the possibilities which were cited as being under 
consideration by the Small Business Committee. Commnts on these possibilities 
are as follows: 

1. It seems reasonable and desirable that estate taxes should be permitted to 
be paid in installments over a period of years. I have been in personal contact 
with a number of small businesses in which major owners have died during 
the past several years. Since death is always an uninvited guest, the planning 
for such an event in all the cases I witnessed was inadequate, and in most cases, 
no such planning had been undertaken at all. The impact of the estate taxes 
on the business enterprise itself, therefore, was much to drastic and some pro- 
cedural relief in this category seems desirable. Where the financial condition 
of the business warrant it, deferred taxpayments would be justified, but it 
would seem that such deferred taxes should be liquidated within a reason- 
able period of, say, approximately 5 years’ time. There should be an interest 
penalty applicable to these deferred taxes while they are in the deferred period. 
This interest penalty would provide an incentive for rapid liquidation of these 
taxes and does seem justified since the taxpayer in a sense would be borrowing 
the money from the Federal Government to adjust his tax burden. 

2. Point 2 covers the possibility of permitting partnerships and proprietor- 
ships to elect to be taxed as corporations. As nearly as I am able to determine, 
the tax relief to be granted through this medium would be comparatively limited. 
It seems to me that the tax should be applied on the basis of the amount of 
taxable revenue that was generated rather than upon the type of business which 
generated it. I can think of no reason why a group of people should be penalized 
to a greater or a lesser extent than an individual should be penalized. Partner- 
ships and propietorships always have the opportunity to elect to form corpora- 
tions. This provision would simply permit them to take corporate tax positions 
without the ensuing complications of actually incorporating. It would probably 
be considered a boon to professional groups who are not now permitted to 
incorporate. 

3. The third possibility proposed was permitting taxpayers to use alternative 
methods of depreciation provided by section 167 of the 1954 Internal Revenue 
Code for used property. Careful examination of this proposal reveals one sig- 
nificant factor. There seems to be no reason at all why this section, when it 
was enacted, should not have been made applicable to used property at that 
time. It is very obviously the smaller business which will be the primary user 
of used property. Equipment is in many cases the principal asset of the small 
business. This is particularly true where logging, lumbering, and motorized 
transportation is concerned. Small-business enterprises, in acquiring equipment 
in their initial stages, do so on a contract basis. The accelerated depreciation 
would greatly assist them in meeting contractual obligations. The importance 
of being able to fulfill such obligations in the early stages of a small-business 
enterprise cannot be overemphasized, and any tax relief that will give direct 
assistance to this phase of small business is certainly worth while. 

4. The fourth item mentioned was the consideration of the possibility of grant- 
ing a proprietor of an unincorporated business the right to be treated as an 
employee under a qualified pension, profit-sharing, or stock-bonus plan. As I 
have said previously, I do not see why there is any reason for differentiating 
between the types of enterprises that generate tax revenue. It seems to me that 
small-business enterprises should be entitled to the same general considerations 
regardless of the actual legal form of the business activity itself. Permission 
should certainly be granted the individual proprietor to set up his own pension, 
profit-sharing, or stock-bonus plan. The same safeguards against abuses should 
apply to such a program as does now apply to corporate plans in the same 
category. This provision would provide incentive, in the realm of capital growth, 
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for the small-business man who is an individual proprietor or partnership, and 
any such stimulation should certainly be encouraged. 

5. The fifth consideration was concerned with the possibility of graduating 
corporate tax rates. It is not desirable that corporate taxation should be gradu- 
ated on a basis comparable to that now applied against individual income tax. 
Corporations pay direct taxes and the profits they pay out in the form of dividends 
are also taxed. The basic quarrel that I have with the present form of corporate 
tax, plus surtax, is that the graduation in payment between the normal tax and 
the surtax is too abrupt and drastic. It does seem to me that the same tax 
revenue could be achieved with a graduated percentile scale on the net profit 
between the $25,000 and $50,000 level so that maximum tax penalty is reached 
at $50,000 rather gradually as opposed to the abrupt shift into the surtax bracket 
which now exists at $25,000. Though this provision would seem to me to be 
desirable to encourage that bracket of small business which is capable of develop- 
ing tax revenue in excess of the normal tax rate, it admittedly would be very 
limited tax relief measure. It would however, have high morale value. The 
great bulk of the small businesses which do not pay the majority of the taxes, 
are paying those taxes on profits which are under the $25,000 level. The 30 per- 
cent rate does seem about the maximum and the minimum both, so far as this last 
group is concerned. 

6. The sixth possibility dealt with permitting the election by a small business of 
a standard deduction for income-tax purposes. At first glance this suggestion 
seemed to have considerable merit in that it would offer an easy method to the 
very-small-business man for the preparation of his income-tax return. Whether 
we like to admit it or not however, tax requirements have focused the attention 
of business upon good record keeping and good records themselves are an essential 
requirement for progress in any small business. It does seem that any business 
should have adequate and easily understood records no matter how simple or 
primitive they might be. The very existence of these records then precludes 
the necessity of a standard deduction. 

My personal belief is that the number of small-business men, who do not know 
what they have actuaily earned during the year until they have completed their 
income-tax returns, is very large. This examination of business records for the 
purposes of preparing income-tax forms is therefore possibly a praiseworthy, 
though painful, process. This does not mean that every effort should not be 
exerted to make this process as painless as possible. It has been pointed out to 
me for instance, that standardization in collecting taxes would be a big boon 
to all phases of small business. As an example, the finger was pointed directly 
at the difference between the base rates used for collecting socia!-security taxes 
as opposed to unemployment taxes. The smaller the business, the greater the 
number of specific details that must be looked after by fewer individuals. The 
mental strain and actual overhead outlay where such matters as complicated 
tax returns are concerned is obviously greater in a small business than in a 
larger business. Standardization in tax collection would be a big assist to the 
small-business man, but I do not feel that a standard deduction would be to his 
advantage in the long run. 

7. The seventh possibility for consideration was the granting of permission 
to small business to make a deduction for additional investment made during the 
taxable year. The opening phases of this report to the committee were con- 
cerned primarily with this same thing, and there is no need to repeat it here. 

8. The eighth possibility was the consideration of increasing the exemption 
of corporate income subject to surtax. The answer to this was included under 
five, the consideration of a graduate corporate tax rate. 

9. The ninth possibility was the reduction in the overall corporate normal 
tax rate. Again, as stated in the opening paragraphs, a careful analysis of the 
Federal budget indicates that the very great bulk of it at the present time is 
devoted toward national defense and related activities. In view of the current 
international situation, and being aware of the accelerated developments in 
methods of offense and defense which are now taking place on an international 
scale, it does not seem to me that at the present time we are in a position to 
consider any drastic cut in the Federal income. To grant tax relief at this time 
to one segment of business would only mean that the lost revenue must be 
recovered from another segment of business. Government has the obligation 
to attempt, through efficient methods of management and utilization of assets, 
to provide the essential services to the members of its society at the least pos- 
sible cost. Government also has the responsibility to its citizens of attempting 
functional rather than lavish objectives. The Federal Government has the re- 
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sponsibility for implementing the national will. Good management in the Fed- 
eral Government is the direct responsibility of the Congress of the United States. 
We must all presume that tax legislation which is sound enough to pass through 
Congress must be good tax legislation. We have a large national bill to pay, 
and in view of this, it seems that it is unlikely that we will ever again see a 
return to the times of high individual or corporate revenues which will not be 
heavily taxed. It behocves us then to examine our incentive program for our 
small-business men who are so vital to this economy. The sole avenue of any 
scope which seems to remain open in the incentive field is that of capital growth. 
This seems to be the only incentive that can be accelerated without tampering 
with tax revenue. It seems to me to be urgent that steps should be taken to 
provide long-term growth capital for small business throughout our current 
economy. 

In the process of searching out background information upon which to base 
my report, I was given much help by a number of individuals who responded 
to my requests for their assistance. I would like to extend my thanks to the 
Oregon Association of Public Accountants. Their legislative committee in ses- 
sion with their chairman, Henry Anderson, gave much time in going over this 
report point by point. While my report does not always reflect their views, the 
fact remains that they did offer their time freely in the hopes that it might be 
useful to your Senate committee. I would also like to thank Myron Gleason, 
Portland CPA and attorney. At my request Mr. Gleason spent several hours 
digging up background information, and in addition to that, we spent the better 
part of a day on discussion of these various items. 


PROBLEMS OF SMALL BUSINESS WHERE GROWTH CAPITAL IS CONCERNED WITH 
EMPHASIS ON PROBLEMS PECULIAR TO OREGON OR LIKE AREAS 


1. Oregon, at the present time is in a mild recession, due to the fact that its 
No. 1 commodity, lumber, is currently in a depressed status. When business 
conditions get poor, financial institutions have a tendency to curtail their ratio 
of dollars available for loans in certain categories. The first of these categories 
is certainly term paper. The insurance companies are in approximately the 
same category. In any unsettled economic condition, financial institutions are 
naturally reluctant to commit their money for a long period of time. No finan- 
cial institution would want to have to account to its stockholders for a large 
volume of money placed for instance, at 6 percent only to find a year or two 
later that the same money could have been loaned out at 8 percent. Conversely, 
it is also true that should business deteriorate, no board of management of a 
financial institution would care to be in a position that required explanation as 
to why they had committed large sums of money on a long-term basis in a de- 
clining economy. 

A prime thing that makes small business in Oregon different from small busi- 
ness in a comparable eastern community is the fact that the proportion of new 
business in Oregon, that is business started in the last 10-year postwar cycle, 
is, comparatively speaking, extremely large compared to the businesses in older 
communities in the Midwest and the East. This means that such new businesses 
find that acquiring growth capital is difficult under any circumstances, but in 
view of the conditions that exist today, it is practically impossible. 


SuGGESTIONS FoR CHANGES IN INTERNAL REVENUE CopE FoR BENEFIT OF 
SMALL BUSINESS 


(By B. E. Bronston, Miami, Fla.) 


1. Many people who invest in real estate are small investors. If an investor in 
real estate sells more than a very few vacant lots or parcels of land the Internal 
Revenue Service has contended and the courts have held that the property was 
held primarily for sale to customers in the ordinary course of business and 
that the gain is ordinary income and not capital gain. Some courts have 
stated that if the property is not productive of income or if it is not acquired 
for the purpose of producing income, the inference is justifiable that the property 
was held primarily for sale in the ordinary course of business, so that the gain 
is ordinary income and not capital gain. Let us compare this with investment 
in securities. Certain corporations plow back almost all of their earnings, 
paying no cash dividends. Stocks of these corporations are purchased for 
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enhancement in value. When the investor in such stocks sells them his gain 
is considered capital gain, even though he may sell a number of such stocks, 
On the other hand an investor in land producing no income is likely to have 
his gain treated as ordinary income if he sells a number of parcels. This is 
discrimination. It is recommended that the definition of a capital asset in the 
Internal Revenue Code be amended so as to provide that the fact that property, 
real or personal, tangible or intangible, is not productive of income or the 
fact that such property is acquired for its prospective enhancement in value, 
rather than for the production of income, shall raise no inference that the 
property is held primarily for resale in the ordinary course of its owner's business. 

2. Under the Internal Revenue Code, a dealer in certain securities may still 
be an investor in other securities. The gain realized by a securities dealer 
in his investment securities is considered a capital gain if within 30 days after 
acquisition such investment securities are clearly identified in the dealer’s 
records as securities held for investment and are not thereafter primarily held 
for sale to customers in the ordinary course of business. A dealer in securi- 
ties is taxed at ordinary income rateS on the securities which he holds as a 
dealer but is taxed at capital gain rates on the gains which he makes on 
securities which he identifies as securities held for investment. However, if a 
taxpayer is once identified as a dealer in real estate subdivision lots, then, 
generally speaking, he is taxed at ordinary income rates on the gains he makes 
on the sale of all subdivision lots, without any distinction between the lots held 
as a dealer and the lots held for investment. This constitutes discrimination 
against real estate dealers and in favor of securities dealers. It is recom- 
mended that the Internal Revenue Code be amended so as to give the same 
favorable treatment to a dealer in real estate as is given to a dealer in securities. 

3. In many parts of the country a number of different investors form a syndi- 
eate to purchase real estate, frequently because no one of the investors is finan- 
cially able to purchase the land by himself. A very convenient way to handle 
such a transaction is to take title in the name of a bank as trustee for the 
investors. However, under the Treasury regulations and certain decisions, the 
trust so created may be ¢lassified as an association which is taxable as a corpo- 
ration. If the trust makes a profit, this is taxed to the trust once at corpora- 
tion rates and when the beneficiaries receive the money, it is taxed to them 
again as dividends at ordinary income rates. It is recommended that a pro- 
vision be added te the Internal Revenue Code providing that a trust shall not 
be deemed an association or taxed as a corporation if it does not have more 
than 10 investors or beneficiaries and if there has not been invested a total of 
more than $500,000 in the assets of the trust. 

4, The President’s Cabinet Committee has recommended that corporations 
with 10 or fewer stockholders be given the option of being taxed as if they were 
partnerships. This would prevent stockholders in a business, which was in- 
corporated for sound business reasons, from being double taxed and would 
help small businesses. 

5. The collapsible corporation law as it is now written creates a hardship 
on many small businesses. This law taxes as ordinary income the gain to the 
stockholders of certain corporations on the sale of their stock and the gain to 
the stockholders on the liquidation of these corporations. These gains were 
formerly taxed at capital-gain rates. The collapsible corporation law is far 
too general and is vague in many particulars. As a result, small incorporated 
businesses do not know exactly where they stand and are often caught in the 
dragnet of this law for no good reason. By way of example, if an individual 
constructed a small apartment house, operated it for a few months, and sold it 
a year after it was built, his gain would be capital gain. On the other hand, if 
his business was incorporated and he sold the stock of his corporation a year 
after the apartment house was built, or if he liquidated his corporation a year 
after the apartment house was built, his gain would be taxed as ordinary income. 
The average small investor is not sufficiently tax conscious to keep out of this 
trap. It is suggested that a careful study of the collapsible corporation law 
be made and that certain portions of it be rewritten so that it will be less broad 
in scope and very definite in language. The present law does not apply to a 
shareholder unless he owned more than 5 percent in vaiue of the outstanding 
stock of the corporation at a certain time. It would help small businesses if 
the law should be changed to read that it would not apply to a shareholder 
unless he owned more than 10 percent in value of said stock rather than 5 
percent. This change should not be a radical one in view of the very strong 
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family attribution rules. It would also help small business if the 3-year period 
of time provided for in the law should be reduced to 2 years. 

6. The Presidents’ Cabinet Committee recommended that a decedent’s estate 
be given the option of paying the estate tax over a period of up to 10 years in 
cases where the estate consists largely of investments in closely held business 
concerns. Such a law would be very helpful to many small businesses, because 
it would not become necessary to liquidate the business or any portion thereof 
at a sacrifice in order to pay estate taxes. 

7. In order to provide for the continuity of a business after the death of its 
owner or a partner or a stockholder, and in order to keep from sacrificing the 
interest of the owner, partner, or stockholder, it is necessary that there be a 
great deal of lifetime estate planning. This requires the services of attorneys, 
accountants, and insurance men. The expenses of these services, or most of 
them, were formerly considered personal expenses and not deductible. The 
American Bar Association has suggested a law to the effect that the expenses 
of such planning, including professional fees, be deductible as ordinary expenses. 
= a law would encourage proper planning and would be helpful to small 

usinesses. 





Sxrp-Ons, Inc., 


Chesterfield, 8. C., October 18, 1957. 
House Ways aNpD MEANS COMMITTEE, 
Washington, D. C. 


GENTLEMEN: I would like to enter my views before you for consideration on 
your proposed tax revisions and submit my views as a small-business man. 

First and foremost I am in favor of retaining such rates as will permit op- 
erations of the Government at least with no deficit and preferably with some 
sums set aside each year for repayment on our debt. I urge you to keep our 
dollar sound and try to prevent its buying power from decreasing any more. 

Secondly, I feel there are some changes that should have been made long ago. 
I feel it is most unfair to allow oil companies, mining companies, and similar 
types of business their present depletion allowances. I feel the market place is 
the place to set prices to pay for costs of production in mining as well as manu- 
factured articles. Also I feel small business should have lower tax rates than the 
large giant corporations with some sort of graduated rates similar to individual 
rates. I feel the dividend exemption should be abolished as it does not help those 
who need it most. 

Then, if the budget permits I feel some war excise taxes should be lowered or 
repealed and exemptions for each individual should be raised either $100 or $200 
to cut the taxes of the lowest bracket wage earners and give them a little better 
standard of living. 

I submit these views knowing that my personal taxes will possibly be higher 
but in the long run know it will be best by giving us a sounder dollar and raising 
even a little the standard of living of our lower income wage earners. 

Very truly yours, 
Harry GoLpsMIrTH. 


Without objection, the committee stands adjourned until 10 o’clock 
in the morning. 
The following brief was received on January 3, 1958, and was 
ordered to be placed at the end of today’s hearing :) 


ABRASIVE MACHINE Toor Co., 
East Providence, R. I., December 30, 1957. 
Hon. AIME J. FoRAND, 
Member of Congress, House Office Building, Washington, D. C. 


Dear ArmeE: In accordance with your advice, I have drafted a brief for sub- 
mission to the House Ways and Means Committee and have obtained the signa- 
tures of several company top officials. As you suggested, three signed copies are 
enclosed. It will be greatly appreciated if you will see that our thoughts become 
a part of the record. 

I suppose that with the typical practice over the past several years of living 
and governing ourselves from one emergency to another, little heed will be given 
to any request for a limitation on taxes. In fact, the President and the Con- 
gress will never look favorably upon any attempts to curb or limit their powers. 
However, if we, the people, do not occasionally try to curb them, we will have only 
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opresives, to blame for the inevitable socialization that will result from lack of 
such curbs. 

Frankly, we believe the whole, additional cost of the accelerated ballistics 
program can be more than offset by cutting out the very many nonessential 
things the Government is now doing. For instance, it can get out of hundreds 
of businesses it is now operating in competition with private enterprise. It can 
stop sending Negro bands all over the world dispensing American culture via the 
Rock ’n Roll. It can stop spending money trying to train Hawaiian trout to 
jump at artificial flies when they prefer grasshoppers. It can combine most of 
the purchasing requirements of the Government, including the Armed Forces. 
It can bring back at least half of the American civilians now serving in foreign 
countries without destroying our relationship with those countries. It can stop 
offering 4 or 5 main courses for lunch or dinner on naval vessels, especially car- 
riers, when 2 would suffice. It can stop subsidizing the big farmer at the ex- 
pense of the little farmer and the rest of us. And, it can concentrate the ballis- 
tics program under 1 head and 1 department instead of permitting everyone to 
play around with it, each with his own budget. 

In other words, Aime, it is most difficult for me, a businessman, to believe 
these reports that come out of Washington to the effect that the budget has 
been cut to the bone and that now taxes are vital in order to preserve our 
security. I would be one of the last to put our security in jeopardy, but I am 
realistic enough to believe that solvency is next in importance in order that we 
might enjoy that security. 

Why not stop this attempt at national suicide before it is too late? I be- 
lieve we are headed that direction and history is on my side. 

Sincerely, 


NorMAN D, MAcCLEop, President. 


Provipence, R. I., December 20, 1957. 
To the Honorable Members of the House Ways and Means Committee: 


We, the undersigned, independent businessmen of Rhode Island, most of us 
employing less than 500 employees, herewith beg of you to report the so-called 
Sadlak-Herlong bills to the floor of the House and to work for passage. 

It is our belief that the Sadlak-Herlong bills will be beneficial to individuals, 
corporations and to the Government, itself, for the following reasons: 

1. The bills will tend to curb excessive spending by the Government. 

2. They will leave more money in the hands of individuals and corporations 
to spend and hence accelerate the purchase of more products which, in turn, 
will bring more revenue to the Government. This has proven true in the past 
and there is no reason to believe that it will fail in the future. 

8. They will help small business to purchase badly needed, modern equip- 
ment so it can compete more equitably with larger corporations. The spread 
between the allowable reserve for depreciation and the replacement cost on a 
particular item of equipment (which must come from profits or loans) is so 
great that few of us can afford to make adequate purchases because of the big 
tax bite on earnings. 

4. They would aid greatly in bringing the economy back to the American way 
of capital investment and produce jobs. The risk taker would again have some 
cash with which to aid new business or a sick business. 

5. The bills have safeguards in them to assist the President in preventing an 
unbalanced budget. 

6. Relief would be given to the efficient and capable management or individual 
so that they could share more equitably in the results of their labors. Present 
income-tax regulations impose a heavy penalty upon competence and diligence, 
thus destroying incentive. 

7. The bills provide an orderly procedure of tax reduction which will assist 
management in making long-term plans, and relieve the Congress from its 
eternal search for new tax sources. 

8. Passage of the bills in nearly their present form could mean the beginning 
of a long overdue program to curb big, central government and lead us away 
from the pitfalls that have gravely reduced the substance and standard of living 
of Great Britain and other socialistic countries. Let us be smart enough to 
refuse to follow their example. 

9. We recommend that the Sadlak-Herlong bills be further amended to pro- 
vide for the elimination of all individual tax rates above 50 percent right now. 
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The loss of revenue to the Government from this source will amount to only 
about $700 million, a loss which can easily be offset by elimination of just 2 or 
3 nonessential activities the Government is now engaged in. 

10: The argument will at once be advanced that now is not the time for tax 
reduction because more money must be spent for defense, for such items as 
missiles, etc. We submit that the Defense Department can still spend more 
money for defense and not increase the total budget if the many nonessential 
activities are eliminated. Recommendations of the Hoover Commission, plus 
those of other qualified critics of wasteful spending, would clearly indicate the 
course to pursue in attaining that objective. The time may not be ripe for cur- 
tailing defense expenditures, thus jeopardizing our own security, but the time 
is long overdue when we should stop “big government” from becoming bigger. 

You gentlemen of the House Ways and Means Committee have the power to 
permit us to continuously grow bigger and hence socialistic, or to cut us down 
to size and guide us along the American ways that made us great and prosperous. 

Respectfully submitted. 

Clement P. Williamson, President, Sealol Corp.; Edwin S. Barton, 
President, Rico Machine Co.; George E. Sinkinson, President, 
Sayles Finishing Plants, Inc.; Lawrence H. Cook, President, 
Lawrence H. Cook Co.; Frederick A. Ballou, Jr., President, B. A. 
Ballon & Co., Inc.; Paul L. Tobey, Executive Vice President, 
Industrial Dyestuff Co.; Timothy J. Mee, President, T. J. Mee 
Coal & Oil Co.; Frederick L. Chase, Jr., President, National Ring 
Traveller Co.; George R. Ramsbottom, President, Seekonk Lace 
Co.; Norman D. MacLeod, President, Abrasive Machine Tool Co. ; 
Raymond Curtis, President, Kenyon Piece Dye Works; Aram A. 
Milot, President, Paragon Worsted Co.; Theodore H. Belling, 
President, Fram Corp. 


(Whereupon, at 12:28 p. m., the hearing was recessed, to reconvene 
at 10 a.m, Thursday, January 9, 1958.) 
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(Rates and Miscellaneous Provisions of the Internal Revenue 
Code) 


THURSDAY, JANUARY 9, 1958 


House or REPRESENTATIVES, 
Com™irrre oN Ways AND Means, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to recess, in the hearing 
room of the Committee on Ways and. Means, House Office Building, 
Hon. Wilbur D, Mills (chairman of the committee) presiding. 

The Cuatrman. The committee will come to order. 

Mr. Forand is recognized, 

Mr. Foranp, I ask unanimous consent to include in the printed rec- 
ord following yesterday’s testimony a letter received from Mr. Nor- 
man D. Macleod, the president of the Abrasive Machine Tool Co., 
submitting a brief signed by himself and other businessmen in Rhode 
Island. 

The Caiman. Without objection it is so ordered. It will be in- 
cluded at that point in the record. 

(The document above referred to is on p. 346.) 

The Caatrman. The first witness this morning is our friend, the 
Honorable Abraham J. Multer, of New York. Mr. Multer, although 
we know you quite well and favorably, for the purposes of the record 
will you please give your name, address, and the capacity in which 
you appear. 


STATEMENT OF HON. ABRAHAM J. MULTER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 


Mr. Mourer. Thank you, Mr. Chairman. Iam Abraham J. Multer 
a Member of the House of Representatives from the 13th District of 
New York. 

I appear this morning as a Member of the House who is very much 
interested in the legislation you are considering, and I would like to 
address you briefly in support of several bills I have introduced on 
the subject. Before I conclude, however, I would like to indicate 

oe my support of bills that have been introduced. by other 
fembers. 

Mr, Chairman, will you permit me to take a moment to extend my 
hearty congratulations to the new chairman of this Committee, the 
Honorable Wilbur Mills, and to extend to him my very best wishes 
for what I know will be an extension of his very able.and distin- 
guished service. At the same time permit me to echo the beautiful 
sentiments that he and other colleagues expressed upon the grievous 
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loss that all of us sustained by the death of our very good friend and 
colleague, the Honorable Jere Cooper. 

I welcome this opportunity to discuss before your committee 
various proposals for revising the internal revenue laws. These pro- 
posals are presented in the interest of helping td committee achieve 
its goal of revising the tax laws in order to obtain a revenue system 
which is fairer and more equitable. 

I have a prepared statement, copies of which have been submitted 
to your clerk for distribution among the members. If you believe it 
will save time, I will submit the statement for your record and then 
briefly summarize each of the proposals that I have advocated in my 
formal statement. 

The Caarmman. Without objection your statement will appear in 
the record at this point. 

Mr. Mourer. Mr. Chairman and distinguished members of the 
House Ways and Means Committee, before proceeding with my state- 
ment, permit me to take a moment to extend my very hearty con- 
gratulations to the new chairman of this committee, the Honorable 
Wilbur Mills, and to extend to him my very best wishes for what I 
know will be an extension of his very able and distinguished service. 

At the same time, permit me to echo the beautiful sentiments that 
he and our other colleagues expressed upon the grievous loss we all 
have sustained by the death of our very good friend and colleague, 
the Honorable Jere Cooper. 

I welcome this opportunity to discuss before your committee vari- 
ous proposals for revising the internal revenue laws. These pro- 
posals are presented in the interest of helping your committee achieve 
its goal of revising the tax laws in order to obtain a revenue system 
which is fairer and more equitable. I will discuss separately each 
of my proposals, and conclude with a brief summary of them. 


REMOVAL OF TAX EXEMPTION OF INTEREST ON CERTAIN LOCAL 
BONDS—H. R. 801 


In connection with tax-exempt municipal bonds, let me turn to a 
section of our tax laws which has led to abuse by certain local govern- 
ments. The practice to which I refer is that of the local governments 
issuing tax-exempt municipal revenue bonds, which are used to finance 
building of industrial plants, and which do not pledge the full faith 
and credit of the issuing authority for the payment of principal and 
interest. 

Although the principle of State sovereignty may be sufficient justi- 
fication to allow tax exemption of State and local bonds, I believe the 
practice of some of these governments is perverting this principle. 
The exemption is unfair to private business which must provide its 
own capital, its own taxpaying plant, and so forth, in competition with 
a plant provided by government which can make up its losses through 
taxation and is exempt from local taxes. The widespread use of this 
device to attract relocation of industry from other States into their 
own local areas could result in the deterioration or desturction of 
established industrial areas. 

On several earlier occasions the State and local governments have 
— into financial difficulty by attempting to promote industry in 
this way. Such a difficulty was experienced as a result of the post 
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Civil War subsidies to railroads financed through State and local 
bonds. Another was the experience of municipalities in loanin 
credit for real estate development in the 1920’s. Default on su 
bonds dangerously impairs the credit of municipalities concerned. 

Permit me to make clear that my bill does not seek to take away 
tax exemption from all State and local bonds. It is directed onl 
against bonds issued in connection with private enterprise which is 
privately owned and which is not secured by the general credit of 
the issuing governmental unit. Today, many localities are issuing 
bonds for private purposes without pledging governmental credit in 
connection therewith. The only obligation of the locality in con- 
nection with those bonds is to pay to the bondholders principal and 
interest only as, if, and when the principal and interest is paid to 
the locality by the private enterprise. is is an evasion, if not an 
actual perversion, of the intent of the law. 


LIBERALIZATION OF THE DEDUCTION FOR CHILD CARE EXPENSES—H. R. 802 


When the tax laws were completely revised in 1954, some recognition 
was given the working women and working widowers who incurred 
expenses for the care of a child while working. That liberalization 
of the law allows the working parent to deduct up to $600 a year for 
child care expenses if they are incurred to allow the parent to work. 
Expenses in excess of $600 are not allowed. This limitation is im- 
posed regardless of the number of dependents for whom the child 
care is furnished. A widow, who has 3 children under 12 years of age 
is limited to a deduction of only $11.54 a week. In many cases that 
may only amount to one-third of the cost of caring for the children. 
Even worse is the fact that an $11.54 deduction will amount to a tax 
saving of less than $3 a week. I propose that the limitation to the 
deduction be more realistically set $2,500 or 50 percent of the work- 
ing parent’s income from salaries or wages or from a trade or business, 
whichever is less. 


TAX-EXEMPTION OF COMPENSATION OF ARMED FORCES SERVING OUTSIDE 
THE UNITED STATES—H., R. 803 


Many of our young men are making great sacrifices by protecting 
our military interests outside the continental United States. They 
are separated from their families for extended periods of time while 
they serve their country. Some recognition should be given them 
by exempting part of their income from taxation. Specifically I pro- 
pose that up to $2,000 of compensation received by members of the 
United States Armed Forces for services performed outside the United 
States should be exempt from taxation. 

It doesn’t seem fair when we consider that a civilian employed by 
rivate industry who works overseas pays no Federal income tax on 
is salary, up to $20,000 a year, if he remains in that foreign country 

for a period of 17 months out of 18; but a member of the Armed 
Forces, whose earnings are usually much less than civilians employed 
overseas, must pay tax on his income. I realize that for part of the 
time since 1950 compensation to the Armed Forces in a combat zone 
was tax exempt. This bill would extend this principle to all overseas 
service of the Armed Forces. 
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EXCLUSION OF INTEREST ON VETERANS LOANS BEARING NO MORE THAN 
THREE AND ONE-HALF PERCENT INTEREST—H. R. 804 


It is a generally known fact that the veteran home loan program 
has been on a decline for some time. Few people would quarrel with 
the statement that a basic reason for this decline is that lenders are 
not willing to loan at the rate of 414 percent interest. In many cases 
lenders’ margin of profit on loans at this rate would be too low to main- 
tain a sound financial business. 

If we are going to assure the veterans that they will be able to de- 
rive the benefits which were designed for them through legislation 
which set up the home loan guaranty program, we must provide to 
the financial institutions some incentive to lend money to veterans 
at a low rate of interest. An incentive could be created by allowing 
tax exemption to the lenders on the interest earned on these loans. 
However, with this liberal treatment of the interest, I believe that we 
should expect many financial institutions to lend at 314 percent inter- 
est and still make an adequate profit on operations. Therefore, I 
would restrict the tax exemption to loans which bear interest at a rate 
which does not exceed 314 percent. 

This bill is identical in form to that which was introduced by our 
very distinguished colleague from New York, Mr. Keogh, who is 
also an able and active member of this important committee. 


RESTRICTIONS ON MARKINGS, ETC., ON MAIL TO TAXPAYERS—H. R. 805 


This proposal, which I shall now outline, will not affect the revenues 
of the Government nor change our basic tax structure, but will assure 
the taxpayer that the personal nature of his income or tax liability will 
not be violated through correspondence sent to the taxpayer by the 
Government. My proposal specifically provides that communications 
relating to the income tax which are mailed to the taxpayer shall not 
bear on the outer covering any markings which would disclose infor- 
mation concerning the taxpayer’s income or tax liability. This will 
eliminate, for example, any possibility of duplicating our experience 
several years ago in regard to the income tax returns mailed to the 

‘taxpayers. These returns were mailed in a package which bore various 
colored stripes on the outside. The colors indicated generally the 
income level of the taxpayer. Although this was innocently done by 
the Internal Revenue Service for processing control purposes, it shows 
how certain undesirable features can creep into our tax system inad- 
vertently. This is the type of occurrence that my proposal will prevent 
in the future. 

The fact that the Internal Revenue Service has discontinued this 
obnoxious practice should not deter you from writing into the tax law 
the prohibition contemplated by my bill. It has been done once, it 
may be done again, and the Congress should make certain that there 
will be no repetition. 


STATEMENT OF TRANSPORTATION CHARGE AND TAX TO BE FURNISHED BY 
THE SELLER OF PROPERTY TO HE PUCHASER—H. R. 806 


This proposal of tax revision is concerned with transactions in which 
the seller of property collects from the purchaser charges for trans- 
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portation of the property and the tax thereon. In such a case I pro- 
pose that the Internal Revenue Code be revised so as to require the 
seller to furnish the purchaser a statement showing the amount of 
transportation charges subject to the transportation tax and also the 
amount of tax imposed. Special provisions should be made to enable 
the buyer of the property, to collect treble damages if the seller charges 
him with more than the actual transportation costs plus tax. Under 
my bill, the Federal Government may sue for treble the amount plus 
$500 costs if the buyer does not do so within 2 years. 


EXEMPION OF PENSION PAYMENTS RECEIVED BY RETIRED U. 8S. GOVERNMENT 
EMPLOYES—H. R. 807 


It has long been believed that most people should retire at 65 years 
of age. However, every day more and more people eligible for retire- 
ment refuse to quit because they find that their pension will be inade- 
quate to live on. Especially is this true for the Government employee 
who finds that his small annuity is further reduced by income taxes. 

Anyone who retires.on a pension or annuity of $3,000, $4,000, or 
$5,000 will usually be forced to live on an income considerably less 
than his former income. Steadily rising living costs and the deprecia- 
tion of the dollar will make life in the late years of life an even more 
unpleasant prospect. Therefore, the Government should not place 
further obstacles in the way by taxing the small income of these people 
during the declining years of their lives when their expenses are espe- 
cially high. Rather, the Government should encourage its people to 
retire and take steps to insure financial independence in their old age. 
Exemption of Government employees’ pension payments from the 
income tax will provide a long step in the right direction. 

I do not urge here that the Congress should restore to all annuitants 
the same purchasing power they once had, but it can and should allow 
them the same tax benefits that it allows others who draw pensions 
from the Federal Treasury. For example, pensions paid under the 
railroad retirement and social security programs are exempt from all 
Federal income taxes. As an illustration of how this discriminates 
against the retired Federal Government employee, I call attention to 
the fact that while a retired railway worker enjoys this tax relief for 
his pension, the retired railway postal employee who may have worked 
right beside him enjoys no such relief. This discrimination cannot 
be justified. Therefore, my proposal is introduced to promote equity 
where there is need for it. 


TAX DEDUCTION FOR CERTAIN EDUCATIONAL EXPENDITURES—H, R. 808 


In recent months we have been hearing increasingly alarming dis- 
cussions of our failure to compete with the Soviets in the training 
of scientists and engineers. Not only do we face a continuing short- 
age in these fields, but we face possible deterioration of education 
in other fields, including the humanities and the teaching profes- 
sion—fields which a cultured country like ours cannot neglect. This 
crisis calls for an improvement in the financial condition of our edu- 
cational system. 

At the present time, over half of the qualified high-school gradu- 
ates are not enrolling in college. Although various reasons con- 
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tribute to the failure of some of these high-school graduates to enter 
college, the majority of them are held back by a lack of funds. 

Most parents, unless they are in a very high income class, know 
only too well the financial drain and burden of the cost of sending 
their children to college. The average cost of sending a child to col- 
lege today is estimated at about $1,500 a year. This means that an 
expenditure of about $6,000 is necessary to provide 1 child a 4-year 
college education. Still worse, the taxpayer must earmark an even 
greater amount of gross earnings for this purpose, because this $6,000 
must come from income after taxes. How then can we expect par- 
ents to send their children to school when we realize that the average 
family income is only about $5,000 a year. Some of these parents 
of average family income may be able to save, through self-sacrifice, 
enough in a lifetime to send one child through college, but how about 
the parent who has more than one child? 

That is why I believe we should allow a deduction to parents for 
educational expenses incurred, in excess of the $600 personal exemp- 
tion (or the $800, as I propose in my bill, H. R. 809), for children 
they are sending to a college or university. That certainly is not 
giving a taxpayer something for nothing, but rather extending a 
helping hand to some parent who is trying to give his child oT a. 
cation to enable him to compete in the world and to contribute his 
share to our advancement of knowledge, whether it be in the sciences, 
in business, or in teaching. 

For the average taxpayer who earns $5,000 and spends $1,500 a 
year on his son’s college education, the Treasury would lose $180 for 
the year if personal exemptions remain at $600 and only $140 if the 
personal exemptions are raised to $800. This temporary loss in 
revenue will be more than offset by taxation of higher earnings of 
the child later in life and by the enhanced contribution he or she will 
make to our scientific and cultural advancement. 


INCREASE IN PERSONAL EXEMPTIONS—H. R. 809 


An increase in the present $600 deduction allowed for personal 
exemptions would add considerably to the degree of fairness and 
equity of our tax system. The Federal income tax has long been 
recognized as potentially the fairest tax to impose, because with its 
progressivity features the burden of taxes is placed in accordance 
with the taxpayer’s financial ability to pay the taxes. However, 
when personal exemptions are so low that the burden of taxation 
falls upon persons whose incomes are below a level capable of sup- 
porting, a minimum standard of living, the tax ceases to be fairly 
imposed. 

The results of a survey conducted about 6 years ago by the United 
States Department of Labor showed that an urban family of 4 re- 
quired from $3,812 to $4,454 to maintain an adequate standard of liv- 
ing. With an increased cost of living since that time, that income 
must be considered inadequate today. Nevertheless, our income tax 
begins to operate on incomes far below these levels. For example, be- 
fore the family of 4 reaches an income of $75 a week the Government 
takes a cut. In fact, this family, with average deductions, pays the 
Government $222 a year in income taxes. A tax structure which im- 








GENERAL REVENUE REVISION 355 


poses such a burden on a family with less than $4,000 a year income 
certainly is not in accordance with financial capacity. 

The situation is even more acute when we realize that the same 
family must pay a proportion of his income in other Federal, State 
and local taxes. 

Besides benefiting the low-income groups the increase in personal 
exemptions will have a beneficial effect on the Government and the 
general economy. By releasing millions of low-income taxpayers 
from the tax rolls, administrative work in the Internal Revenue Serv- 
ice will be reduced and a number of employees who would otherwise 
process these returns will be able to devote more time to the returns 
based on the large incomes. 

The general economy will be benefited because a large part of the 
tax savings to individuals will go into the hands of the income groups 
who spend virtually all of their income. This additional spending 
by these groups will stimulate the economy generally and help those 
segments of the economy which are burdened by excess inventories— 
thereby alleviating one of the prime causes of a recession or depres- 
sion. With the present slackening in the economy this stimulation 
would unquestionably be timely. 

The argument that millions of Americans will no longer feel that 
they have a personal interest in their country’s Government unless 
they pay a tax dissolves in the light of realism. The American 
»le are profoundly patriotic. They are aware of the purpose of their 
Ciserelanaik the needs of their Government, and that neither can be 
fulfilled without tax money. Furthermore, even with such a waiver 
of income-tax payments to the Federal Government, they will still 
be bearing their share of other taxes levied on all levels. For the 
great majority of these people, this will mean more than just a re- 
moval from the tax rolls. It will be an opportunity to acquire a few 
more of the necessities of life. 

As a final point, I wish to state that we must not consider the sav- 
ings to the individuals as a result of this increase in personal ex- 
emptions as an equivalent loss in revenue to the Treasury. As a re- 
sult of additional spending created by these savings to individuals, 
more business and jobs will be created, thereby increasing the base on 
which the existing taxes can be imposed. This will prove beneficial 
to the Treasury. 


TAX-EXEMPTION OF INTEREST ON SERIES E BONDS——-H. R, 2481 


In the face of a decline in individuals’ holdings of series E bonds 
largely as a result of a high rate of redemption of the bonds, the Con- 
gress increased the interest rates on series E bonds in April 1957. 
The new interest rate on the bonds held to maturity was raised to 
314 percent. Now, contrast that yield with the nearly 4 percent rate 
on large blocks of refunding issues of United States marketable se- 
curities last year (1957). Or contrast it with the 414 percent yield 


on prime corporate bonds. Furthermore, the interest rate on these 
series E bonds is less than that on many of the State and local bonds, 
on which the interest is tax-exempt. The average interest yield of 
a representative group of tax-exempt State and local bonds in Novem- 
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ber 1957 was about 334 percent. Savings in many of the savings and 
loan associations are earning 4 percent interest and more. 

We cannot expect that the sales of series E bonds will be able to 
compete with other tax-exempt bonds yielding as much or more than 
the series E bonds, or with other Government securities yielding in 
many cases 4 percent, or with other higher yielding forms of invest- 
ment or saving. We must give some incentive to potential purchasers 
of these bonds if we expect them to hold on to the bonds. One very 
effective way to do this would be to allow the taxpayer a tax-exemp- 
tion on the interest earned on the bonds. 

I would suggest, however, that if the bonds are redeemed prior to 
maturity date, the interest would be taxable. This would reduce the 
high rate of redemption of series E bonds and save the ayueey 
nie millions of dollars through reduction of clerical wor 
and costs of printing the bonds and through reduced payments to 
the banks for their handling costs. 

The members of this committee may recall that when you were 
considering legislation on this subject, I testified urging a higher 
interest rate on series E bonds than was advocated by the Secretary 
of the Treasury. This committee in its judgment followed the recom- 
mendation of the Secretary of the Treasury. 

I am in the unhappy position of being able to say to you today, 
“I told you so.” I predicted that the increase of interest rate advo- 
cated by the Secretary of the Treasury would not increase the sale 
of E bonds and would not be a sufficient incentive to cause the holders 
of those bonds to retain them rather than cash them in, At that 
time, the redemption of E bonds was exceeding the amount of sales. 
Since the increase in the interest rate, the situation has gotten worse 
and today the redemption of E bonds is far greater, both in aggregate 
amount and in percentage, than it was prior to the increase ar eee. 
and it is even far greater today than it was then, in relation to the 
sale of E bonds. 

The one thing all economists agree upon is that savings are the 

test bulwark against inflation. Historically, Government savings 
onds always paid an interest rate higher than otherwise available 
to the prospective saver. That was the incentive which caused mil- 
lions of Americans to put their money into savings bonds and to leave 
it there. If we expect the American people to resume that type of 
saving, the Congress must give them the incentive. In my opinion, 
one of the best means of accomplishing that purpose is to grant tax 
exemption to those earnings, if the bonds are held until maturity. 


TAX RELIEF FOR SMALL BUSINESS, H. R. 5631 


My final suggestion might easily be considered the most important. 

In the light of the current rate of failures of smal] business and 
the general slump in our economy, there is great urgency that the 
inequitable burden of taxation presently Jevied on small businesses be 
miti 

This conclusion emerges from studies conducted by the Small Busi- 
ness Committees of botk Homae of Congress. I am certain that the 


experience of the members of this committee is no different from that 
of the members of the House Small Business Committee on which 
it has been my pleasure to serve for many years. Our committee has 
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received considerable testimony on this subject. We have been in 
every part of the country. The cry is persistent and gets stronger 
and stronger for this relief. The testimony indicating its. require- 
ment is overwhelming. 

On November 22, 1957, our committee met in executive session in 
Washington and again considered this important subject. There was 
almost a full attendance at that meeting and after we arrived at our 
decision the absentees were contacted and they, too, agreed to our 
determination. I can therefore say to this committee that.it was, and 
I believe it still is, the unanimous opinion of the House Small Busi- 
ness Committee that this Congress enact legislation granting tax 
relief to small business. 

It was further agreed at that time that we would try to work out a 
bill which every member of the committee would support, taking as 
a basis for our consideration H, R. 5631, introduced y the enIOE 
minority member of our committee, the Honorable William S. Hill, 
of Colorado. The final draft of that bill has not yet been submitted. 
I for one, and I believe most, if not all, of my Democratic colleagues 
on that committee are prepared to support Mr. Hill’s bill, H. R. 5631, 
and urge its enactment. The Hill bill went a little further than the 
recommendations of the President’s Cabinet Committee. If we can’t 
get the Hill bill, then I urge as a minimum the recommendations of 
the President’s Cabinet Committee. It is unimportant whose recom- 
mendations we take or follow. What is important is that small busi- 
ness looks to us for relief, without which it cannot survive. 

This tax relief will not only right an unfair tax structure, it will 
reinvigorate competition and strengthen our free-enterprise system. 
It constitutes one positive step in halting the present trend towards 
giantism In our economy. 

Mr. Mutrer. The bills that I refer to, Mr. Chairman and members 
of the committee, are not necessarily in the order of their importance 
but for convenience in the order in which they have been introduced 
and numbered consecutively by bill number, 

The first of these bills is H. R, 801. That bill seeks to deny exemp- 
tion to interest on State and local bonds issued in connection with 
the acquisition of property which is operated for a nonpublic pur- 
pose by a nonpublic enterprise. It is limited to those instances where 
the credit of the State or municipality is not pledged for the payment 
of the principal or the interest. 

I know this committee has considered this problem once before, 
and on representations that it was likely to interfere with the issuance 
of bonds of public authorities, that provision was eliminated from 
the bill that was being considered at that time. 

I would like to make clear that this bill is not intended to affect any 
public purpose, or any authority, agency, State, or locality, It is 
intended solely to eliminate the tax-exemption feature of a bond, 
which is issued as a bond in form only, of a municipality or locality, 
and which is not actually a bond for municipal purposes. 

There are many instances throughout the country where bonds are 
being issued presumably guaranteed by the municipality and. thus 
get tax exemption. The obligation of the municipality is limited to 
collecting and paying whatever it may receive. In other words, they 
will bring a commercial enterprise into the community and in order 
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to bring the enterprise in they will underwrite the bond of the private 
enterprise, but only to the extent of undertaking to be the collector 
of the amortization and interest as, if and when the private enter- 
prise may earn it and pay it to the municipality, and then they pay it 
over to the bondholders. That is an evasion of the intent of the law, 
J think, rather than in accordance with the intent of Congress. 

Mr. Foranp. I believe what you are referring to are some of these 
cases where some of the States have been luring our textile plants 
out of New England. 

Mr. Motrer. Yes, sir. 

Mr. Foranp. And I understand your problem and I agree with 

you. ; 
Mr. Moutrer. It is happening throughout the country where in- 
dustry is lured into a community and the general public is given 
the idea that they are buying a municipal bond, when, in fact, they 
are buying nothing but a bond which provides that if and when 
something is paid to the municipality, it will be paid over to the 
bondholder. 

The second of the bills I will refer to is H. R. 802. There I seek 
to liberalize the tax deduction allowed a woman or a widower for the 
care of dependent children, money spent in order to enable the parent 
to work. Now, you have already covered that by granting a $600 
deduction by present law. I seek to increase that. 

Mr. Reep. May I ask a question there. I was going to interrupt 
a little earlier when you were speaking about your industries moving 
from the North to the South. Tt will not be long before they will be 
luring the industries from the South into the feesign countries, on 
account of the labor differentials and many other advantages. I just 
want to bring that in there, because just as sure as I sit here that 
will be done. 

Mr. Mouurer. What you say, sir, is true. 

I think the second of the bills I referred to needs no further ex- 
planation. I urge that the $600 deduction now allowed to a widow or 
widower where they must bring in help to take care of small children, 
minor children, while they seek a livelihood for themselves and the 
children, should be increased so as to be made a realistic sum more 
commensurate with what they must actually pay. I believe you will 
all agree it is impossible to employ a caretaker for children for $600 
a year. That deduction is hardly enough to take care of the item 
which must be paid out by the widow or widower who must work 
to support and maintain the home for himself or herself and their 
children. 

The third of my bills is H. R. 803, and there I seek to grant exemp- 
tion from taxation for the first $2,000 of compensation received by 
members of the Armed Forces while serving abroad. I think that 
you will agree that it is quite unfair that a businessman can go abroad 
and if he stays abroad for 17 out of 18 months, his earnings outside of 
the country are tax exempt, while the member of the Armed Forces, 
who we send and who has no choice as to where he will go, does not 
have that same advantage. The advantage to the businessman is 
limited to $20,000. My bill is much more modest. It exempts only 
the first $2,000. 
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H. R. 804 seeks to exclude from gross income the interest on vet- 
erans’ loans on which the interest does not exceed 314 percent. Our 
very distinguished colleague, Mr. Keogh, joined me in introducing 
that bill in the last Congress, and we introduced it again in this 
Congress. The purpose is to give an incentive to mortgage lenders 
to ae more loans to the veterans. The loss in revenue will be very 
small, 

If we enact a bill such as this, the veteran will get the benefit of a 
314 percent interest mortgage, and a lender will make it because the 
income of that 314 percent would be tax-exempt. Now, I do not sug- 
gest that if the veteran’s mortgage bears 4, or 414 or more percent, 
that you then exempt the first 314 percent. I say if he makes a 31% 
percent mortgage, then that income should be tax exempt. The lend- 
ers can thrive with that net income, and at the same time we can bring 
back into the mortgage market a goodly sum that is needed. The 
veterans more than anyone else are suffering by lack of mortgage 
money, by — deprived of the opportunity to buy homes. 

This, I think, would go a long way toward bringing more money 
into the mortgage market for veterans, and it would not cost the 
Government much money. 

Next is 805. You might think that is no longer necessary. ’ It 
would prohibit the Internal Revenue Service from placing any mark- 
ings on envelopes addressed to taxpayers. You will remember that 
entirely in good faith 2 years ago, the Internal Revenue Service put 
inarkings on the envelopes which indicated what the average income 
of the taxpayer was who was receiving that communication from the 
department. There was quite a rumpus raised by members of the 
House and of the Senate and the Internal Revenue Service stopped 
coing that. Because they stopped doing it, does not mean that some- 
body in the future in the same department may not come up with that 
bright idea again. So I say let us be sure that there is no repetition 
of that and write into the internal revenue law a provision prohibit- 
ing any such markings on any communication from the department 
to the taxpayer which would indicate anything about the contents of 
the envelope or the nature of his income or the amount thereof. 

H. R. 806, I believe you have considered at a prior hearing. That 
concerns transportation tax. This bill would require anyone seeking 
to collect the transportation tax to give a statement thereof to the 
person from whom they collect that transportation tax. As you prob- 
ably know, today the railroads will collect the tax in some instances, 
but in many instances the burden is on the seller of the goods to col- 
lect the tax and remit it to the Government, and as often as not, they 
make a charge in excess of the tax to be paid and retain the difference. 

This bill would require them to deliver a statement of the charge 
of the tax to be collected to the person from whom they are collecting 
it. If they don’t pay that tax to the Government, or don’t pay the 
whole tax, it provides a remedy by which either the taxpayer or the 
Government can collect the difference, with a erat so as to stop 


this practice where they are charging the public sums that are not 


actually taxes but collecting it as though it were a tax and not paying 
it to the Federal Government. 

H. R. 807 would exempt from income tax the retirement annuity 
und pension payment by the United States Government to its em- 
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ployees. We have this situation today: A man who is in the rail- 
road, retirement system, when he retires, receives his annuities and 
pension money free of tax, but the man working side by side as an 
employee of the Post Office Department in the Railway Mail Service 
doing almost the same kind of work, when he retires, because he is 
in the United States Government pension system, his pension is sub- 
ject to tax. I think that inequity should be removed by granting him 
the same kind of tax exemption as we do to the others. 

H. R. 808 would allow a deduction by the taxpayer for expenses 
incurred on behalf of a dependent for wiiettional expenses while at- 
tending a college or university. The . I say, should be de- 
ductible to the extent that they exceed the personal exemption now 
allowed the taxpayer on behalf of the dependent. 

As you know, we now allow them $600. I am sure all of you have 
had the experience and have the knowledge that you could not send 
a boy or girl to college today for $600 a year. The Library of Con- 

tells me the average is $1,500 a year. From my own experience, 
it is. closer to $2,500 a year. I think that you will agree that this tax 
deduction should be made more realistic and should be a sum more 
equal to the amount that is required to be paid. If we do that, I think 
we can make possible the financial aid that these boys and girls need 
in order to be able to attend our colleges and universities. 

H. R. 809 would increase the pawrnel tax exemptions of all of our 
taxpayers from $600 to $800. I don’t think that I need to elaborate 
upon that. A tax deduction if it is possible at all, I think, ought to 
start with increasing the personal exemptions of all of our our tax- 
payers. That will apply to them all, rich and poor alike. 

. R. 2481 would exclude from taxable income the interest on all 
Series E bonds held to maturity. I am sure the members of this dis- 
tinguished committee will remember that when the Secretary of the 
Treasury appeared before it last year, in support of authority to in- 
crease the interest rate on E-bonds, I, too, appeared. I said to you 
then that the increase in rate which he was advocating was not real- 
istic; that it would not bring about the desired result of getting more 
people to buy and to hold their E-bonds. 

The history since has shown that he was wrong and I was right, I 
am sorry to say. At that time E-bonds were being cashed in to a 
much larger extent than E-bonds were being sold. Despite the slight 
increase of the interest rate on the E-bonds, the amount of redemption 
has continued to increase and in comparison to the sales of E-bonds, 
it has far exceeded the amount that we are selling. Most economists 
agree that the strongest bulwark against inflation is savings, and sav- 
ings that will be put away and kept in the savings accounts—the pur- 

of the E-bond is just that. It is to get the man or women to put 

money into savings and retain them there for 10 years or more. 
Mr. Mason. What rate of interest do you suggest ? 
Mr. Muurer. I am suggesting that we do not increase the interest 
rate but that we give tax-exemption to the interest earned, provided 
that the bond is retained until maturity. I think that would be a 
great incentive to these people to hold their bonds and to buy more of 
them. Traditionally, our E-bonds always paid a larger rate of in- 
terest than savings accounts and other bonds. That was done in order 
to give the citizen an incentive to put his money into these bonds and 
keep it there. 











GENERAL REVENUE REVISION 361 


Today your E bond is paying less than other bonds, less than Gov- 
ernment bonds, less than tax-exempt bonds, and less than one can get 
from savings accounts. There are savings and loan associations and 
savings banks throughout the country that are paying 4 and 44% per- 
cent interest, and the money can be withdrawn at any time on demand. 
Why should an American citizen put his money into an E bond and 
immobilize it for 10 years, and then get the 314 percent, when he can 
put it into a bank and hold it there or take it out at any time he wants 
to with 4 or 41% percent interest as it accrues? __ : 

If we give them this additional incentive, I think there will be more 
bonds sold and more bonds will be retained. 

Now finally, and this might very well be the most important part of 
my presentation, that is the granting of tax relief to small business. 
You have already heard much on the subject. The House Small Busi- 
ness Committee, wherever they go in this country and whenever they 
conduct a public hearing, no matter what the announced subject may 
be, one or more persons representing small business will come before 
that committee and say, “The only way you can help us is to give us 
tax relief.” 3 : 

I believe it is the unanimous opinion of the Small Business Commit- 
tees of both Houses of Congress that we must do something for small 
business by way of tax relief. 

On November 22 of 1957, we had an executive session of the House 
Small Business Committee and at that time it was unanimously 
agreed—those few that were absent subsequently indicated their agree- 
ment, too—that we should urge upon the Congress the enactment of a 
bill granting tax relief to small business. At that time we had before 
us H. R. 5631 which had been introduced by the ranking majority 
member of our committee, the distinguished gentleman from Colorado, 
Mr. Hill. We agreed we would take his bill as the basis for our dis- 
cussions, and try to come up with a bill which would meet the ap- 
proval of all of the members. 

The bill, I think, is just about ready for submission to us, and will 
be introduced within the next few days. Whether it is that bill or the 
Hill bill, or any other bill, I urge, as strongly as I can, as vigorously 
as I can, that some such legislation be brought forth by this com- 
mittee. Whether you take the Hill bill, which goes slightly further 
than the recommendation of the President’s Cabinet Committee, or 
you take the recommendations of the President’s Cabinet Committee 
or some modification of that, I urge you, as strongly as I can, that we 
should bring forth a bill which will grant tax relief of some measure 
that will help the small-business man of this country. 

I have said many times, I think, to this committee, that I have no 
pride of authorship in any of the bills that I have introduced or that 
I have supported. I am sure that, after these hearings are concluded, 
this committee will bring forth a composite bill which will be the best 
thinking of this committee on the subject. I do hope that in that bill 
you will cover many of the things I have urged upon you today, and, 
more particularly, do not overlook, please, tax relief for small 
business. 

I should not conclude without saying a word in favor of the bill 
that has been before you so many times, introduced by our distin- 
guished colleague from New York, Mr. Keogh, which would postpone 
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the payment of taxes on those moneys which an individual earns and 
puts into an annuity which be buys for himself, having in mind the 
self-employed, the man in business for himself, and the professional 
man, who does not have the privilege or the benefit of building up a 
pension account or a pension fund so as to enable him to retire. All 
that bill seeks is merely to postpone the taxation for a time, so they can 
build up a fund on which they, too, can retire in their later years. 

Mr. Chairman and gentlemen, I appreciate the opportunity of being 
here. If Ican answer any questions, I will be glad to do so. 

The CHarrman. Mr. Eberharter has a question. 

Mr. Exsernarter. Mr. Multer, you spoke of many propositions with 
respect to taxes. All of them have a very great appeal, and the one I 
particularly want to mention is the one referring to bonds. However, 
every other proposition you mentioned would result in depletion of 
revenues. ey all have appeal, but do you think that this is the 
proper time for the Congress to deplete revenues ? 

AR Motrer. Mr. Eberharter, I sincerely urge that this is the time 
to do it. 

Mr. Exsernarter. What do you say there? 

Mr. Mourer. This is the time to do it. I am not fearful that the 
cuts urged will cause a loss of revenue which will not be offset by 
additional revenues. You must bear in mind that most of these tax 
cuts will put additional money in the hands of those taxpayers who 
spend almost every dollar they earn. You take the man or woman who 
is earning, whether out of his own business of because of employment, 
up to $5,000 a year. He spends every dollar he gets for the necessities 
of life. If you give him a little more money, by the tax savings of a 
few Sadar dollars a year, that money is not going to stay with him. 
It is going to go right back into the economy. Every be that he 
spends will turn over as many as 10 times. 

When he buys wearing apparel and when he buys food, or even 
when he buys some of the luxuries, the man who gets it does not keep 
it. It goes right back into the economy again. 

If ever we need a stimulus to our economy, it is today, when all of 
the signs seem to be pointing toward a holding back of consumer buy- 
ing. ‘This is the time to stimulate that, and get these excess inven- 
tories moving into trade, so that we then can produce more. 

I think every one of these tax cuts that I have recommended will put 
more money into the market, so that the ultimate end will be a greater 
gross national product and a greater gross national income. As that 
goes up, and as the overall income goes up in every segment of the 
economy, we have a larger base on which to collect the tax. When 
we get through with it, while I cannot give you any figures, because 
none are available—this is something we can know about only by 
testing it—I am sure that we will gain at least as much as we lose. 
If we do have some small loss of revenue, it is going to be made up by 
the overall economy being made more firm and more prosperous. 
think that is also important. 

Mr. Exnernarter. That is a very logical and persuasive argument, 
Mr. Multer. I wish that you could convince the Department of the 
Treasury as to the soundness of your views on this, because they take 
the opposite view. We have never been able to convince them of the 
oan side of the question as you have presented it. Thank you very 
much. 
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Mr, Muurer. May I just make this observation with reference to 
that: The very strength of our American system of government is 
the division of powers, and if this Legislature and this committee do 
not follow too closely the recommendations of the Treasury Depart- 
ment in that respect, then we will be better off. Their desire is to 
build wp more revenues and take in more. It is your duty and it is 
our duty as the Members of Congress to make sure that we are going 
to continue to move forward. Let us lead for a change instead of fol- 
lowing the Treasury Department. 

The Cuatrman. Mr, Keogh has a question. 

Mr. Keocu. I have no question to put to my distinguished colleague, 
but I would be remiss were I not to commend him for his obviously 
studied and comprehensive legislative program, and. to say to him 
ugain, and in public, that it is a source of continuing comfort. to me, 
and, I am sure, to the other colleagues of ours from New York, to 
know that his very broad and mature judgment and experience are 
always generously available to us in the solving and facing of our legis- 
lative problems. I commend those fortunate people in that part of 
Brooklyn from which Mr. Multer comes. 

Mr. Muurer. Thank you very much. 

The Cuatrman. Are there any further questions? 

Mr. Multer, we appreciate your coming to the committee and dis- 
cussing the several bills that you have introduced and referred to 
the committee, giving us the benefit of your advice and recommenda- 
Gea on the bills. We appreciate it very much. Thank you very 
mucn, 

Our next witness is our colleague, the Honorable John Lesinski, of 
Michigan. 

Although we also know you quite well and favorably, fer the pur- 
poses of the record, will you please give your name, address, and the 
capacity in which you appear ? 


STATEMENT OF HON. JOHN LESINSKI, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MICHIGAN 


Mr. Lesinsxi. I am John Lesinski, a Member of Congress from 
the 16th District of Michigan, considered one of the greatest in the 
Nation in size. 

I appreciate very much having been granted this opportunity to 
appear before this committee in support of my bill, H. R, 2683, in 
which I propose tax relief for millions of small taxpayers in America. 

On Tuesday, January 7, 1958, I introduced H. R. 9683, proposing 
tax relief for millions of small taxpayers of the Nation, individual and 
corporate. 

I recognize that world conditions will, in all probability, require in- 
creased spending for our defense, and that this spending must be paid 
for by increased revenue. However, my proposals, if enacted in en- 
tirety, will not result in any loss of money to the Treasury, for, while 
giving tax relief where it is most sorely needed—that is, to the small 
taxpayer—my bill would, by reducing or restricting several of the 
loopholes and special privileges now in the tax laws, bring in addi- 
tional billions of dollars. 
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The first provision of my bill would increase personal exemptions 
from $600 to $700. Although this may result in a tax saving, the loss 
to the Treasury would be offset by several other factors, mostly by 
enactment of my other proposals. It would, further, be offset through 
increased spending by the taxpayers who would be putting the money 
back into circulation, thereby stimulating business and increasing 
profits. As a side issue, the stimulation of business would provide 
more jobs and help alleviate the current, grave, unemployment situa- 
tion. 

If, however, Congress decides not to enact the other provision of 
my bill and the loss from the increased personal exemption would 
be too great, I suggest that the increase be deferred until such time 
as conditions are more favorable. 

Secondly, the bill would repeal the rapid depreciation allowance 

nted companies by the 1954 amendments to the Internal Revenue 

e. The increased income from enactment of this section would 
more than offset the loss resulting from the increased personal 
exemptions. 

At the present time a group of American corporations operating 
in Central and South America are granted a 14 percentage point 
differential in payment of taxes. Thus, while corporations in general 
pay a 52 percent rate, the Western Hemisphere Trade Corporations 
pay only 38 percent. I propose to repeal the special concession to 
those corporations. It is estimated that repeal of the exemption would 
add, approximately, $150 million to our internal revenue income. 

Today, when 1 corporation receives dividends from another, 85 
percent of those dividends are tax exempt. Thus, corporations re- 
port only 15 percent of their dividend receipts. I propose to elimi- 
nate the 85 percent exemption of intercorporate dividends and to 
make such dividends taxable in full. Excepted from this provision 
would be certain public utilities, 

Under present law an individual receiving dividends from corpora- 
tions has an exemption on the first $50 of dividends and may also 
reduce his tax by 4 percent of the dividends in excess of $50. I would 
let the $50 exemption stand but propose to remove the 4 percent 
credit. Such amendment would bring in an increased revenue of 
about $400 million. 

Oil and gas companies in our country are allowed a tax credit 
of 2714 percent for depletion allowances. I propose to reduce that 

reentage to 15 percent, bringing in additional revenues of over 
$500 million. 

Finally, I propose to reduce the rate of income tax on small cor- 
porations and to raise the rate on large companies. This would be 
done by establishing a normal rate of only 22 percent, instead of 
30 percent as at present, and then installing a graduated schedule 
of surtax rates ranging from 10 percent to 53 percent instead of a 
flat 22 percent as at present. Healthy and vigorous small businesses 
are needed in our country if we are to preserve a healthy and com- 
petitive structure in our economy. Capital markets are virtuall 
closed to small businesses which can neither borrow money nor sell 
stock. Their only recourse is to reinvest profits already made. They 
cannot do that if Uncle Sam takes such a large share of the profits. 
Further, the rate structure for corporations should more closely re- 
semble the progression currently present in the individual-income tax. 
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Because of world conditions we will all be called upon to make sac- 
rifices to preserve and protect our American way of life. In all fair- 
ness the special interests and big business should join in the sacrifice 
for our national security and give up the tax loopholes by which 
they escape their just share of taxation. If companies such as the 
Superior Oil Company of California, which is reported to have paid 
no income tax at all in 1953 and 1954 because of depletion allowances 
and exemptions, though it showed net incomes in excess of $10 mil- 
lion and $12.5 million, would join the rest of us in helping to pay 
for our national defense, we would have sufficient funds to insure a 
strong national defense without undue burden on any one special 
group of taxpayers. Those companies have just as much at stake as 
the individual taxpayer. They should at this time be willing to pay 
their fair share for our security. 

I have introduced, Tuesday, H. R. 9683, the primary purpose as 
my distinguished colleague who preceded me, Mr. Multer, has men- 
tioned is to raise the exemptions from $600 to $700, which would be 
a loss roughly of $2.4 billion to the Federal Treasury. 

In view of the world situation today our expenses might be greater 
than ever. I have given this problem long thought for many years. 
It seems improbable or let us say inconsistent to foster monopoly of 
various corporations of the Nation. Why should any 1 corporation 
be allowed 85 percent exemption on dividends received from stock? 
Why should certain corporations have a 14 percent additional exemp- 
tion from the 52 me that others presently pay ? 

Not only do they have cheaper labor but the corporation with the 
additional tax exemption can outproduce and outsell the products 
sold in this Nation. 

Why should any oil company that has 10 to 1214 million dollars 
profit a year not pay any taxes at all ? 

My bill proposes to decrease the 2714 percent oil depletion allowance 
to 15 percent. The reason I left it at 15 is the result of a long struggle 
with me. I recognize that there are inequities there. I also feel that 
there is a certain justification for the decreased allowance. 

Of the tax base of the Nation of income received from oil companies 
there is about $2.5 billion removed through the 27.5 percent depletion 
allowance. The reduction I propose would bring in about $450 mil- 
lion or more additional taxes to the Federal Treasury. 

On the 85 percent exemption of dividends of stock, the amount is 
about $3 billion received by all of the corporations of the Nation. 
Removal of the exemption would bring in another half a billion 
dollars. 

So my intent, Mr. Chairman, is to help the economy of the Nation 
and eliminate a few sacred cows which benefit the few and which are 
destroying the incentive of other corporations te go ahead. 

By eliminating these few beneficiaries I think it will help the whole 
economy of the Nation. 

If you have any questions I will be glad to try to answer. 

The CHarrMan. Are there any questions? If not, Mr. Lesinski, 
we oe your coming to the committee and discussing with us 
your bill, H. R. 9683. Thank you very much. 

Our next witness is Mr, J. D. Henderson. 

Will you please come forward and give your name, address, and the 
capacity in which you appear for the benefit of the record. 
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STATEMENT OF J. D. HENDERSON, REPRESENTING THE AMERICAN 
ASSOCIATION OF SMALL BUSINESS, INC., OF NEW ORLEANS, LA. 


Mr. Henverson. I am the national managing director of the 
American Association of Small Business, in New Orleans, La. 

The Cuatmrman. We are glad to have you with us this morning, 
and you are recognized to proceed in your own way. 

. Henverson. Thank you, Mr. Chairman. 

First of all, I should like to thank the gentlemen of the committee 
for this opportunity to be heard. And particularly I want to thank 
my friend and Congressman, Hale Boggs, for the part he must have 
played in making it possible for me to be with you today. I have 
millions dollars to my name, and all are listed in the category of 
friends. But I am happy to enjoy them. 

The Cuarmman. You have a very good Congressman, and he was 
most anxious that the committee hear you this morning. 

Mr. Henverson. In connection with his forthcoming campaign, 
if all of his constituents felt as I do about him, he would never have 
to run again. However, that is not our American system, and we 
have to have elections. 

My name is Joseph D. Henderson. I am the national managing 
director of the American Association of Small Business, Inc., a na- 
tional organization which had its inception during 1941 and received 
its charter February 20, 1942. We were organized in New Orleans, 
La., and our membership has spread throughout the country. At 
this time we are working in all 48 States of the Union, including 
the District of Columbia. 

We send our material to newspapers throughout the country, each 
United States Senator and Members of the House of Representatives 
in Washington. We also contact State governors, State legislatures, 
municipal councils, and other public bodies. We have made many 
statements in testifying before committees of the Congress, depart- 
ments or agencies of the Federal Government, State legislatures, 
public boards, and city councils. 

We support legislation beneficial to all small businesses and our 
members in particular, and we likewise oppose legislation which is 
detrimental. We render services to small businesses and individuals 
helping them to go into business, stay in business, secure sources 0 
supplies and material, funds to operate the business and for expan- 
sion purposes, There is no service too large or small for the Ameri- 
ean Association of Small Business, Inc., to undertake for one of the 
members. All a member has to do is tell us about his problem and 
we do our utmost to help solve it. 

We are a service organization and we endeavor to encourage small 
businesses to patronize each other, work together so that they ma 
expand and become as big as their initiative, ability, and energy will 

rmit. 

e We are now working in a field of over 48 million individuals en- © 
gaged in small businesses and professions. An outline of the objec- 
tives of the American Association of Small Business, Inc., in accord- 
ance with the desires and petitions of the membership, are stated to 
be as follows: 
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To promote a national, nonprofit, nonpolitical organization of all 
small businesses, professions, and consumers by conducting a public 
relations service dedicated to keeping smal] business in business: 

1. By protecting the United States Constitution and the Bill of 
Rights and in reestablishing States rights; : she it 

2. By amplifying the voice of the people in legislative affairs 
through publicity and the ballot in supporting legislation beneficial 
to all small businesses, professions, and to our members in particular, 
and we oppose legislation which is detrimental; 

3. By legislative service in representing our members before com- 
mittees of Congress, State legislatures, municipal councils, boards, 
and all other public bodies; 

4. By opposition to government in competitive business, monopoly, 
regimentation, excessive taxation, and extravagance in Government 
spending of taxpayers’ money; 

5. By stopping socialism and communism in the United States; 

6. By educating the people of the advantages of our free enter- 
prise profit system ; 

7. By special reciprocal services to groups or individual members 
in assisting them to go into business, stay in business, secure sources 
of funds, supplies, and distribution in order to enable them to grow 
and become as big as their individual initiative, ability, and energy 
will permit; 

8. By informing our members of administrative, economical, legis- 
lative, or other matters directly or indirectly affecting their interest; 

9. By protecting our members so that they shall not be discrimi- 
nated against in maintaining our constitutional individualism for 
the dignity of business, professions, and ultimate consumers; 

10. To establish in the collective minds of the citizens of our Na- 
tion a knowledge of the power and influence they represent when 
united and acting together in promoting mutuality of interest in gov- 
ernmental policies, civic movements, community improvement, patri- 
otism, public safety, prosperity, freedom, and hapiness, upon which 
the Nation at large must depend for a continuance of the American 
way of life. 

arious organizations are working in a rather limited field, but the 
American Association of Smal] Business, Inc., in the conduct of our 
public relations program dedicated to keeping smal] business in busi- 
ness, is working in a field of over 125 different business and profes- 
sional categories, because small business is the grassroots and back- 
bone of the American way of life. 

This information has been presented to you so that the members of 
your committee may have a better understanding of the scope and 
sincerity of the services performed by the American Association of 
Small Business, Inc. 

Almost 1,000 bills relating to taxes are pending before the Com- 
mittee on Ways and Means of the House of Mmnnaeieah I know 
that the task before the members of this committee is tremendous. 
Your aay anager to our National Government, every taxpaying 
business firm and individual taxpayer in the Nation will demand of 


you the best that your collective minds can develop. Therefore, in 
the name of millions of taxpayers and especially those engaged in 
small businesses and professions, I want to thank the members of 
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this committee of Congress and each individual member of the staff 
of this committee for this opportunity to present my testimony, and 
I also wish to thank everyone for the many courtesies shown me. 

Because of a diversification of interest among the national member- 
ship of the American Association of Small Business, Inc., there may 
be any number of bills before your committee in which a group of our 
membership may be rarwente For that reason and because of the 
concentration of interest on a national level, I want to go on record 
as testifying in favor of certain legislation which I believe your com- 
mittee can approve for adoption by the entire Congress. 

H. R. 6452 and H. R. 9119: Gentlemen, I am certain that you are 
fully aware of the grave responsibilities placed in the keeping of your 
esteemed committee. But it may surprise you to know that a vast 
number of Americans share that awareness, even if there is a differ- 
ence in degree. 

It is my opinion that this awareness has been fostered by a growing 
general recognition of the extremely vital role that the Bonss Ways 
and Means Toate plays in the economic life of our Nation. For 
it is to this body that the country will look for guidance in govern- 
mental fiscal affairs; for the decisions that will have an important 
bearing on the kind of economic climate that will prevail now and 
in the years to come. 

Without intending to tread on the fringe of presumption, I can 
safely say that the judgments this committee reaches, based on the 
testimony adduced here and other related factors, will have immedi- 
ate and long-range effects on the hopes, ambitions, and well-being of 
the American people. 

Yes; the action you take will, in the final analysis, determine, to a 
very large extent, the manner in which the people will live; the wa 
they do business or comport themselves in their callings in nonbusi- 
ness fields. But, more importantly, this committee’s acts will also 
serve to measure either the depth of the adversity the people must 
face or the height of prosperous times. 

Why is this so? 

Let me put the answer this way; If I were to tell you that a secret 
force was actively engaged in undermining the economic strength of 
America, you would immediately jump into action and not draw 
another satisfactory breath until you had routed it out. 

Well, there is such a force and there is no secret about it except per- 
haps to those who refuse to see it in naked perspective. I refer to 
the Federal income tax system, that fiscal fifth column that, through 
an oppressive rate structure, has: 

1. Stifled individual effort by penalizing success. 

2. Drastically curtailed the flow of investment funds urgently 
needed for business stability and growth. 

8. Contributed strongly and unwholesomely to inflationary pres- 
sures. 

Now, with a problem of such tremendous stature facing us, you 
would expect that it would be the subject of such vigorous national 
governmental attention as to bring an early solution. What differ- 
ence does it make if the dilemma facing us was born of friend or foe? 
The threat from within must be met and the situation righted in any 
case, with the same fire and zeal that would attend our efforts if it 
emanated from without our borders. 
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I am not unmindful of the big muscles that Russia has been strew- 
ing around the world in the slipstream of her sputnik and ballistic 
exploits. That, too, is a menacing threat, and must be met. with every 
resource at our command. But I say that you cannot split out these 
problems. Both should get the attention demanded, because they are 
interdependent. There can be no solid front against a potential 
enemy if the economic ramparts are allowed to remain the prey of 
the taxation termites that have already decayed them to a perilous 
point. 

Is there a magic formula that will pull us from under the heavy 
load of crippling income-tax rates? 

There is a formula, and it needs no magic because it presents a 
well-conceived, sound plan for tax-rate reform that will break the 
throttling grip around the country’s economic throat and restore the 
opportunity for the full flowering of our free, competitive enterprise. 
The formula is prescribed in the identical bipartisan bills—H. R. 
9119 and H. R. 6452, introduced by Representative A. S. Herlong, Jr., 
of Florida, and Representative Antoni N. Sadlak, of Connecticut, 
both members of this committee. 

Inasmuch as the Herlong-Sadlak bills embrace tax-reform pro- 
posals affecting all personal and corporate income-tax payers without 
special treatment for any particular economic group, it may be a 
source of puzzlement to some as to why the American Association 
of Small Business, Inc., should be so solidly behind it instead of sup- 
porting legislation that singles out and favors small business solely, 

There need be no misunderstanding about our position. First of 
all, in all public issues, regardless of their makeup, we always stand 
stanchly on the side that represents the best interests of the majority 
of Americans. 

Second, while we bow to no one in championing the cause of small 
business, we have never sought for it special dispensations at the 
expense of other economic groups. 

Third, the success of one business segment is irrevocably tied to the 
success of other segments. 

There can be no disputing the fact, then, that in order to free one 
group from overburdening taxes you have to free them all.. That 
is exactly what the Sadlak-Herlong bills propose. I know that the 
members of this committee are fully cognizant of the features of the 
legislation, but. 1 would like to stress those that will be beneficial to 
the small-business man as well as to his bigger brothers. 

The moderation of the rates—particularly those in the middle and 
upper income brackets—will, besides, allowing the taxpayer to kee 
more of his own money, conspicuously increase the amount of He 
capital available to business firms of all sizes. This is the real,heart 
of the matter. It permits the plowing back into business of larger 
shares of earnings, and the accumulation of savings sufficient to satisfy 
the demand for capital funds. 

I certainly do not have to tell this learned assemblage that the 
present tax system has practically closed the door to the Sniltine up 
of investment-fund reservoirs, and has generated inflationary pres- 
ares by forcing capital-fund seekers to an overextension of bank 
credit. 

The phrase “keep more of their own money” has especial significance 
for the small-business man, most of whom qualify for the general 
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descriptive title of the “Lost Generation.” By that I mean that since 
most small businesses were established after taxes started their up- 
ward climb 25 years ago, they have never had the elbowroom essential 
to uninflated growth. Thus the firms of older generations had a dis- 
tinct advantage; they had the blessing of a more favorable tax climate 
in which to spread their roots and expand before the lid was clamped 
down. 

How long are we going to penalize businessmen because they were 
born too late? When are we going to stop treating them as economic 
stepchildren, as orphans of the fiscal] storm ? 

repeat; small-business men do not want ial favors, but they 
do expect a nation that espouses the cause of free enterprise to in- 
sure that the principles of such a system apply with equal force to 
their situations; that their rights should not be ignored simply be- 
cause of their youth. I do not think I have to remind you of the 
a. injunction that “the first shall be last and the last shall be 


The tax-moderation program of the Herlong-Sadlak bills will not, 
by any stretch of the imagination, take us back to the reasonable tax 
schedules of pre-1932, of course, but to the small-business man the 
measure provides him with the iy area he so desparately 
needs. He does not want the whole hog; he rightfully asks only to 
be allowed to eat a little higher on it. 

I believe our organization is truly representative of the attitude 
of the small-business man when it rejects, as a completely wrong ap- 
proach, the proposal made in other legislative measures that purports 
to provide relief for the little fellow by instituting a graduated 
corporate tax-rate structure. To get back to hogs for a moment, 
this is certainly a pig-in-a-poke deal. It can be ruled out on many 
fronts, but I think its unenlightenment can best be pointed up by 
just two: 

1. It would mean that small businesses would have to stay small or 
pay. a heavier taxload if they dared to grow. I don’t know of a single 
usinessman who wants to stay in the economic kindergarten class. 

2. It fails completely to recognize the fact that its relief, such as 
it is, would go to the few, inasmuch as the preponderance of small 
businesses are unincorporated. 

I think that it is extremely important that we keep in mind another 
economic fact of life, and that is that during periods of business re- 
cessions—and we certainly are in one now—the small-business firm is 
usually the first to be hard hit and the last to make a complete re- 
covery. It is a clear call to us, then, to see that he stays healthy; 
otherwise, the illness will spread into a full-scale plague. What is 
said earlier about the interdependence of business success applies, 
also, unfortunately, to failure. 

The Herlong-Sadlak prescription is, therefore, just what the doctor 
ordered. It is preventative medicine in the finest sense of the term. 

I would like to focus your attention on a vital aspect of the entire 
taxation situation which has not, in my mind been given the import- 
ance it deserves. I refer to the actual effective rate tex: and I would 
like to quote from Representative Herlong’s remarks in Congress 
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with respect to it, because I do not see how they can be improved 
upon. I quote: 

In considering the new rate schedule which would exist upon enactment and 
full effectuation of H. R. 9119, two factors should be kept in mind: 

First, in regard to individuals and corporations, the payment of income taxes 
is superimposed on the payment of all other kinds of taxes—Federal, State, and 
local. It has been estimated that the burden of these other taxes, direct and 
indirect, runs up to 20 percent.of total income in the middle and higher income 
brackets. Thus, with a 42-percent top rate of Federal individual tax, the total 
tax burden of people in the higher brackets might be as much as 60 percent of 
their total income. 

Second, the test of fairness of a reformed income-tax structure must be found 
in the relative burden of taxes after enactment and not in the relative percentage 
cuts applied to preexisting rates. In this connection, it is often overlooked that 
the measure of the regressivity, proportionality, or progressivity of a tax is the 
relation of tax to the total income. This tax relationship is known as the 
effective rate of tax. The point is that exemptions provide substantial protection 
from payment of tax to people in the lower income brackets a protection which 
diminishes rapidly as income increases. 

It is evident that the surtax rates above the basic rate would increase the 
progression greatly, even under the narrower range of rates provided in the 
legislation. Actually, under H. R. 9119, there would be a range of effective tax 
from 1.5 percent of income at the bottom up toward 40 percent at the top. 
Stated differently, the top effective rate would be in the neighborhood of 25 times 
the bottom effective rate. Certainly such a range of progression would satisfy 
all but the most extreme advocates of this form of taxation. 

It might occur to some that the effective rate of tax story is not a 

good argument for the small-business man to advance. On the con- 
trary, it is one of the strongest he can make because, among other 
things, it best emphasizes the burden of his struggling operation and, 
furthermore, spotlights the plight of those in the income brackets 
which combine to make up the greatest potential source of venture 
capital. 
_ Double taxation: Two of the greatest inequalities in our tax system 
is the exemption afforded competitive cooperatives and the double 
taxation placed upon corporations and the individual stockholders. 
A great boost to our economy would be experienced should corpora- 
tions be afforded the privilege of not having to pay taxes on the earn- 
ings set aside for dividends, and competitive cooperatives be required 
to pay income taxes. This could be changed by a very simple reword- 
ing or amending of our present tax code, 

H. R. 9-10: The self-employed engaged in the various business and 
rofessional fields should be given some tax consideration by estab- 
ishing a taxation of voluntary individual retirement plan. Thou- 

sands of individuals believe that the relief needed can be secured by 
the approval and passage of the Jenkins-Keogh H. R. 9-10 bills. 
_ Capital gains or losses: Real-estate brokers and developers of hous- 
ing projects pay regular rates of taxation where stock and cotton 
brokers can take greater advantage of capital-gains rate of taxation. 

In a for their own account stocks, bonds and cotton brokers 
can enjoy the benefits of capital gains or loss rates after a 6-month 
period, but the real-estate broker or developer who is responsible for 
initiating thousands of business transactions in the housing, home- 
building and home-improvement area, and is the most important fac- 
tor in the American nonmilitary economy, is denied the same consid- 
eration. The code of 1954 should be amended to remove all capital- 
gains tax limitations on real-estate brokers and developers. 


0 
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Your committee is urgently requested to consider the tremendous in- 
crease in thousands of connected business categories affected by the 
building industry and approve legislation which would permit the 
real-estate broker and developer to take greater advantage of capital 
gains or losses rate of taxation. To illustrate the advantages of this 
proposal I am listing a few of the effects to be experienced. For in- 
stance, the real-estate development industry affects every city, town, 
village, hamlet and outpost in the Nation. 

Its value and taxation is an important factor in Federal, municipal, 
county, and State financing and development. 

Over 1,800 different items go into the building of a home alone, not 
considering other buildings, 30 or more different industries make each 
of these items; 1,800 times 30 equals 54,000 industries whose principal 
production goes into home building or home improvement. BO 54,000 
times 200 estimated employes equals 10,800,000 employees working in 
the manufacture of products for housing and 10,800,000 times $4,000 
average annual salary equals $43,200,000,000 annual payroll. 

All of these items must be packaged and shipped via air, rail, truck, 
oe ag waterway. They must be warehoused and delivered as 
needed. 

Every house that is built must have a lot. The man who sells the 
land gets immediate cash money which goes right back into circula- 
tion ; 1,000,000 houses times $1,000 equals $1 billion to the landowners. 

Many, many persons in each community get a portion of the build- 
ing dollar. For instance, city, State, and Federal taxes, utility connec- 
tions, monthly service fees, license fees for notaries, surveyors, real- 
tors, et cetera. Realtors, fee for sales; newspapers, advertising; radio 
advertising, television advertising, draftsmen, attorneys, land plan- 
ners, market analysts, artists, architects, title companies, bonding com- 
panies, completion bonds, insurance companies, insurance agents, theft 
and workmen’s compensation, testing laboratories, brokers, mortgage 
bankers, banks, building and loan companies, lumber dealers, building 
material dealers, hardware dealers, paint dealers, engineers, and many 
more connected industries. 

In the actual building of the house are most of the labor crafts— 
all working in every community. 

For instance, electricians, carpenters, cement workers, plumbers, 
brick masons, laborers, truckdrivers, roofers, tile workers, floor 
workers, interior decorators, truckers, graders, et cetera. 

When houses are built roads must be built to them. There must 
be drainage, there must be utilities—water mains, gas mains, electric 
lines and poles. All this is big money. The telephone must also be 
installed. 

After a number of homes are built in an area a shopping center must 
be built to take care of the needs of the new homeowners. Supermar- 
kets, drugstores, hardware stores, clothing stores, restaurants, garages, 
filling stations, churches, schools, et cetera. 

When the family moves into its home it is in the market for every- 
th For instance, a new car, or a second car if in the suburbs, a 
physician, a dentist, new furniture, drapes, rugs, dishes, silverware, 
television, refrigerator, stoves, lawnmowers, lots of food and clothing 
are some of the many things new homeowners need. 

By amending the revenue code to permit the citizens of our Nation 
engaged in the real estate brokerage or development field an oppor- 
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tunity to take greater advantage of capital gains or loss for income 
tax purposes, in my opinion, will bring about a stabilization of our 
economy, an increase in the flow of risk capital in many business fields 
and afford the Federal Government an opportunity to get out of the 
lending and housing business. 

Equal taxation: According to our history books, we were estab- 
lished by our forefathers. as a republic. Today we, are rapidly 
approaching a totalitarian form of government brought about by taxa- 
tion. According to computation tables, businesses, professions and 
individuals are required to pay on possible income of from 20 percent 
up to 91 percent rates of taxation, which makes our Nation socialistic. 

The prophecy of Karl Marx in 1848, in his manifesto, in which he 
wrote “a heavy progressive or graduating income tax is the surest way 
to destroy capitalism,” is rapidly coming to pass. r 

It should not be within the power of government to, discriminate 
between one citizen and another as to the percen of income tax he 
must pay. Tax-exempt, competitive cooperatives should be required to 
pay taxes on the same basis as corporations. : 

n its present form, the income tax should be abolished. But, if this 
is not possible, it should, in keeping with the idea that whatever.is 
done by government should be equal for all, be cut to a flat 25 percent, 
or by another lower blanket percentage. The amount of this cut would 
depend upon economies by government or in the sayings made by 
aoe tax-exempt, tax-eating government land, property and enter- 
prises now competing with private business. .We.should not overlook 
the proceeds from the sales themselves which can be applied to reduc- 
tion of our national debt. For instance, in a recent report of the House 
Government Operations Committee, the Federal Government is 
recorded as owning 772 million acres of land equal to the continental 
United States east of the Mississippi, plus California, Oregon, and 
Arizona, having a very ret valuation of only $64 billion. 

Pay as you go: Senator Harry Flood Byrd, of Virginia, and other 
leaders in Congress have called to the attention of the people on 
numerous occasions that our system of appropriations for budgeted 
items should be corrected and brought up to date. According to 
Senator Harry Flood Byrd, of Virginia, at this time there is out- 
standing on the books of the various departments of the Government 
over $70 billion which were appropriated during years past and have 
not been spent on the programs for which they were appropriated. 
No individual citizen could operate a business in the same manner 
as the procedures approved by the Congress of the United States and 
stay out of jail. 

he committee on Ways and Means and the Appropriations Com- 
mittee of both the House and the Senate should enact legislation \re- 
quiring all of the various departments of the Government to operate 
on a pay-as-you-go basis. 

The administration is currently interested in seeing a $74 billion 
budget approved by the Members of Congress. By adopting a pay- 
as-you-go basis of expending national funds a tax holiday could 
declared for 1 year at least and no taxes need be collected for the 
year 1958 or 1959 because it might take that long for, the various 

eads of departments and Congress to find out just. how much money 
has been appropriated for anticipated. expenditures, 
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Excise taxes: Excise taxes of all descriptions were placed upon 
the people during the time of war as an emergency source of revenue. 
Like all other taxation, however, when once placed upon the people 
by the political bureaucrats it has continued and been reconstituted 
year after year. It is true that some little reduction has been made 
from time to time, but millions of ultimate consumers and small 
businesses in particular are still burdened with these discriminatory 
taxes. . : ‘ 

A 3-percent tax on transportation should be discontinued immedi- 
ately because it is a tax on tax. Every time the small-business man 
ships from 1 consignee to another a 3-percent discriminatory taxation 
is applied and it is finally absorbed by the ultimate consumer, who, 
in the final analysis, pays all taxes that can be passed on to him. 

The double taxation on transportation just might be considered 
unconstitutional. Not only is it a tax on tax, but the larger shipper 
using his own equipment does not have to pay the tax on transporta- 
tion. The ‘prin Benstiieas man and ultimate consumer is placed at 
the mercy of the tax collector in having to pay transportation taxes 
every time his product or commodity is transported from one place 
to another. This transportation tax may be considered in restraint 
of trade. 

Business ee Something must be done for all businesses and 
particularly small businesses. every hand we find the principal 
complaint by all of the citizens to be excessive taxation. e future 
of our form of government and even our American free enterprise 

rofit system depends in a large measure upon the results of the de- 
fiberation of the members of this committee. 

According to Dun & Bradstreet, the overall outlook for small busi- 
ness is getting even worse. The latest figures for 1957 reveal that 
the rate of business failures or bankruptcies is now 52 per 10,000 
enterprises, the highest for any year since 1941. Seventy-three per- 
cent of them are among retailers with liabilities under $25,000; in 
other words, among small-business men. This alarming trend, in 
evidence for several years, is becoming more marked. 

According to various sources, including United States Department 
of Commerce, Census Bureau, Small Business Administration, and 
various publications, last year 327,000 small businesses were discon- 
tinued out of a total of 4,300,000 businesses in the N ation. 

According to information developed, small businesses represent ap- 
proximately 65 percent of the working force and account for over 
45 percent of the gross sales dollar. ile 327,000 small businesses 
were discontinued, 381,000 new businesses ventured into the world of 
our competitive free enterprise taxpaying American system. 

Our free enterprise profit system is most unique, for there has never 
been anything like it either before or since the adoption of our Con- 
stitution of the United States of America. 

Under the United States Constitution, citizens of this Nation are 
guaranteed the greatest individual freedom ever known to man. The 
reason more new businesses are started here than the number closed 
is because our national distribution system encourages our citizens 
to go into independent business and grow and become as big as their 
individual initiative, ability, and energy will permit. We must 
never forget that all big businesses at one time were small businesses, 
and we should ever encourage our citizens to continue to establish new 
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businesses year after year with the hope in their hearts of becoming 
a big business some day. 

Big business and small business should work side by side in this 
Nation, and they can continue to do so as long as big business does 
not try to inject a monopolistic spirit in dealing with small business. 
In general, a big business is the best customer of small business, 
and small business is the best source of sales for big business. 

In my opening remarks I emphasized the gravity of the respon- 
sibilities facing this committee. Our association knows that this trust 
is not misplaced. We are confident that this committee will rise to 
the occasion in the truest tradition of America’s undying determina- 
tion to right wrongs by giving its unreserved support to the direly 
needed tax reform program that will give new meaning to our free- 
doms and bring to this respected y the deep gratitude of the 
American people, now and in the years to come. 

Mr. Chairman and members of the House Ways and Means Com- 
mittee, I shall remember you in my prayers, and I ask that others 
believing in prayer will do likewise, so that you may be guided in 
your deliberations to bring about a tax reduction in order to save 
our great Nation from becoming a totalitarian state. 

Thank you for this opportunity to have presented my statement. 

The CuarrMan. Let me ask you a question, if I may, Mr. Hender- 
son. I am impressed by your statement here on page 7. Is it your 
thought, as the national managing director of the American Associa- 
tion of Small Business—which, of course, puts you in a position to 
know pretty well what is happening in senatt businens.thaat the situa- 


tion is now, as of today, such, from the point of view of economic 


downturn, that we should enact a reduction of rates in taxation af- 
fecting business and individuals regardless of what effect that might 
have upon our budget situation for this present fiscal year and the 
coming fiscal year of 1959 ? 

Mr. Henverson. That is a very good question, and I guess almost 
everybody in the United States is asking the same thing today. 

e CHAIRMAN. I am very serious in the question. 

Mr. Henverson. I am, too, and I want to say that I believe that 
with a reasonable tax structure or reasonable tax legislation, such as 
the Herlong-Sadlak bills I have just supported, there will be less 
mortality in business. I believe there will be more money plowed 
back into business, and I believe that the business-failure position 
will be much improved. 

If I may, I would like to call to your attention a statement put out 
by our regional vice president, Mr. Paul O. Peters, who is here in 
this city, and he shows that in 1932 the Federal revenue collections 
were 24 percent of the total revenue, and now, in 1957, the Federal 
revenue collections are 71.5 percent. 

You can see the increase in collection is really the millstone about 
the progress of our free-enterprise system. 

Right here in the city of Washington it has been reported that 
87,500 landlords had to sue their tenants for rent in 1957. That is 
a very surprising thing to you probably, but when it gets down to 
the position where the tenants can’t pay the rent, the landlords cannot 
pay the taxes. So the revenue cannot be secured for the maintenance 
of our Government. That is just one continuous connecting chain. 

The Cuarrmay. Are there any further questions? 
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Mr,.Boags. I wonder, Mr. Chairman, if Mr. Henderson could not 
be permitted to summarize some of the other points that he has in this 
statement. I notice that he touches on double taxation, capital gains, 
equal taxation, and excise taxes, 1 wonder if he might be permitted to 
summarize those points, 

_ The Cuatrman. It is perfectly agreeable with the Chair. 

Could you briefly summarize your position, Mr. Henderson, on 
these points mentioned by Mr. Boggs! 

Mr. Henperson, Thank you, Mr. Chairman, and thank you, Con- 
gressman Boggs. 

May 1 ask permission of the committee to introduce in the record 
these four bulletins that I just referred to, from our regional vice 
president, Paul Q. Peters? 

.!The Carman. Without objection, they will be inserted in the 
record at this point. 
-(The documents, plus two others, are as follows :) 


{News Bulletin, Informational Bulletin No. 5, January 4, 1958. Series 1958] 
LANDLORD AND TENANT Suits 1n Disreict or Corumstrs: 87,500 In 1957 


The municipal court records of the District of Columbia reveal the filing of 
87,500 suits by landlords against tenants in 1957 compared with a total of 77,984 
cases filed in all of 1956. 

There are approximately 275,000 dwelling units in the District of Columbia and 
the Census Bureau estimated the number of households in 1950 at 224,000. Allow- 
ing for a progressive increase of 5,000 a year, the estimated number of house- 
holds in 1957 stands at 259,000 which indicates some vacancies due to attempts 
by the local government to clear up slum areas. 

Striking fact about the suits filed in the municipal court to collect rents was 
the information that the National Capital Housing Authority, which operates 
5,300 low-rent units filed 5,273 suits during the year. 

As of 1956, the Public Housing Administration were operating 9,321 dwelling 
units in the District of Columbia. 

The federally owned and operated housing projects are exempt from taxes, and 
the burden of providing utilities and public services of various kinds of necessity 
falls upon the taxpaying properties of individuals and corporations. 

During 1957, the exodus from the District of white families continued. 

As of October 29, the Washington Board of Education reported that the number 
of pupils enrolled in the schools of the District of Columbia reached 111,078. 
Of this number 31,968 were white and 79,110 Negroes, the ratio being 71.2 per- 
cent Negro and 28.8 percent white. 

If the influx of Negroes to the District of Columbia continues until 1975, the 
population will be predominately Negro. 

The Washington News Bulletin advocates planning now for the building of 
a new capitol and city somewhere west of the Mississippi River and near to the 
geographical center of the country. 

Pau. O. PETERS. 
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Federal, State, and local taw collections for selected years with totals and 
percentage from each source 













{In millions of dollars] 

1932: 
REG COPE RENEE, «on ccncasenpasageebenthacaunmerchenh gaenbom 24.0 
State revenue collections........-.- 22-22-2222 see eee eee eee 22.6 
Local revenue collections. ......-.-..---..5--+-u.--.. gon dbtiinceecsaiaat 53.4 
OPER CIPO nn cn abacccocacecctamtbinnetairieoshrntieboliesenbe ster 00:0 

1937: 
WEOs TOVCNE SONU nik cc ccegecndoccccsccghebackunsdaccouebebanen s 
nes COCO GEIUUIOIL. (41.0. puss cncvccdsnatgcbagianocsesenhebenheaben 26 
severe celbdctiomir. <u. oi iii a. a IS 6 
TEN) ROCGRUG «Kb Kennnersyotintien Oniive ada vaisath neo niannneaeiaedl .0 

1942: 
Federal revenue collection... 59.0 
State revenue collection___.- 18.9 
Local revenue collection. -.-. 22.1 
TOPE WOVEN 5. ooo ke don cn ocubecait dcendb ccbetpusducaeenebeuasbuscncees 100.0 

1946: 
Federal revenue collection 77.3 
State revenue collections____. 12.1 
Local revenue collections. .................--.--..-. 11.6 
Tighe) TOWMIDS « 25h. de he - co entponsescdceuiniethdbaiabaiahabehotubadtind 100.0 

1952: 
eGevel redone colipetion .. ... -. <. . L.c. cneend do cammeaneane dosh inesb ied 74.7 
SEE TOVGHIEE GINOCUIOING..... cc ccdunesounhep dehadonneeie~<oub diediapes 13.7 
RA DOVES POMOORIOND. 5.5 occ cccccuccqamtpe<senaenihedeesb atte boo 1.6 
Debal SOPMMA sen scn ccc qucacwaderctebwaudwussedhiipabiutinerinedatwenanlls 100.0 

1956: 
I cal ncaa enrelin ees eee es eT 70.8 
State revenue collection. .....0.1. 5. ss.22. sl ee ese 15.2 
LOOM PORES COMOCEION . . . nin ce cence catbdierecwenaeeiasewoniteteta 14.0 
EUs LO VOIDS Feo} 55 nncniccddadedd ab Vobsswdnks db ibastognecue 100.0 

1957: 
ral TOPOS COMIN II oo ois oo ob re cdbsdacdbanceccecddackebbsincts 71.5 
a I. <csshapasciane inp dr widial mondiale mes widening esiinienie ie niseeaaalll 14.8 
NUNIT II cide cnicticscitmnshibiieiadajamtmed anidenaipiatieniais iittala ates 13.7 
ENR SOCONID s.. 2 cans tenccodsenckiu He poaddekbekabenteibanibcdaeaolbes 100.0 





Total per capita revenue collections in 1932 amounted to $64.56 and the pur- 
chasing power of the dollar was $153.4 based upon the 1926 index. In 1957 
the percapita revenue collection averaged $580.58 each having a purchasing 
power of 49 cents compared with the 1926 index of value. 

This table indicates the enormous rise in governmental cost and the infla- 
tionary price we pay for excessive governmental control. 


Pavut O. PETERs. 
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RIsE IN GOVERNMENT SPENDING PARALLELED BY RISE IN BusINESS FAILURES 
GOVERNMENT SPENDING aT Recorp Peace-TimMe HicH 


With withdrawals from the Treasury standing at $41,762,083,088 for the first 
6 months of fiscal 1958 and deposits into the Treasury but $35,329,164,204 for 
the same 6 months of fiscal 1958, the indications are that fiscal 1958 will set a 
record for peacetime spending. 

The Treasury deficit for the half year stands at $6,532,918,884 and if the 
Congress yields to President Eisenhower’s request for additional spending 
authority for guided missiles and so forth, the deficit in fiscal 1958 can only be 
averted by new revenues over and above the punitive levies already effective. 

Businessmen from various sections of the Nation are already in Washington 
testifying before the House Ways and Means Committee on tax policies and 
procedures. 

On Tuesday, Dr. Spencer M. Smith, Jr., economist from the University of 
Maryland presented statistics showing that of the more than 4,252,000 businesses 
operating in 1956 approximately 3,850,000 employed fewer than 20 persons as 
of 1954. Dr. Smith presented other statistical tables showing that the number 
of business failures had been growing since 1945. 

A summary of the statistics follows: 


Amount of Commercial | Amount of 
current Calendar year and indus- 
liabilities trial failures 
(millions) 


1 Computed from 10 months of 1957. 


As of 1957 more than 325,000 business concerns voluntarily folded up, and an 
additional 315,000 went under new ownership. 


Pau. O. PETERS. 





1953 


and Federal-aid payments to individuals within the respective States with percentage of collec- 
1951 


Here’s How THE FEDERAL GOVERNMENT Is RossBine THE States; PontiticAL DistRIBUTION OF WEALTH 


Federal internal revenue collections of the United States for the fiscal years 1951, 1952, 1958, 1954, 1955, and 1956, compared with reported 


grants-in-aid to State and local governments, 
tions returned to each State in each fiscal year 
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Mr. Boggs. In light of the great demand for time, will you sum- 
marize your statement as briefly as you can. 

Mr. Henverson. Probably two of the greatest inequalities in our 
tax system is the exemption granted to co-ops and the double taxation 
on corporations and the individual stockholders. I believe that some 
correction should be made concerning the privileges enjoyed by com- 
petitive cooperatives as far as the nonpayment of taxes is concerned. 

I have also referred to H. R.9 and 10. You are, of course, familiar 
with the self-employed engaged in professional fields, relating to taxa- 
tion of voluntary, independent retirement plans. That was discussed 
by Congressman Multer previously. 

Our members are in favor of that. 

Under the heading of “Capital Gains or Losses,” I would like to say 
that one of the most important industries in our country today, next 
to defense, is the problem of housing and development of real estate. 
Of course, in the field of brokers in cotton exchanges and in stock 
exchanges, they can go in the market and buy in their own name and 
enjoy the privileges of capital gains or losses. The real-estate broker 
or the developer of real-estate projects and housing programs and com- 
munity centers and so forth cannot do that. 

I believe when you think about the tremendous number of industries 
which are vitally involved in connection with the development field, 
that some serious consideration should be given to this very vital 
industry which affects millions of individuals in furnishing supplies 
and so forth. 

I might say one additional word with reference to the equal taxa- 


ion. 

I would like to call to your attention the fact that we pride ourselves 
on being a capitalistic country. But really we are in many instances 
just 91 percent socialistic or totalitarian, you might say, because that 
is the height of the schedule to which we can assess the earnings of 
our people. As you know, I am referring to the income-tax brackets. 

I would like to mention again the prophecy of Karl Marx in 1848, 
in his manifesto, in which he wrote “a heavy progressive or graduating 
income tax is the surest way to destroy capitalism.” 

As you know, when you think about a 91-percent rate of taxation, 
you are pretty close to it. You only have a few more points to go 
to make it 100 percent. 

Of course, as you know, Senator Byrd and several other Members 
of Congress have mentioned the possibility of pay-as-you-go pro- 
grams. I refer to the fact it is the custom of Congress to appropriate 
funds for various expenditures of departments of the Government. 
According to the information I have, they voted over $70 billion 
to be appropriated to be taken care of over a period of years, whereas 
the administration is now asking for a $74 billion budget. 

If we just go back and reverse those figures we could have a tax 
holiday. Of course, it might take us a couple of years to find out how 
much is outstanding in the various departments of the Government. 
but we could get around to it. In fact, most small-business men could 
not operate very long in the same manner that the Federal Govern- 
ment operates and stay out of jail. That is a matter of personal 
opinion. Of course, present company is always excepted. 
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Now, of course, you know the excise tax is a thing that we have had 
with us always since we got it temporarily in the First World War. 
But we are only going to mention one particular segment here, and 
that is the excise tax on transportation, because it affects so many 
small-business people. Congressman Multer touched on that this 
morning, too, I believe. 

If we could have a 3-percent tax on transportation removed, I be- 
lieve it would be a great help to all businesses because right now it is 
in restraint of trade. By the time the ultimate consumer gets it, just 
think of the tax on tax, and the double taxation that is piled up. 

As Congressman Multer testified, it seems that we are having some 
difficulty on the part of the Goverment in getting the 3 percent, even 
after the consumer is required to pay it all. 

Now I am just about finished with my comments, but, Mr. Chair- 
man, I would like to say this in all seriousness, and members of the 
House Ways and Means Committee, I shall remember you in my 
prayers, and I hope that others who pray will do likewise. I believe, 
in a sincere vein, that we do need Loe. It is one of the greatest 
things that ever happened to us, and for about 2,000 years we haven’t 
taken too much advantage of prayer. I recommend it to you for your 
serious consideration. 

The Carman. Mr. Henderson, we thank you for your appearance 
and the information 7 have given the committee. 

Are there any further questions? 

If not, thank you, sir as 

The next witness is Mr. Moriz Dreyfus. Is Mr. Dreyfus present? 

Please give your name, address, and the capacity in which you 


appear. 


STATEMENT OF MORIZ DREYFUS, PRESIDENT, BUREAU OF SALES- 
MEN’S NATIONAL ASSOCIATIONS, ATLANTA, GA. 


Mr. Dreyrvs. Mr. Chairman and members of the Ways and Means 
Committee, my name is Moriz Deere and I appear before this com- 
mittee as president of, and on behalf of, the Bureau of Salesmen’s 
National Associations, Inc. 

fi CuatrmAn. Do you desire to identify the men who accompany 
you 

Mr. Dreyrus. Yes. I am accompanied by Mr. Marshall J. Mantler, 
on my right, the managing director of the bureau, and Mr. Leonard L. 
Silverstein, who is our Washington counsel. 

If you want the address of the bureau, it is 704 Barnell Building, 
Atlanta, Ga. 

The bureau is comprised of over 30,000 individuals, representing 
three national trade associations—the National Association of Men’s 
Apparel Clubs, of which I am president, the National Association of 

omen’s and Children’s Apparel Salesmen, and the National Shoe 
Travelers Association. The membership of these organizations 
makes up the membership of the bureau, representing virtually all of 
the commercial travelers in the men’s women’s and children’s apparel 
and shoe industries in the United States and Canada. 

We appreciate very much the opportunity presented to taxpayers 
to present testimony to this committee. As a national trade associ- 
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ation, we recognize our responsibilities in recommending tax changes 
during a period of international crisis. 

Our recommendations, therefore, are confined to those points which 
are entirely consistent with protection of the revenues as well as equali- 
zation of the impact of the tax burden. 


PRIVATE PENSION PLANS 


We recognize that this committee is keenly aware of the inequities 
under the present tax structure which result from the fact that the 
self-employed person, actually the bulwark of our national economy, 
does not receive the benefit of deductible private pension allowances. 

Plans for retirement of a self-employed person must be made on 
the basis of after-tax earnings, and any interest accumulated with 
respect to such savings is wholly taxable. We therefore strongly ur 
that this committee give serious attention to the enactment at the 
earlies possible date of a bill similar to H. R. 10. 

Bearing in mind the possible revenue cost of such a measure, we 
suggest that the committee adopt the principle of this legislation and 
adjust the tax benefits during those later years when the revenue needs 
lessen. In respect of this type of legislation, we wish to make one par- 
ticular comment. As presently framed, the proposal would not allow 

rivate pensions to those self-employed individuals who are technical- 
y eligible for tax-deductible benefits otherwise allowable under the 
code. We suggest that this is unfair treatment in that the mere fact 
that a salesman may technically constitute an employee should not 
bar him from establishing his own pension where his employer is 
disinterested in or refuses to establish one for him on his behalf. In 
other words, we urge that private pensions be available to commis- 
sioned salesmen whether or not they may be technically employees 
for common-law purposes. 


TAX-EXEMPT STATUS OF BUSINESS LEAGUES 


The Internal Revenue Code over a long period of years has exempt- 
ed business leagues from tax (sec. 501 (c) (6)). The Treasu - 
partment over the years has construed this provision to authorize 
exemption to associations having “some common business interest,” 
but not, organizations which “engage in a regular business of a kind 
ordinarily carried on for profit” (reg. 1.501 (c) (6)-1). 

The lifeblood of the apparel and shoe field industries has, since 
World War II, been the so-called market or trade shows. Here, buyers 
on a regional basis come to a common meeting ground, such as a hotel 
or convention hall, where the independent commercial traveler dis- 
plays his wares, Customarily, an organization is formed to insure 
that the trade show is carried on efficiently. This organization receives 
a “show fee” from its salesmen-members, This fee is used to purchase 
fixtures, to pay for display equipment and similar items. Normally, 
a small financial reserve is carried from season to season to enable the 
organization to meet its continuing obligations and to insure that the 
show will continue in the event of arainy day. In these times of high 
costs, particularly the expense of travel, there simply is no other way 
for the apparel industry to provide itself with adequate distribution. 
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be ee ae are, in fact, the major means whereby this may be accom- 
plished. ; 

At the present time, the Treasury Department, through its field of- 
fices, has sought to disallow the tax exemption of many of these 
market-holding groups. The Bureau which we represent has sought 
clarification of the problem for almost a year and has been notified only 
that ultimately some national pronouncement will be forthcoming. 

We recognize the difficulties of interpretative problems involved un- 
der the statute and the shortage of administrative and enforcement 
personnel. 

We suggest, however, that the only clear solution is a better statu- 
tory definition of business leagues and a change in the provision 
regarding unrelated income. The first could recognize that, in this 
day and age, there are many types of associations incorporated not for 
profit, which cannot be confined within the existing statutory phrase 
‘such as a chamber of commerce or a board of trade.” The second 
would enable such leagues to continue to finance their activities as they 
have done for many years in the past, without imposition of tax. We 
would state these aims more concisely as follows: 

(1) A new statutory definition of business league which would 
clearly exempt from income tax all voluntary membership organiza- 
tions, such as trade associations, institutes and others, whose members 


have a common business interest, which are incorporated not for profit — 


and no part of those income reverts as dividends to the members. 

(2) Amendment of section 513 on unrelated income of business 
leagues to exempt income from established and traditional sources 
common to such groups, including the sale of their own periodicals 
and Se and of advertising therein and from trade shows and 
exhibits, so long as the income so obtained, over and above a reasonable 
reserve for contingencies, is disbursed for the purposes for which 
exemption has been granted by the Treasury. 

We ask this on behalf of all trade associations in the country, 
whether they represent manufacturers, wholesalers, retailers, or the 
many types of service industries, etc., and not for ourselves alone. 

There are several thousand such groups performing tasks for their 
members and rendering services in the public interest which could not 
be made available on a commercial basis. They are a vital part of 
our society which, until now, has encouraged rather than discouraged 
their formation and activities. 

Parenthetically, in the recent small business meeting which the 
President called, he, himself, urged the expansion of the trade asso- 
ciation program. The Bureau will be glad to furnish technical assist- 
ance to the staff of this committee in drawing up such legislation. 
At the present time, the effect of the existing Internal Revenue posi- 
tion is simply that of harassment without accompanying that action 
by any clear indication of what the proper rule is under the law. 


MISCELLANEOUS EXPENSE ITEMS 


There are a number of special expense items somewhat peculiar to 
commissioned commercial travelers which seem to be excluded from 
the term of deductible “ordinary and necessary business expenses.” 
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To suggest a few, a salesman, due to physical incapacity, may be 
forced to hire sample case carriers, chauffeurs, or similar assistance. 
Laundry and valet charges are incurred as a business necessity, not 
as a personal convenience, since they would not be incurred were the 
salesman living a normal home life. 

Sampleroom costs are a fundamental expense of a commissioned 
commercial traveler. The extra cost of a hotel room large enough 
to display his samples seems clearly to be a deductible item. Such 
cost has been challenged by certain of the revenue field offices. 

The Bureau recommends that this committee either clarify the treat- 
ment of this type of expense by statute, or direct the Treasury to 
clarify it similarly by regulation, the principle being that the term, 
“ordinary and necessary business expenses,” should include the nor- 
mal additional cost of sustaining the independent livelihood of the 
commissioned commercial traveler, whether or not these costs would 
be personal items to other taxpayers. 

We wish to thank the committee for your courteous attention and 
congratulate you on your worthwhile efforts to improve our tax laws. 

The Cuarmman. Mr. Keogh will inquire. 

Mr. Kroen. T have no question to put to Mr. Dreyfus, but as one 
of the cosponsors of the plan to which he refers, I want to assure him 
and, through him, his organization and members, that the situation 
of the pensionless employee was not dealt with lightly. 

I would say to you, Mr. Dreyfus, it was dealt with realistically. 
It is a situation with which those of us familiar with the conditions 
have some interest in and knowledge of. I must, I think, in frank- 
ness tell you that you have a decision to make, too, as to whether you 
are employes or whether you are self-employed. 

= Dreyrvs. Would you care for a comment on that, Mr. Chair- 
man? 

The Cuarrman. Yes, if you have an answer. 

Mr. Strverstern. We are aware of this problem, Mr. Keogh, and 
we would be glad to talk to you about it at your convenience. 

The Cuarrman. Are there any further questions? 

Tf not, we thank you, Mr. Dreyfus, for your appearance and the 
information you have given the committee. 

Our next witnes is Mr. Joseph B. Lanterman. 

Please come forward and give your name, address, and the capacity 
in which you appear, for the record, please. 


STATEMENT OF JOSEPH B. LANTERMAN, VICE PRESIDENT, AMERI- 
CAN STEEL FOUNDRIES, CHICAGO, AND CHAIRMAN OF THE FED- 
ERAL TAXATION COMMITTEE OF THE ILLINOIS STATE CHAMBER 
OF COMMERCE 


Mr. Lanterman. My name is Joseph B. Lanterman. I was vice 
president of American Steel Foundries, in Chicago. I am also chair- 
man of the Federal taxation committee of the Illinois State Chamber 
of Commerce. As many of you gentlemen know, the Illinois State 
Chamber of Commerce is a trade association in Illinois, comprising 
over 15,000 businessmen. They are located in some 408 towns and 
cities in the State of Illinois. It has included in its membership 
virtually every type of business and all sizes of business, ranging from 
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the largest corporation to the small, self-employed. The Federal tax- 
ation committee of the chamber of which I am chairman, consists of 
70 members. The membership of that committee has reviewed the 
code, the administration of it, and has made recommendations which 
it submitted to the board of the Illinois State Chamber, and which 
have been approved by that board. 

I feel, therefore, that the statement that I am about to make to 
you in general is the position of the [linois businessman. ! 

For the purpose of the presentation, the information is arranged in 
two categories, that of general rate levels of taxation, and the second 
category is improvements needed in the internal revenue code. 
Copies of this statement have been filed with all members of your 
committee. Solely for the purpose of saving your valuable time, I 
will only highlight the detailed recommendations, with your 
permission. 

Mr. Mitts. The entire statement, however, will appear in the rec- 
ord, without objection. 

LANTERMAN. Thank you. 

Present rates, I think, is a source of many of our taxation problems. 
The level of the rates, both for individuals and corporations, I think, 
has served as a deterrent to incentive to work, to produce and to save: 
It has been the concern of our committee, and we have the followin 
recommendations that I will brief for you with respect to level o 
taxation. First, with respect to individuals, we think that the 
eventual long-term objective should be a maximum rate of 50 percent 
or less for individual tax rates. 

With respect to corporate taxes, the so-called temporary 5 percent 
increment that continues in the norma] tax rate should be, in our 
opinion, eliminated just as soon as Government spending can be con- 
trolled, and at the same time the budget balanced. 

We also feel in this general area that the Federal] Government 
should relinquish certain taxes more logically, in our opinion, be- 
longing to the States, such as the estate and gift taxes, and taxes on 
amusements, club dues, safe-deposit boxes, documentary stamp taxes, 
and unemployment-compensation taxes. 

Now, I would like to move into the second category, that of im- 
oe needed, in our opinion, in the internal revenue code. 

ese are not listed in order of importance, but are rather grouped 
in what we think is a normal sequence. 

The first has to do with consolidated returns, and the 2-percent 
penalty that is imposed for the filing of consolidated returns. In 
our opinion, there is no justification for an additional tax upon the 
net income of an affiliated group where they have elected to file a 
consolidated return, where, frequently, because of other business con- 
siderations, they have their group lined up as subsidiaries rather 
than divisions. 

With respect to intercorporate dividends, the present tax that is 
still applicable to 15 percent of the dividends received, we think should 
be eliminated. We feel that the existing law places an unjustified 
penalty on regular methods of doing business through the imposition 
of a double tax savings of dividends. Here, again, it is a condition 
that is imposed upon an entity that concludes, for business reasons, 
to line up as a corporate setup rather than a division setup. There 
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was included in the 1954 code, the much referred to section 452 and 
462 that were later repealed, as you gentlemen know so well. 

We feel that these two sections should be reenacted. The general - 
purpose of these two sections, 452 and 462, is to bring accounting more 
closely into harmony with generally accepted accounting principles. 
All of us think and agree that this is a worthwhile objective. 

In the 1954 code, there was the declining balance and other acceler- 
ated methods of depreciation injected which, in our opinion, serves a 
very worthwhile purpose. But it was restricted to the use of new 
equipment, or property that was acquired after December 31, 1953. 
We feel that this ada d be extended to all equipment acquired after 
that date, whether or not new. There are a lot of corporations, par- 
ticularly the smaller corporations, who acquire used or secon d 
equipment. 

e feel that they should not be deprived of the right of the declin- 
ing balance method or other accelerated methods solely because they 
have chosen used equipment rather than new equipment. 

We feel that both small and large business would be helped if they 
were permitted to employ the same accelerated method of deprecia- 
tion. 

With respect to inventory, we recommend that the code be revised 
to permit the revaluation of LIFO inventories at market when lower 
than cost. This, too, is an established accounting principle that has 
been followed, whereby foreseeable future losses should always be 
provided for. We also feel that this recommendation would hel 
place all taxpayers in a comparable position, whether the LIF 
method was adopted early in its development or adopted today or 
some other much later date. 

Also under the LIFO inventory caption, we think the code should 
be revised to broaden the definition of “involuntary liquidation” and 
also make this provision a permanent part of the code. 

In order to accomplish the basic purpose of LIFO, the replacement 

rovisions of the statute should be permanent, and the causes of the 

iquidations which are deemed to be involuntary have been substantial- 
ly broadened. We also feel that there should be an amendment to 
eliminate the tax penalty involved in changing to the installment 
method of accounting. The effect of the present formula is to im- 
pose a second tax on the same amount of gross income, or to accom- 
plish the same result through disallowing a portion of the deductions 
otherwise allowable. 

This recommendation would put a taxpayer changing to the instal- 
ment method in the same position of that of a new business that elects 
to report income on the installment basis at the time of its information. 

Over in another area, that of income from foreign sources, we 
strongly recommend that American firms doing business abroad get a 
credit of 14 percent of the amount of the corporation income tax in 
respect to such business. Com ie reasons that have widespread 
acceptance point to the desirability of encouraging American invest- 
ments abroad. This is quite important from the standpoint of the for- 
eign policy of our country, and the assisting in the development of 
undeveloped countries. Of the several possible methods for stimulat- 
ing investment in foreign fields, we think that a tax break is one of 
the most beneficial. Another area where we think an amendment 
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should be made is to place the burden on the Commissioner for the 
proof of improper accumulation of earnings, and to permit a corpora- 
tion who has failed to distribute income to correct the condition by 
current distribution. 

We feel that Congress intended that the burden of proof should be 
upon the Commissioner for this particular section. The Internal Rev- 
enue Service, however, has taken the position that the burden of proof 
should be on the taxpayer. Since the determination of a deficiency 
by reason of the improper accumulation cannot be anticipated, being a 
matter of opinion and not fact, the corporation should be permitted to 
reduce or eliminate such deficiency by the payment of dividends in the 
same manner as deficiency dividends in the case of a personal holding 
company. 

In other words, the rules have not been established in advance, and 
when a speed limit has been established we think that the taxpayer 
should be given an opportunity to comply. 

The next area is in the case of restricted stock options, where we rec- 
ommend that the code be amended so that the tax treatment of a re- 
stricted stock option held by an employee at the time of his death, and 
exercised by his estate, will be substantially the same as the tax treat- 
ment presently available when the option is exercised prior to death. 

I think that that recommendation is self-explanatory. Another case 
of double taxation that we would like to comment on and recommend 
on is to increase the tax credit in respect to dividends received by an 
individual from domestic corporations. 

Dividend income is the only form of income exposed to double tax- 
ation. There is no sound economic reason for penalizing such income 
in comparison with interest on loans or wages or salaries, and other 
income. 

The Cuatrman. Mr. Lanterman, would it be agreeable with you to 
go through the paper giving us your recommendations, and then let us 
read your explanation? We have a busy program on the House floor 
which begins in a few minutes, and we are trying to get through as 
much of the calendar as we can. 

Mr. LanrerMANn. Very well, Mr. Chairman. The next point is that 
of much-talked-about reporting requirements for employees’ reim- 
bursed expenses, line 6a of the 1957 return. 

We think that the recommendation made by the Commissioner 
should be restricted to reporting items only which constitute gross 
income. 

The next item is a technicality, not too important, but we think there 
is much confusion, the January 15 estimate date and the January 31 
date by which the final return must be filed. The next caption deals 
with the self-employed individuals’ provision to have a retirement 
pension during the period of business activity. 

The balance of the recommendations included in our report all deal 
with pensions and profit-sharing plans. They for the most part point 
out technical deficiencies and administrative difficulties involved in the 
field. In view of the chairman’s comments, I will not even go over the 
recommendations specifically or the explanations, because they are for 
the most part of a technical nature, and, as I state, deal with adminis- 
trative difficulties. 

The Cuatrman. We thank you for your cooperation. 
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Mr. Lanterman. Thank you for the opportunity to appear. 
The Cuatrman. We thank you for your appearance and the infor- 
mation given the committee this morning. 

(The statement referred to follows :) 


STATEMENT OF JosePH B. LANTERMAN FOR THE ILLINOIS STATE CHAMBER OF 
COMMERCE 





My name is Joseph B. Lanterman. I am vice president of American Steel 
Foundries, Chicago, and chairman of the Federal Taxation Committee of the 
Illinois State Chamber of Commerce. I am presenting this statement on be- 
half of the Illinois State Chamber of Commerce, which is a statewide asso- 
ciation with a membership of 15,450 businessmen representing companies lo- 
cated in 408 towns and cities in every part of the State of Illinois. These 
members are engaged in virtually every type of business and range from the 
largest corporations to the self-employed. 

The Illinois State Chamber’s Federal Taxation Committee, comprised of 70 
members representative of the chamber’s membership, has made comprehen- 
sive studies of problems of Federal taxation. This statement about major 
current tax issues reflects the considered judgment of our committee members 
and also of the Illinois State Chamber’s 73-man board of directors, which has 
endorsed the recommendations of the Federal taxation committee. The view- 
points presented herein broadly represent those of Illinois businessmen with 
respect to (1) general rate levels of taxation, and (II) improvements needed in 
the Internal Revenue Code. 


I. GENERAL RATE LEVELS OF TAXATION 


Present high rates of tax on income are a fundamental cause of our principal 
tax problems. Furthermore, present high rates of taxation, both corporate and 
individual, are recognized as serious deterrents to incentives to work, pro- 
duce, and save. Though the concern of your committee is with taxation, we 
are sure you will be ever mindful of the fundamental importance of the spend- 
ing issue. We emphasize this because we are recommending the reduction of 
taxes but want to see those reductions made within the framework of a bal- 
anced budget. Our observations and recommendations in those matters are 
as follows: 

1. High individual income-tax rates are destroying personal incentives. The 
long-term objective should be to reduce individual income-tax rates to 50 per- 
cent or less. 

2. High corporate income-tax rates are deterrents to growth and expansion. 
The temporary 5-percent increment in the normal-tax rate should be eliminated 
as soon as Government spending can be controlled to the point that the budget 
can be balanced. 

3. The Federal Government should relinquish certain taxes more logically 
belonging to the States, such as estate and gift taxes; taxes on amusements, 
club dues, and safe-deposit boxes; documentary-stamp taxes; and the unem- 
ployment-compensation tax. 


Il, IMPROVEMENTS NEEDED IN THE INTERNAL REVENUE CODE 


Our recommendations for amending the Internal Revenue Code are presented 
in the interests of improving the fairness and equity of the tax laws, of re- 
ducing to the fullest extent possible the burdens of compliance and reporting, 
and of developing a tax structure that will permit decisions in terms of sound 
business and economic considerations rather than in terms of tax consideration. 


Topic: 
1. Consolidated returns 
2. Intercorporate dividends 
3. Reenactment of sections 452 and 462 
4. Accelerated depreciation for property which is not new when acquired 
5. LIFO inventory 
6. Tax penalty involved in change to installment method of accounting 
7. Income from foreign sources 
8. Corporations improperly accumulating surplus sections 531 to 537, in- 
clusive, of 1954 code 
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9. Certain restricted stock options 
10. Double taxation of dividends i 
11. Reporting requirements for employees’ reimbursed expenses 
12. Date for payment of the final installment of individual income tax 
13. Funding of retirement pensions by the self-employed 
14. Pension and profit-sharing plans 
(a) Discrimination test 
(6) Status of miscellaneous employment benefit plans 
(c) Distribution of previously taxed income and tax-exempt interest 
(d) Distributions in years subsequent to termination of employers’ 
contributions 
(e) Treatment of unqualified plans 
(f) Prohibited transactions 
(g) Exemptions from gift taxes 
(h) Time of taxing distributions received from contributory profit- 
sharing plans 
(i) Income-tax: return for qualified trust 
(j) Clarify “separation from the service” 
(k) Employees of foreign subsidiaries 
(l) Treatment of employees with both domestic and foreign service 


1. Consolidated returns 


Recommendation.—Eliminate the additional tax of 2 percent now imposed by 
section 1503 in respect to consolidated returns of affiliated corporations and pro- 
vide for an annual election for the filing of consolidated returns. 

Explanation.—There is no justification for an additional tax upon the net 
income of an affiliated group of corporations which elects to file a consolidated 
return. The provisions for consolidated returns under the present law and 
regulations recognize sound accounting practices and require tax liabilities to 
be determined on the basis of the true net income of the enterprise as a whole. 
No improper benefits are obtained from the privilege. There is no valid argu- 
ment for the exaction of a price for the use of this form of return or for the 
requirement that once an election is made to file a consolidated return such 
election shall be binding for subsequent years. 


2. Intercorporate dividends 


Recommendation.—Eliminate the tax now imposed on 15 percent of the divi- 
dends received by a domestic corporation from another domestic corporation ; 
i. e., section 248 allows a deduction limited to 85 percent of such dividends. 

Explanation.—Since 1936, a domestic corporation has been permitted a credit 
of 85 percent of the amount of dividends received from other domestic corpora- 
tions. The remaining 15 percent is subject to the normal and surtax rates of tax. 

Throughout American industry it is customary and frequently necessary for 
part of a business to be operated through a controlled or wholly owned sub- 
sidiary. Neither is it unusual for corporate funds which are temporarily unem- 
ployed to be invested in stocks of other corporations. The existing law places 
an unjustified penalty on both of these regular methods of doing business 
through the imposition of a form of double taxation of corporate earnings. The 
result is a harmful and undesirable burden upon the transfer of earnings from 
one corporation to another corporation and upon the investment of corporate 
funds. 

This situation should be remedied by amending the law to eliminate entirely 
the taxation of dividends received by a domestic corporation from another 
domestic corporation. This should be done by excluding such dividends from 
the taxable net income of the corporation receiving the dividend. 


3. Reenaciment of sections 452 and 462 


Recommendation.—(1) Reenact section 452 in substantially the same form in 
which it appeared in the 1954 code, to provide for the allocation over the years 
earned of income received in 1 taxable year. (2) Also, reenact section 462 to 
permit the deduction of expenses attributable to the income of the current tax- 
able year even though not constituting definite accrued liabilities for that year. 
In such reenactment, however, provide for further limitations for the types of 
expenses to which the section applies, and give the taxpayer the right to elect 
to apply the section with respect to any of the types, individually. 

Ezplanation.—The general purposes of sections 452 and 462 are to bring tax 
accounting more closely into harmony with generally accepted accounting prin- 
ciples. For example, the adoption of section 462 as a part of the 1954 code 





392 GENERAL REVENUE REVISION 


provided taxpayers and the Internal Revenue Service with the necessary author- 
ity to take deductions in the current year for estimated expenses which applied 
to the operations of that year, but which might not otherwise be allowed. Un- 
fortunately, it appeared to some Members of Congress that section 462 was 
primarily a device to reduce taxes. Demands were made to repeal this section 
and section 452, relating to prepaid income. Proponents for repeal refused to 
consider that the sections merely provided for a correction of errors in improper 
taxing of receipts before they became income and in disallowing deductions for 
expenses, resulting in taxpayers overpaying their income taxes. Furthermore, 
by far the greatest portion of the reserved expenses was attributable to vacation 
pay, and if taxpayers generally firmed up their contracts with employees or their 
company policies so as to qualify items as accruals instead of as reserves, they 
would, nevertheless, be allowed the deduction. 

It should be borne in mind that section 462 did not adversely affect the deducti- 
bility of proper accruals which met the required conditions during prior years, 
but merely provided that items which did not quite meet all the tests of 
accruals—but, nevertheless, constituted liabilities which had to be met reason- 
ably soon—would also be allowed as deductions because they were attributable 
to the income taxed during the period they were being incurred. 

Suggested language for a section, 462 (c) (2), to carry out these objectives is: 
“An election made under this section shall apply to cash discounts allowed 
customers for prompt payment, repairs, or replacements made under product 
guaranties, sales returns and allowances, freight allowances, quantity discounts, 
vacation pay, liabilities for self-insured injury and damage claims, and such 
other estimated expenses which, in the discretion of the Commissioner or his 
delegate, may be considered attributable to the trade or business.” 

4. Accelerated depreciation for property which is not new when acquired 

Recommendation.—Amend section 167 (c) of the Internal Revenue Code to 
permit use of the declining balance and other depreciation methods provided in 
section 167 (b) for all property acquired after December 31, 1953, with appropri- 
ate exception for acquisitions of pre-1954 additions from closely related tax- 
payers. 

Explanation.—As amended in 1954, the code recognizes depreciation methods 
by which allowances in the early years of the life of a property are larger than 
the amounts allowable under the straight-line method. Section 167 (c) pro- 
vides, however, that these accelerated-depreciation methods are applicable only 
in the case of tangible property acquired after December 31, 1953, “if the original 
use of such property commences with the taxpayer and commences after such 
date.” 

The House Ways and Means Committee, in proposing the accelerated-deprecia- 


tion methods, stated in its report that they resulted in a timing of allowances for 
depreciation more in accord with the actual pattern of loss of economic useful- 


ness, and that the committee had the announced objective of overcoming certain 
shortcomings in the prior system of depreciation. The committee report also 
states that the then available methods acted as barriers to investment, and that 


comparatively slow rates of writeoff tend to discourage replacement of obsolete 
equipment. 

Reports of both the President’s Cabinet Committee on the Taxation of Small 
Business and the Subcommittee on Internal Revenue Taxation of the House 


Ways and Means Committee suggest that small business should be helped by 


allowing the buyers of used machinery to employ the same accelerated-depreci- 
ation methods which are now available to buyers of new equipment. 


Some of the reasons for restricting the use of the accelerated-depreciation 
methods to properties acquired new after December 31, 1953, were of only 
temporary significance. In any event, it appears that further consideration 


should be given to depreciation of used property, and that it would be appro- 


priate at this time to eliminate the statutory restrictions. 


5. LIFO inventory 
(a) Basis of valuation 

Recommendation.—Revise section 472 in order to permit the revaluation of 
inventories at market when lower than cost. 

Explanation.—The last in-first out (LIFO) method of inventory valuation is 
widely recognized as accurately reflecting the true profit results of a business. 
Many businesses, however, have been deterred from adopting the LIFO method 
of recent years because by so doing the prevailing high-price level would become 
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a floor for all future inventory determinations. Failure to recognize a decline 
in the market value of goods included in an inventory departs from the long- 
established accounting principle that foreseeable future losses should be pro- 
vided for. Furthermore, this procedure can have a substantial effect upon the 
determination of the accumulated earnings and profits of taxpayers engaged 
in a similar type of business and having comparable operations and facilities, 
with the only difference being that they elected to commence using the LIFO 
principle at varying dates. 

This recommendation will help to place all taxpayers in a comparable position 
whether the LIFO inventory method was elected during the early development 
period of the administration of section 22 (d) of the 1939 Internal Revenue 
Code or at a much later date. 


(6) Involuntary liquidation 


Recommendation.—Revise section 1321 in order to broaden the definition of 
“involuntary liquidation” and make this provision a permanent part of the 
code. 

Ezplanation.—Circumstances sometimes make it impossible for a company 
to keep its inventory up to the normal level at the year end. If, when replace- 
ment can be made, prices are higher than the LIFO cost of the goods liquidated, 
the replacement cost becomes cost for inventory purposes thereafter. The effect 
is that the company must pay tax on any excess of replacement cost for the 
goods liquidated over the LIFO cost, even though it must reinvest the entire 
excess to bring its inventory up to a normal level. Congress has recognized the 
injustice when the inability to replace the inventory quantities by the end of the 
taxable year is due to a very restricted set of specified causes. 

In order to accomplish the basic purpose of LIFO, the replacement provisions 
of the statute should be permanent, and the causes of the liquidations, which 
are deemed to be involuntary, should be substantially broadened. Inventory quan- 
tities at the end of a particular year may be reduced below the quantities as of 
the beginning of the year because, for example, of labor difficulties in the tax- 
payer’s plant or the plant of one or more suppliers of its materials, of a fire 
which occurred just prior to the end of the year, or of an innumerable variety 
of accidents, rather than the exercise of business judgment by the management 
of a company. These accidents could result from delays in shipping, a flood, or 
even inclement weather, and it is, therefore, not possible to prepare a completely 
satisfactory definition of an involuntary liquidation which could be subject to 
replacement and restored to the LIFO inventory at the original carrying value. 
If the statute permitted taxpayers to file an election to have any decreases in 
the LIFO inventory quantities subject to replacement within a reasonable period, 
there would be removed the cause of disturbing economic conditions existing in 
some markets when the principal members of an industry are all attempting to 
make abnormal purchases at the same time or delay making shipments to build 
up inventory quantities temporarily diminished. 

This type of modification of the LIFO inventory procedures, as presently 
included in the Internal Revenue Code, is essential to accomplish the principal 
purpose of LIFO and to minimize the instances in which management decisions 
as to current operations are influenced by tax considerations. 


6. Taw penalty involved in change to installment method of accounting 


Recommendation.—Amend section 453 (c) to exclude income attributable to 
installment payments relating to sales made in years prior to the year of change. 

Peplanation.—In the report of the Ways and Means Committee accompanying 
H. R. 8300 (which became the Internal Revenue Code of 1954), it is stated that 
the purpose of section 453 (c) is not to impose a second tax on income in the 
case of a taxpayer shifting from the accrual to the installment method of 
accounting, and it is specifically observed : 

“The tax attributable to an amount included in income for the second time is 
eliminated or is, at least, decreased to the extent of the tax attributable to its 
inclusion under the earlier method of accounting.” 

In order to have the code provision accomplish the intent, it is suggested that 
section 453 (c) (1) (A) be amended to merely read: 

“Installment payments actually received during such year on account of sales 
or other dispositions of property made in any taxable year before the year of 
change shall be excluded.” . 


The provisions in 453 (c) concerning an adjustment for amounts previously 
taxed could then be deleted. 
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Under the Internal Revenue Code of 1954, as well as previous revenue acts, 
a dealer in personal property is permitted to use the instalment method of ac- 
counting and a change may be made from the accrual to the instalment method 
without securing advance permission from the Commissioner of Internal Revenue, 
In the year of change and all succeeding years, however, the requirement is 
that all instalment payments received must be included in income, even though 
some amounts are received which represent payments on account of sales made 
prior to the year of change and which were included in full in the income of 
the year in which the sale occurred. This procedure results in a double inclusion 
in income of the gross profit portion of all outstanding accounts receivable as 
of the first day of the year of change. 

This recommendation for amendment to the Internal Revenue Code of 1954 is 
necessary in order to eliminate the inequity which results from the application of 
the formula provided for in section 453 (c). The effect of the present formula 
is to impose a second tax on the same amount of gross income or to accomplish 
the same result through disallowing a portion of the deductions otherwise 
allowable for the year in which the collections on the earlier sales are made. 

This recommendation would put a taxpayer changing to the instalment method 
in the same position as that of a new business electing to report income on the 
instalment basis; however, there would be a temporary reduction in faxable 
income and if the need for Federal revenue so requires it might be possible to 
have the reduction in taxable income spread over a period of several years. 


7. Income from foreign sources 


Recommendation.—Allow American firms doing business abroad a credit of 
14 percent of the amount of the corporation income tax in respect to such 
business. 

Replanation.—Compelling reasons that have widespread acceptances point to 
the desirability of providing less burdensome tax treatment of income derived 
from foreign sources. Some of these reasons relate to the important objective 
of American foreign policy for the development of presently underdeveloped 
countries. Of several possible methods for such development the stimulation of 
the investment of private funds is both dsirable and effective and could be ex- 
pected to be materially increased by the provision of tax incentives. 

Other important reasons for providing more realistic taxes in respect to income 
from foreign sources have been set forth by the House Ways and Means Com- 
mittee in its report on H. R. 8300. This report states: 

“Your committee recognizes that firms doing business abroad may be com- 
peting with other enterprises which have lesser taxes to bear, and that such 
firms may be assuming certain risks that do not prevail in domestic business 
ventures. It is also impressed by the fact that the present United States tax 
approach tends to induce heavy foreign taxation of American enterprises. Ac- 
cordingly your committee has incorporated changes in the bill designed to 
correct this tendency, to eliminate certain inequities in the present tax treatment 
of foreign income, and to offset some of the factors adversely affecting foreign 
investment by giving special tax treatment to business income from foreign 
sources.” 

The desirability of providing a reduced tax rate for United States corporations 
engaged in business outside of the United States has had recognition for a number 
of years in the case of those corporations that qualify as Western Hemisphere 
trade corporations under sections 921 and 922. By those sections the corporations 
affected are entitled to a 14-percent reduction in their income-tax rate. The 
expressed view of the House Ways and Means Committee in its report referred 
to above was that similar treatment should be extended to income from business 
investment in other parts of the world. 

The question of providing tax reduction in respect to foreign income was also 
given consideration by the 84th Congress through the introduction of S. 3672 and 
H. R. 10991 to extend the Western Hemisphere provisions to foreign income in 
general, doing so, however, only in the case of those manufacturing their own 
products. Also pending in the 84th session was H. R. 7725. 

The matter of providing more favorable tax treatment for income from foreign 
sources raises a number of detailed questions, including those relating to the types 
and sources of such income. The Illinois State chamber is of the opinion that 
prior legislative proposals have been unduly restrictive in scope. Sections 37, 923, 
and 1951 of H. R. 8300 as approved by the House, for example, exclude income 
from the wholesaling abroad of goods manufactured in the United States. The 
same limitation is found in H. R. 7725 of the 84th Congress. In both of these 
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measures there is an apparent expression of an underlying policy which would 
encourage by favorable tax treatment only those foreign investments which are 
represented by manufacturing or retail establishments. The implication is that 
wholesaling activity is not worthy of this form of encouragement. In limiting 
its benefits to those foreign branches and subsidiaries which engage solely in manu- 
facturing or retailing, it deprives of such benefits any operation which derives 
profits from wholesaling products other than those of its own foreign production 
or that of an affiliated corporation, even though such wholesaling may represent 
but a small (though oftentimes essential) portion of its business. While figures 
are not at hand to establish the percentage of foreign branches and subsidiaries 
of domestic corporations which engage in some wholesaling of this nature in con- 
junction with manufacturing, it seems fair to assume that the percentage is a 
substantial one. In addition, the law could operate so as to discriminate against 
that segment of foreign installations which may be essentially manufacturing 
establishments, but whose operations are tainted by some degree of wholesaling 
activity, however minute. 

More fundamental, however, is the question of policy itself. It is difficult to 
defend on grounds other than convenience of administration, the flat exclusion 
of wholesaling activity from the benefits of the 14-point reduction extended to 
the other forms of business activity. It cannot be contended that wholesaling 
necessarily fails to involve the elements of substantial foreign investment at risk, 
extensive physical facilities abroad, substantial investment in foreign inventories, 
employment of foreign personnel, contribution to the revenues of foreign countries 
through custom duties and taxes, subjection to restriction upon remittance of 
profits, and, in general, improvement of the standard of living of foreign popula- 
tions. It is submitted that there are many American concerns whose foreign 
activities consist primarily of wholesaling and whose contributions to the econo- 
mies of foreign countries along these lines are substantial. It is most difficult 
to arrive at any justification for the extension of the benefits of the bill to retailers 
as a class and the denial of those benefits to wholesalers as a class. 

Accordingly, it is recommended that legislation be enacted to provide favorable 
tax treatment to income derived from permanent establishments abroad which 
are engaged in wholesaling, as well as to other types of business, with some 
appropriate standard, as deemed necessary by Congress, to confine the benefits 
of the bill to bona fide permanent establishments of a substantial nature. 


8. Corporations improperly accumulating surplus 


Recommendation.—Amend sections 533 and 534 to place upon the Commissioner 
the burden of proof of improper accumulation and amend section 535 to permit 
a corporation which has failed to distribute income which it is later held should 
have been distributed to avoid a penalty tax by a current distribution. 

Eeplanation.—In enacting sections 531 through 537 Congress intended that 
the burden of proof should be upon the Commissioner in cases involving the 
improper accumulation of surplus. During the hearings before the Senate 
Finance Committee, Under Secretary of the Treasury Folsom stated in part: 

“Mr. Chairman, you will note that these are some provisions that are designed 
particularly to help small business. There has been considerable criticism in 
the past of the application of this section 102 which penalizes what is called 
an unreasonable accumulation of earnings in order to avoid the stockholders’ 
paying individual income taxes. Under this proposal we would shift the burden 
of proof to the Government to show that they must prove that the amount being 
accumulated is unreasonable and not necessary for the business. We think 
that is going to relieve the minds of a lot of small business concerns and it will 
be helpful generally.” 

The Internal Revenue Service has taken the position that the burden of proof 
remains upon the taxpayer and presumably is basing its attitude upon the 
decision of the United States Tax Court in Pelton Steel Casting Company (28 
T. C. No. 20). In this case the court held that the imposition of the accumulated 
surplus tax depends solely upon the absence of presence of the forbidden “pur- 
pose,” that the ultimate burden of proof in this type of case is upon the taxpayer, 
and that section 534, if its requirements are met, shifts to the Commissioner 
only the burden as to whether the accumulation is beyond the reasonable needs 
of the business. Corporations are now in worse position than under section 
102 of the 1939 code in the event of a trial. The language of section 534 restricts 
its application to Tax Court proceedings. The procedure outlined is permissive 
and not mandatory. Finally, in order to place the burden of proof upon the 
Commissioner, the corporation is required to submit a statement of the grounds 
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upon which it relies to establish that no earnings have been permitted to ac- 
cumulate beyond the reasonable needs of the business. No provisions are made 
as to the sufficiency of the statement; hence, the Commissioner may challenge 
any statement and thus avoid the burden of proof. 

Since the determination of a deficiency by reason of the improper accumu- 
lation of surplus cannot be anticipated, the corporation should be permitted to 
reduce or eliminate such deficiency by the payment of dividends in the same 
manner as is now provided under section 547 of the code relating to deduction 
of deficiency dividends in the cases of personal holding companies. 


9. Certain restricted stock options 

Recommendation — Amend section 421 (d) (6) so that the tax treatment of a 
restricted stock option held by an employee at the time of his death and ex- 
ercised by his estate will be substantially the same as the tax treatment pres- 
ently available when the option is exercised prior to death, as provided by 
H. R. 9035. 

Explanation.—This recommendation is designed to remedy an inequitable 
situation that prevails under present law. When an option is exercised prior 
to the employee’s death and there is an appreciation in the value of the stock 
prior to the employee’s death, that amount is not now taxable when the stock 
is ultimately sold. On the other hand, where an option is exercised by the 
estate or an heir after the employee’s death the option is included in the em- 
ployee’s estate for estate-tax purposes but no new basis is available for the 
option at date of death. H. R. 9085 removes the discrimination now existing 
against options exercised after the employee’s death, and makes certain other 
desirable changes. This bill has been reported favorably by the Committee on 
Ways and Means, has been passed by the House, and now needs passage by the 
Senate. 


10. Double tawation of dividends 


Recommendation.—Increase the tax credit in respect to dividends received 
by an individual from domestic corporations and subject to the individual in- 
come tax, establishing the credit at the same rate as that for the first bracket of 
the individual income tax, presently 20 percent. 

Hzplanation.—Dividend income is the only form of income exposed to double 
taxation. There is no sound economic reason for penalizing such income in 
comparison with interest on loans, wages, salaries, and other income. The in- 
equality of the double taxation of dividends was recognized by Congress in the 
Revenue Act of 1954 in which the House of Representatives proposed that for 
years after 1955 the dividend credit should be 10 percent. This was reduced to 
the present 4 percent by the conference committee and the measure became law 
with this change and also with a change to exclude from taxable income the first 
$50 of dividends received, sections 34 and 116. 

The relief now provided by the code is so small that there is still very sub- 
stantial double taxation of dividends, first at the corporate level and second at 
the individual level. This double taxation discriminates against income from 
equity capital and tends to promote unsound debt financing in a way which could 
seriously impair the financial stability of business enterprises in the event of a 
decline from the current high business level. 

Canada has recognized the inequality of the double taxation of dividends by 
provision of a credit for Canadian individual income taxpayers. Since 1953 
this credit has been for 20 percent of dividends, having at that time been in 
creased from the figure of 10 percent. This credit is reported to be designed 
to provide an incentive to investment by relieving the burden of taxation on 
income derived through an incorporated business. Many other nations ,includ- 
ing the United Kingdom, have recognized the inequality of the double taxation 
of dividends and have granted relief in one form or another. 


11. Reporting requirements for employees’ reimbursed éxpenses 


Recommendation.—Clarify requirements for reporting of expenses incurred 
by employees in connection with business activities so as to restrict reporting to 
amounts which constitute “gross income” as defined in section 61. 

BHaplanation.—After a great deal of publicity and public discussion the In- 
ternal Revenue Service announced that line 6 (a) on the 1957 individual in- 
come tax return form need not be answered. This line refers to “Travel, re- 
imbursed expenses, etc.” As construed by the Internal Revenue Service this 
item on the return form would include amounts of expenses incurred by em- 
ployees in the discharge of their business activities even though there is a 
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specific accounting rendered to the employer. The general practice, which has 
been approved by the Internal Revenue Service, is that where the employee is 
required to account specifically to his employer for expenses, any reimbursement 
or advance for the purpose of paying such expenses is not reportable by the em- 
ployee on his individual return. In cases of such detailed accounting being ren- 
dered to the employer it is believed that the amount of the expense does not 
constitute “gross income” as defined in section 61 of the Internal Revenue Code, 
and from a practical standpoint its is recommended that the Internal Revenue 
Service not request a reporting of this information on the individual income tax 
return form. 

This recommendation would not only relieve business and employees from an 
unreasonable burden in preparing tax returns but also would facilitate a proper 
determination of taxable income with respect to expenses for which there is no 
accounting rendered to the employer. For example, where an employee is paid 
a lump sum to cover travel and other business expenses in lieu of rendering 
an accounting for actual expenditures, the amount of the allowance received 
from the employer is properly includible in gross income with a deduction for 
the actual expenses incurred. The difficulties encountered in attempting to ex- 
tend the reporting requirement beyond this type of expense allowance arise, in 
part, from diversified business practices, such as direct payment of travel and 
other expenses by the employer, the advance of funds to the employee to cover 
anticipated expenses, the identification of funds furnished to the employee as 
being the property of the employer from which the expenses are actually paid, 
ete. 

It is believed that the Internal Revenue Service can and should properly de- 
termine the appropriateness of business expenses in connection with the review 
of the Federal income tax returns filed by the employer rather than through 
asking all employees to report amounts which do not actually represent gross 
income to the individual. 

12. Date for payment of the final installment of individual income tar 

Recommendation—Amend section 6153 to designate January 31 instead of 
January 15 as the date for payment of the last installment of the individual in- 
come tax for taxpayers on a calendar-year basis, and make a corresponding 
change for taxpayers using a fiscal year. 

Eaeplanation.—Present law makes it necessary for many taxpayers to recom- 
pute the amounts of their individual income taxes in relation to the January 15 
date when the last quarterly installment is due. While recomputation is also 
often necessary in relation to earlier installments, recomputation for the Jan- 
uary 15 installment imposes needless hardship. This date is too early in many 
cases for taxpayers to obtain final figures. Taxpayers operating their own 
businesses are ordinarily still completing the year-end closing at that time, and 
taxpayers with income from wages and salaries are not entitled to form W-2 tax 
withholding statements from their employers until January 31. Also there is 
confusion about the significance of the January 31 filing date as presently pro- 
vided. Section 6015 (f) permits the filing of a return on or before January 31 
and provides that such a return has the effect of a declaration or an amended 
declaration otherwise required to be filed by January 15. All of this confusion 
could be avoided by changing the date for the final instalment from January 15 
to January 31. 

Such a change should also be desirable from the standpoint of the Treasury 
Department; it too would be saved some of its present work, and would probably 
also obtain more revenue at an earlier date from a substantial number of 
taxpayers who would make final returns on January 31. 


13. Funding of retirement pensions by the self-employed 

Recommendation.—Permit self-employed individuals to provide for a retire- 
ment pension during their period of business activity. 

Exvplanation.—The purpose of this recommendation is to encourage the estab- 
lishment of voluntary pension plans by self-employed individuals. There are a 
large number of self-employed businessmen who at the present time can provide 
for their retirement years only through savings of net income after the payment 
of current taxes. Proposed legislation (commonly referred to as the Jenkins- 
Keogh bill) has been introduced as H. R. 9 and H. R. 10, which is designed to 
afford self-employed individuals a tax deferment on a limited portion of their 
income set aside for their retirement. Under existing law tax deferment is 
afforded to employed persons whose employers have established pension plans; 
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but since self-employed individuals are not technically employees, they are not 
covered by the plans which meet the present requirements of the Internal 
Revenue Code. 

This recommendation would eliminate the inequitable discrimination pres- 
ently existing against the unincorporated business, farmers, and other self- 
employed persons. 

14. Pension and profit-sharing plans 
(a) Discrimination test 

Recommendation.—Sections 401 (a) (3) and (4) should be amended so that 
a plan would qualify if the contributions or benefits provided under the plan 
do not substantially discriminate in favor of employees who are officers, etc., 
and that in determining whether discrimination exists the Commissioner may 
take into account benefits provided outside the plan for employees excluded 
from the plan. 

Heplanation.—The regulations under sections 401 to 404 indicate that the 
Commissioner is persisiting in a strict mathematical evaluation of benefits under 
qualified plans and, in so doing, is attempting to weigh virtually to the penny 
every type of benefit provided by the social-security laws and pension and profit- 
sharing plans, and then only if certain arbitrary assumptions are realized. 
The result is that only an expert is able to determine whether plans are dis- 
criminatory. Discrimination, in the sense contemplated by the Internal Revenue 
Code, certainly can’t be reduced to so fine a formula. Reasonable variances to 
meet the situations of various employers of all sizes and with many varying 
employee personnel problems are a necessity. It should also be possible to adopt 
plans for substantial groups of employees where desirable, even though less 
than all salaried or hourly paid employees are covered. 

A great deal of dissatisfaction and annoyance with the Internal Revenue 
Service’s administration of the pension and profit-sharing sections of the In- 
ternal Revenue Code is occasioned by its extreme and very technical attitude 
with respect to relatively unimportant variances, details, and benefits in a plan, 
particularly when viewed in the light of an employer’s overall wage, salary, and 
benefit program. The Illinois State Chamber of Commerce believes that the 
amendments (implemented by a statement of congressional intent as to reason- 
able and practical administration) would obligate the Commissioner to admin- 
ister the law more flexibly and reasonably in such matters as integration with 
social security, differentiation between various groups of employees, etc. 

Unless a plan is being used as a subterfuge for dividends to stockholders, the 
test of reasonableness of compensation (including deferred compensation), the 
fact that the higher the benefit the more an employee is gambling on a lower 
tax rate in future years as against an immediate cash benefit, and the pressure 
of collective bargaining, assure that no substantial abuse is probable. From 
a revenue point of view, the slight possibility of some abuse can be disregarded. 
In fact, the revenue would probably benefit if the expense of the meticulous polic- 
ing now indulged in were taken into account. Employers, in handling their per- 
sonnel, desire to adopt a benefit program in the form of salaries, wages, and 
various types of fringe benefits that will attract and hold employees. One em- 
ployer may be willing to pay 5 cents per hour or a percentage of pay in one 
form or another, and may feel that for some groups of employees a deferred 
plan would be most attractive and that for others an insured or cash plan may 
be more attractive. In determining whether or not a deferred plan is dis- 
criminatory, the benefits concurrently provided in a form outside the deferred 
plan should be taken into consideration. 

It is often (perhaps generally) assumed that a deferred plan has appeal only 
to higher-paid personnel. Bxperience has shown the contrary. The percentage 
of employees in higher salary ranges may be somewhat higher in the case of 
some employers. Even if this be so, a percentage test should not be the sole 
and arbitrary standard applied to determine whether a plan is discriminatory. 
All factors, including, benefits provided for other employees in the form of a 
cash plan or other fringe benefits, should be taken into account. 


(b) Status of miscellaneous employment benefit plans 
Recommendation.—Specific provisions should be enacted defining the status 
of so-called guaranteed annual wage plans, savings plans not geared to either 
pensions or profits, and other plans deferring receipt of compensation other than 
profit sharing, stock bonus, and pension plans, with respect to such matters as 
the deductions by the employer, the taxability of trust income, and the taxation 


of distributions to employees. 
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Eeplanation.—Various types of welfare and unemployment. compensation 
plans are in effect and others have been negotiated, the status of which is not 
entirely clear under the code. Rulings make taxability to the employee in some 
plans depend on vesting. In certain cases trusts forming a part of negotiated 
plans have been considered tax exempt by the Internal Revenue Service, but the 
status of other trusts providing substantially the same types of benefits remains 
in doubt. The Service recently has taken the position (Revenue Ruling 56-693) 
that any withdrawal permissible under a pension plan on account of accident, 
sickness, and other emergency disqualifies the plan as a pension plan. This 
seems harsh and unnecessary. Moreover, there is no specific provision in the 
code covering savings-type plan unless such plans are geared to profit and qualify 
as so-called profit-sharing plans. The regulations under section 401 specifically 
exclude this type of plan from their application. Specific provisions should be 
incorporated in the code providing for deductions by the employer on account of 
payments made thereunder, exempting the income of any trust forming a part of 
a plan from income taxes and specifying the time when distributions from the 
trust are taxable to the employee. 


(c) Distribution of previously taxed income and tax-exempt interest 


Recommendation.—The last sentence of section 402 (b) should be amended 
to exempt from taxation to the employee any income previously taxed to the 
trustee. 

Exrplanation.—This sentence seems to have been included in the 1954 Code 
inadvertently or, in any case, without proper appreciation of its results. The 
Senate Finance Committee report did not comment upon the insertion of this 
sentence and, in fact, stated that sections 401 through 404 “continue with the 
exceptions described below the provisions of the 1939 Code relating to qualifica- 
tion of stock bonus, pension, and profit-sharing plans; taxability of distributions 
from employees’ trusts; taxability of employees’ annuities * * *.’ [Italics ours.] 
The “exceptions described below” did not include the addition of the last sen- 
tence. Presumably, therefore, it was not intended to change the substantive 
provisions previously in effect as interpreted by the regulations and the court 
decisions which were to the effect that income on which a tax had been paid 
by the trustee would not again be taxed to the employee when distributed. This 
section should also contemplate the possible distribution of tax-free income on 
municipal bonds to the employee without tax. 


(d) Distributions in years subsequent to termination of employers’ 
contributions 


Recommendation. Section 402 (a) should be amended to provide that the 
amounts actually distributed to any distributee by an employees’ trust described 
in 401 (a) attributable to employer contributions made during the year or years 
when the trust was exempt from tax under section 501 (a), and the earnings 
attributable thereto, should be taxed in the manner provided by section 402 (a) 
and be exempt under section 2039 (c) whether or not the trust is so exempt in 
the year of distribution. 

Peplanation.—If a trust loses its exempt status in any year, the loss of exemp- 
tion is generally due to some act of the employer or of the trustees beyond the 
employee’s control. It is unfair to permit an employee to work for a number 
of years on the assumption that payments being made on his behalf to an exempt 
trust will be taxed when distributed in the manner specified by paragraph 402 
(a) only to find that the trust does not happen to qualify in the year of dis- 
tribution through some act wholly beyond the control of the employee. This 
would also apply to trusts established prior to 1942 which the employers have 
not chosen to qualify under the present code. If the trust qualified in the year 
in which the employer made his contribution, there is no reason why the em- 
ployer contribution, with the earnings attributable thereto, should not be taxed 
to the employee in the same manner as any other qualified trust. Moreover, if 
a qualified plan is discontinued insofar as the employer contributions are con- 
cerned, but is continued until all distributions have been made in conformity 
with the provisions of the plan, it should be made clear that the trust or trusts 
forming a part of that plan will continue to qualify for exemption under section 
501 (a) and that the distributions, as made, will be treated in the same manner 
as if employer contributions had been continued. 
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(e) Treatment of unqualified plans 
Recommendation. The status of employer deductions and employee taxability 
in connection with unqualified deferred compensation arrangements should be 
clarified. Whether or not the benefits are funded, the employer should be able 
to deduct the amounts paid to the employee under such arrangements in the 
year when actually paid to the employee, and the employee should not be taxed 
regardless of when his benefits accrue or vest until they are paid to him. 
Eazplanation.—There are hundreds of so-called deferred compensation con- 
tracts and other deferred arrangements under which the time of deductibility 
by the employer and the time of taxability to the employee is not entirely clear, 
and especially if any payments are made under any funding arrangements such 
as an insurance contract or trust fund. A proper rule would seem to be that 
the employer should receive a deduction in the year when amounts are actually 
paid to the employee, and the employee should then be taxed regardless of when 
the funds were provided by the employer. 


(f) Prohibited transactions 


Recommendation (a).—Section 503 (c) (1) as applied to qualified employee 
trusts should be amended to provide in substance that a prohibited transaction 
will be deemed to occur only where a loan is made to an employer from a 
qualified trust of any part of the trust assets on terms and conditions more 
favorable than can be obtained from disinterested third parties. What is 
intended by a loan should also be clarified. 

Explanation (a).—Section 503 (c) (1) lists as prohibited transactions, for 
Purposes of section 508, the lending of any part of an exempt organization’s 
income or corpus “without the receipt of adequate security and reasonable rate 
of interest.” However, for many years a purchase of stock of an employer could 
be made for the account of a qualified trust and this is still permissible. It seems 
absurd that the debt of a corporation with sufficient net worth is not adequately 
secured if it borrows from a qualified trust a relatively small amount with an 
adequate rate of interest. For example, in the case of an unsecured loan by a 
qualified trust of $50,000 to an employer whose net worth is $1 million (which 
undoubtedly would be made by any bank), there should be no doubt as to the 
adequacy of the security. The proposed recommendation would make it obliga- 
tory on the trust to establish that any transaction between the trust and an 
employer is not more favorable than could be made with disinterested third 
parties. This should be adequate for the purpose of the Internal Revenue Code. 
The restrictions provided by section 25 of the technical amendments bill of 1957 
seem unnecessary and are unfair to small businesses which are not in the general 
securities market. 

The Internal Revenue Service is taking the position in some areas that the 
deposit by the individual trustees in the employer bank of funds of a qualified 
pension or profit-sharing fund established by such bank is a loan of the funds to 
the bank and constitutes a prohibited transaction. This is wholly beyond the 
concept of the term “loan” as used in section 503 (c) (1), and seems to be a 
wholly unnecessary holding. To avoid any further technical interpretations, the 
intention of the term “loans” as used in the act should be clarified. 

Recommendation (b).—The penalties applying to a prohibited transaction 
should be directed against the employer or the trustees, or both, and not against 
employees. 

Explanation (b).—Section 503 (a) (2) provides that an exempt organization 
which engages in a prohibited transaction loses its exemption only for taxable 
years after the taxable year during which it is notified by the Commissioner of 
the prohibited transaction. Section 503 (d) provides that an organization denied 
exemption may reapply for exemption and shall be exempt with respect to the 
taxable years after the year in which such claim is filed. The regulations state 
that a claim for renewal cannot be filed in the same year in which the notice 
is received, thus insuring a minimum loss of exemption for 1 year. It is at least 
doubtful that this was the intent of Congress. 

The present penalties harm only employees and they are not at all responsible 
for the prohibited transaction. The employer can avoid any substantial penalties 
by reducing or eliminating amounts contributed during nonexempt years. The 
employees, however, especially those whose services are terminated during a 
nonexempt year, could be severely penalized by taxation of the income of the 
trust and taxation of distributions as ordinary income rather than as a long- 
term capital gain. In the nonwillful type of case there should be some opportu- 
nity for the employer to rectify the prohibited transaction. In the willful case 
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the statute should provide for penalties against the guilty party commensurate 
with the extent of the violation. 
(g) Bvemptions from gift taxes 
Recommendation.—The ee from estate taxes accorded by section 2039 
(c) should be extended to gift tax 
Heplanation.—This is pombe re for by section 57 of the technical amendments 
bill of 1957, which should be enacted. 


(h) Time of taxing distributions received from contributory profit-sharing 
plans 


Recommendation.—Amend section 404 and section 72 so that distributions 
from a contributory profit-sharing plan shall not be taxable to the employee until 
such time as he shall have received amounts equal to the total of his contribu- 
tions, 

Explanation.—H. R. 8300 originally applied this rule to all employee annuities. 
However, in many cases, this seemed to work an inequity in the case of annuities. 
The present rule, however, is unworkable in the case of most profit-sharing plans 
where the number of installment distributions as well as the amount of each 
installment is subject to change from time to time. 


(i) Income taaw return for qualified trust 


Recommendation.—Section 6501 (g) (2) of the code should be amended to 
provide that if a qualified trust is held to be subject to income taxes for the 
taxable year for which a return was filed under section 6033, such return shall 
be deemed the return of the taxpayer for purposes of section 6501. 

Eeplanation.—This is provided for by section 70 of the technical amendments 
bill of 1957, which should be enacted. 


(j) Clarify “separation from. the service” 


Recommendation.—The intent of the phrase “separation from the service” 
in section 402 (a) (2) should be clarified. 

Baplanation.—The Commissioner has ruled (Rev. Rul. 57-115) that an officer- 
employee who continues as an Officer-director without compensation does not 
sustain a separation from service and that in order to do so “there must be a 
complete severance of all relationships between the employer and the employee 
as such.” An essential element of the employer-employee relationship is com- 
pensation. Certainly a director should not be considered an employee even 
though he is paid a fee for attending meetings. An officer of a corporation is 
not necessarily an employee. Section 402 should make clear that “termination 
of employment” in the common-law sense is intended. 

It should also be made clear that if a business is merged, consolidated, or sold, 
the employer may elect to terminate its plan or its successor may elect to continue 
the plan. To the extent that any distribution is made at the time of or incident 
to the transaction, distributions to employees should be treated as if there had 
been a separation from service, even though they become employed by the suc- 
ceeding busines. If the plan is continued, in whole or in part, the employee 
should be taxed when the funds are distributed in the same manner as if they 
had been entirely accumulated while employed by the succeeding employer. 


(k) Employees of foreign subsidiaries 

Recommendation.—Permit a parent employer to include under its plan all 
employees of its foreign subsidiaries who are citizens of the United States 
while their services are performed outside the United States based upon com- 
pensation paid by such subsidiaries. 

Eaplanation.—Many American companies with foreign interests are faced 
with serious problems in sending United States employees abroad. The laws of 
the various foreign countries (through blocked currency, legally required fringe 
benefits, etc.) prevent participation by the foreign subsidiary in the parent em- 
ployer’s retirement plan. American employees in the foreign service of the 
parent are technically not employees of the parent and thus are precluded from 
the benefits of the parent’s program. These circumstances hamper American 
activity abroad and could be avoided were such employees regarded as employees 
of the parent for the purposes of section 401 through 404. 

Contributions for the benefit of such employees should be deductible under 
section 404 to the same extent as if such citizens were employees of the parent. 
Parent employer corporations could avail themselves of these provisions only 
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through execution of agreements with the Secretary or his delegate in a manner 
similar to that provided in the Social Security Act, thus preventing abuse. 


(1) Treatment of Employees with both Domestic and Foreign Service 


Recommendation.—Section 72 (f) should be amended so that the portion of the 
aggregate employer costs under a qualified pension trust required to provide pen- 
sion benefits based on a period of bona fide foreign residence (or on a period 
during which an employee satisfied the “physical presence” test of section 911 (a) 
(2), provided the limitations specified in that section are not exceded) may be 
treated as consideration paid by the employee for purposes of determining the 
taxability of his pension benefits, regardless of whether such costs were paid to 
the trust by the employer prior to 1951 or whether the employee’s benefits are 
fully funded at his retirement date. 

Ezplanation.—Section 72 (f) represents a radical departure from the 1939 
code and does not provide for an equitable determination of the taxability of an 
employee’s pension benefits where such benefits are based in whole or in part on 
a period of foreign service. When an employee’s pension benefits are based on a 
period or periods of foreign service which satisfy the requirements of section 911 
(a), a portion of such benefits should be excludable from his taxable income, 
The commissioner’s regulations under section 72 (f) of the code specifically con- 
template such result. However; section 72 (f) is not consistent with section 911 
(a) of the code in that, in general, under section 911 (a) earned income (subject 
to the limitation specified in section 911 (a) (2) ) attributable to a qualified period 
of foreign residence constitutes earned income from sources without the United 
States and is not taxable to the recipient, regardless of when received. 

Under section 72 (f), however, only such amounts as would not have been in- 
cluded in the gross income of the employee at the time they were contributed to a 
qualified trust may be treated as consideration paid by the employee. Thus, 
amounts contributed by an employer under a qualified pension trust prior to 
1951 on behalf of a foreign-service employee cannot be treated as consideration 
paid by the employee unless he was actually abroad at the time of such contribu- 
tions or he returned to the United States in the year in which such contributions 
were made. 

Section 72 (f) is inequitable since under that section the taxability of a foreign- 
service employee’s pension benefits depends in part on when his employer deter- 
mined to fund such benefits. The pension benefits of two employees who have 
identical periods of foreign service and who retire after 1951 may be taxed differ- 
ently depending upon whether their benefits were funded before or after 1951. 
Moreover, section 72 (f) in its present form may produce an inequitable result in 
determining the taxability of a foreign-service employee’s pension benefits where 
such benefits are funded under a self-administered pension trust, since under such 
a trust an employee’s pension benefits need not be fully funded at the time he 
retires. Rev. Rul. 57-75 indicates that for purposes of applying section 72 
(f) only actual employer contributions may be considered. Unless the single-sum 
cost required to provide a foreign-service employee’s pension benefits (appro- 
priately reduced to reflect trust earnings, ete.) may be used in applying section 
72 (f), the procedures outlined in section 72 seem unworkable since section 72 
contemplates a single determination of the taxable portion of the employee's 
annual benefits and assumes that such determination will be applicable through- 
out the balance of the retired employee’s lifetime. Any determination based on 
partial funding would not be realistic, would penalize the employee, and appar- 
ently would require a new determination for each subsequent year. 

The Illinois State Chamber of Commerce sincerely urges that your committee 
give serious consideration to these recommendations. 

Thank you, gentlemen. 


The Cuairman. Mr. Mason will inquire. 

Mr. Mason. Mr. Lanterman, I want to compliment you upon the 
concise, specific, and same recommendations you have made in both 
of those fields, the field of rate and also of the administration of the 
code and policies of the code. We can get something out of that be- 
cause your recommendations are specific, they are definite. That 
should be a great help to the committee and to its staff in trying to 
arrive at some kind of an improvement in our present laws, 

I compliment you, sir. 
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Mr. Lanrerman. Thank you. 

The Cuarrman. The Chair also wishes to compliment you, sir. 

Mr. Lanterman. Thank you. 

The Cuamman. The next witness is Mr. Frank C. Corley. Please 
come forward, and give your name, address, and the capacity in which 
you appear, for the benefit of the record. 


STATEMENT OF FRANCIS C. CORLEY, IN BEHALF OF THE GRAPHIC 
ARTS ASSOCIATION OF ST. LOUIS, MO. 


Mr. Cortey. My name is Francis Corley, St. Louis, Mo., 1832 Wash- 
ington. I represent the Graphic Arts Association of St. Louis, and 
I represent myself. Mr. Chairman, I realize and appreciate that this 
committee has not a lot of time, and that you have heard quite a few 
of the things that I was planning to present. But I would like to go 
over this very rapidly and point out a few statements here and there 
that I think have not been covered and which are of interest to the 
committee. 

The Cxarrman. Mr. Corley, do you want your entire statement and 
the supplements at the end thereof to be included in the record ? 

Mr. Cortey. Yes, sir. 

bbe Cuatrman. Without objection, they will be included in the 
record. 

Mr. Cortey. You already know the people I represent, so I will ski 
over that portion of my statement. Not only do the printers a 
suppliers that I am representing fully realize the dangerous economic 
situation which has been brought about by a burdensome tax system, 
but we are alarmed by the reluctance of those in our industry to plan 
for expansion. 

Gentlemen, our country has grown and provided the best standard 
of living in the world because men with vision were willing to invest 
their money as venture capital, expand their businesses and provide 
employment. If our Nation is to continue to grow and provide the 
employment for the millions of people who will be added to the 
population in the years ahead, we must make expansion of business 
attractive and profitable. 

As an individual, and as the head of the firm founded by my father, 
I have been dismayed over the apparent indifference of those formu- 
lating the tax laws to the commonsense application of a tax system 
that is not only fair and equitable but is designed to bring about the 
most good for the most people. 

The present internal revenue code seems to have grown willy-nilly 
as the need for revenue increased with little thought as to the economic 
results and consequences. The philosophy of Federal taxation con- 
ceived in 1913, while acceptable in the minor proportions of its in- 
ception when enlarged and multiplied to its present state has become 
a serious threat to our country’s well-being. 

In the early days of the income tax, it was little more than a nuisance 
with rates of from 1 to 7 percent, but today with rates on business up 
to 52 percent and on personal income up to 91 percent, income and 
corporation taxes are Ps the most important factor in deter- 
mining the direction of all business and financial activity. 
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As chairman of the legislative committee of the Graphic Arts As- 
sociation of St. Louis, I proposed a survey of our membership to de- 
termine the feeling of management toward the expansion of their 
businesses and their feeling toward tax reform. The results of this 
survey, which I am sure each of you gentlemen will find most en- 
lightening, is included with my testimony as exhibit A. 

ay I call your particular attention to question 5 on page 3 which 
asks if the head of the firm would consider expanding his business 
if he could be ‘practically guaranteed success at a 100 percent increase 
in volume. Response to this question indicated that 70 percent of 
the businessmen polled are not interested in getting bigger under the 
present tax structure. 

Speaking personally, I have today in my office the blueprints for 
expansion of our business into a closely related specialty. Although 
not guaranteeing success, this plan has sufficient merit to attract our 
attention to the extent that we have spent some money exploring it. 
Should I, and my associates, decide to enter into this new phase of 
our business we would need to employ an additional 50 people. We 
would need to purchase a considerable amount of material and equip- 
ment and would need additional space. 

Each of these things would have a stimulating effect wpon the econ- 
omy of our community, and the Nation, but gentlemen, I can tell you 
honestly and sincerely, that we have no intention, under the present 
tax laws, of going ahead with this plan. Why should we? Why 
should we tighten our belts and take the risk. We've got the normal 
and customary management headaches now—why take a chance and 
assume additional burdens for bigger headaches. 

Our case parallels that of 70 percent of our associates in the printing 
industry who said that they would not expand their businesses even 
though success were practically assured, under the present tax struc- 
ture. But mind you, 93 percent said that they would expand under 
a more favorable tax structure. (Question 7, exhibit A.) People 
want to grow. There’s a lot of satisfaction in building a good busi- 
ness, but the rewards are not in the least degree commensurate with 
the risk. 

I would like for a moment to look at the reportedly popular con- 
ception of tax reduction which would allow all taxpayers an addi- 
tional exemption (or allowance for dependents) of $100 or some such 
figure. I am sure that all of you gentlemen are most familiar with 
the fact that such a provision would have the immediate effect of re- 
moving millions of persons from the tax rolls entirely. 

The immediate cost of such a plan would be about $3 billion, and 
the Federal Government, as you well know, can ill afford to be de- 
prived of this sum at this time. Actually, because of the direct in- 
flationary effect of such action, all that would be accomplished would 
nore everyone would have a little more spending money for a little 
while. 

Almost $35 billion annually is received by the Federal Government 
from income taxes paid by individuals. Of this amount 83 percent 
comes from the basic 20 eagree element and 17 percent from the 
progressive element. Of this 17 percent progressive element, one-half 
of the tax is paid by people in the first 10 percent range of the pro- 
gression. Now, if you take several million people off the tax rolls 
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entirely, the amount of money lost can only be recovered from these 
people in the first 10 percent ep cee 

e very rich, whether the opinion is that they’re taxed enough 
or not, even if they were taxed 100 percent, could not for long make 
up the necessary amount so lost. So the burden falls on the middle 
fellow. When this man, this workingman, the craftsman, sees that 
he’s carrying the freight for the other guy, the ne’er do well, the 
itinerant worker, he’s going to be pretty resentful. Perhaps, the free- 
loader feels in his heart he really should carry his load, but he’s not 
going to make any voluntary contributions. So the middle man 
carries it, the man who is the backbone of American industry. 

He resents this, and his resentment naturally results in resentment 
toward his representatives. A resentment which causes him to seek 
whatever avenue he can to escape. Not necessarily a dishonest ave- 
nue—but he no longer is taxed willingly. In a democracy the rulers 
rule by consent, but you no longer have this man’s consent. If he 
no longer pays his tax willingly, it must be exacted from him by 
force. You rule by force and rule by force requires Federal police 
for enforcement. This—is a police state. 

But again to business, no one can show conclusively the number 
of small and middle-sized businesses—or, even large manufacturers— 
who have found their only avenue of escape to merger with another 
company. 

Again this penalizing situation, which I have mentioned as eS 
affecting our middle income group, is true also in the case of small 
business. It is virtually impossible—economically—for a small busi- 
ness to grow into a big business except by a merger or by acquisition 
by a larger business. It is not a question here Cin business) of how 
ambitious or capable a man may be. Whatever his reason for being 
in business, the successful businessman cannot, without taking foolish 
chances, expand because the risk, the penalties, and the taxing pro- 
gressions are too great. 

Or, a man who has accumulated some money and has been allowed 
to retain it because he has been fortunate enough to be able to take ad- 
vantage of special provisions for capital gains, or for depletion allow- 
ances, will find no reason for investment in business (even though 
he is more than reasonably sure of an income return), when he can 
keep his money in tax exempt bonds and come out ahead. 

Gentlemen, [ could cite here many instances, tell many familiar 
stories to point out how individuals or groups who can invest money 
in the expansion, or in the birth of a business find no advantage in so 
doing because of the heavy penalties if they are successful. 

Secretary Humphrey, in testimony before this House Ways and 
Means Committee in 1957, stated that while the national products 
growth factor had remained at its historic 3 a increase per 
cael the income tax yield to the Government had increased only one- 

alf of 1 percent. 

Why, if gross national product has increased at a 3 percent rate 
has not income to the Government been in the same proportion ? 
Because normal expansion and growth have not taken place—be- 
cause profits are not there to tax and because fresh enterprise has 
been so penalized and repressed it is not happening. 
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We believe that with the exception of the very large and the very 
small, businesses have quit growing, have quit buying, and have quit 
replacing wornout machinery and have almost quit making profits, 
and the taxes you collect are on profits. If there are no profits, there 
is no revenue to the Government. 

Gentlemen, business cannot stand still—it goes backward. Those 
pretty green lawns and freshly painted flagpoles you see from trains 
are fronts for factory buildings with 20-year-old insides. The anti- 
gees equipment and machinery is still doing the job it was first 

esigned for, but let’s face the fact that eeeitionad built 20 years 
ago was not designed for 1958 or 1965. Look again at exhibit A, 
queria 4—yvou will note that 90 percent of those surveyed said that 

ey would be unable to consider replacement of antiquated equip- 
ment or if it was absolutely essential to purchase new machines, 
they would have to borrow the money. 

sn’t it alarming to think of the defense of our Nation being de- 
pendent upon equipment designed and built before the advent of a 
thing like television ? 

All this may sound preposterous with the apparent prosperity 
around us, but it is the status of American business as we know it. 
Let’s look at some facts presented in my exhibits. No need to look, 
I can explain this point with words. Basic industry has set a pattern 
of wage and price spirals, the end result of which has been infla- 
tion. Now here’s why the printing industry is particularly affected. 
In some industries, where the labor cost is 10 percent of the cost of 
product, a 10 percent increase in wages would require only a 1 per- 
cent increase in the price of the product to recover the increase in 
cost. In the pouleng industry our labor costs are roughly 50 percent 
of our cost of product. If wages are increased 10 percent in accord- 
ance with the pattern set by basic industry, we must mark up our 
product approximately 5 percent to recover our cost. Perhaps, we 
can do this for 1 or 2 years and get away with it, but eventually our 
customers object. So, gentlemen, even though our total national 
sales in the printing industry increased over 104 percent on the 
average in the last 10 years, our profits declined 3344 percent. (See 
exhibits C and D.) 

You may believe me when I say that the profit ratio was the last 
figure on our cost sheets that we permitted to be adjusted downward. 
First, we tried to increase production in proportion to increased labor 
costs. We were unsuccessful for the most part. Then we ca 
replacing old machinery and stopped adding new equipment. Then, 
we discontinued paying dividends to our stockholders. Our next 
step was to cut administrative salaries or to maintain them at levels 
that did not reflect inflation. Finally, we had to start paring the 

rofits. 

7 Now this is the unhealthy climate that the printing industry has 
found itself living in. Unhealthy because there has been no oppor- 
tunity for growth. As a segment of the American economy, all 
business and industry should be growing year after year. A healthy 
industrial machine is essential to the American way of life, and it is 
essentially necessary to the successful conduct of war. 

This stagnation of the printing industry must be of vital concern to 
this committee because all business and industry must be encouraged 
to grow and prosper; if for no other reason it must grow and prosper 
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so that profits may be provided upon which the Government can levy 
taxes. And since it is clearly evident from these figures that prove 
soaring dollar volumes and declining profits that increasing taxes 
will no longer produce revenue, let’s try reducing taxes to stimulate 
business and thereby increase tax revenue. 

For example, I earlier stated that under the present tax structure 
I personally, as head of the Corley Printing Co., will not consider 
expansion into a related business enterprise that would employ 50 
or more people. May I point out that the Government will not get 
the withholdéng taxes on a payroll of $300,000 a year from the 50 
people that I will not employ, to say nothing of the potential profits 
that I will not make. My situation can be multiplied by thousands 
and we in the printing industry are but a small part of the national 
pee picture. : 

mentioned earlier that we are concerned with the well-being of 
our employees, and because of this, we attempted to find out what they 
think. May I call your attention to exhibit B—and I request Mr. 
Chairman, that this exhibit be included in the record—which shows 
a poll of printing-trade employees and specifically the question in 
which it is evidenced that the workers believe that 25 percent is the 
maximum which should be taken for taxes from any individual no 
matter what he makes. This is evidence of how the people feel. These 
people want our industry to expand to provide jobs and opportunity 
for their sons and grandchildren. They don’t want us taxed out of 
business. These people are not Russian peasants. They’re dignified 
thinking American citizens and their opinion counts. They’re not 
fooled that all business is evil. Besides, of the 4 million businesses in 
this country, 84 percent of them are not incorporated and are owned 
and run by individuals. 

The members of the Graphic Arts Association of St. Louis are con- 
vinced that the reduction of taxes, both corporate and individual, can 
be the only assurance that this Nation will go forward. 

We, as a group, have studied many plans for tax revision and of them 
all, we have wholly endorsed the tax reduction bill filed by Represent- 
ative Antoni N. Sadlak (H. R. 6452), and of course, the identical 
bill filed by Representative A. S. Herlong, Jr. (H. R. 9119). 

I need not tell you the contents of these identical bills but as a 
spokesman for an organization representing management that employs 
thousands of people, we want to say that this bill (Sadlak-Herlong) 
comes closer to fulfilling needed tax reform than any we have studied. 
We realize it is just plan silly to advocate a simple reduction of taxes 
when the needs of Government, particularly for defense, are so great. 
But if you leave the tax structure as it is, or if you raise taxes any more, 
you will be killing business. If you kill business you destroy your 
source of revenue. And if individual progressive rates are allowed 
to continue as written, incentive is not only taken away, but as a man 
progresses so does his resentment. 

Whether this bill is approved in its entirety is up to this committee. 
Study, exploration of all facets of income taxation, is the reason why 
this committee is holding these hearings. Gentlemen, you need 
money—so do we. Encourage us to make it; make it easier for us to 
make, and we'll be able to give it to you. 
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The stipulation for an orderly reduction of both corporate and indi- 
vidual taxes contained in this bill means a minimum, if any, loss in 
revenue now, and it means increased revenue in the years to come. 
This isn’t tax reduction in reality-—it’s tax reform. 

I will be happy to answer any questions, Mr. Chairman. 

(The statement referred to follows :) 


TESTIMONY OF FRANCIS C. CORLEY 


(All references and recommendations in this testimony concern secs. 1, 2, 3, 
4, and 11 of the Internal Revenue Code of 1954, as revised) 


Gentlemen, my name is Francis Corley. I am the president of the Corley 
Printing Co., 1832 Washington Avenue, St. Louis, Mo., which can be classified 
under the description of the Department of Commerce as a small business. We 
employ 60 people who are printing craftsmen, and our gross business is approxi- 
mately $900,000 per year. We are, in a measure of speaking, a successful busi- 
ness. At least we’ve been able to stay in business for 29 years. 

I am privileged to appear before this committee to present my views con- 
eerning the basic policies underlying our internal revenue tax laws. I repre- 
sent, through the vote of the board of directors of the Graphic Arts Associ- 
ation of St. Louis, the membership of this organization which consists of more 
than 200 printers plus allied industries. The dollar volume of printing in 
St. Louis is about 60 million annually. I also speak as an individual. Having 
a thorough knowledge of local conditions in this trade, I feel qualified to speak, 
generally, toward the conditions of the industry as a whole within the limits of 
the interest of this committee. 

As businessmen and managers making up a segment of all industry, we are 
concerned with the cause and effect of the economics of our country. 

The well-being of our employees is of vital concern to all of us. We are 
particularly interested in their problems because in order for our businesses 
to succeed we must have satisfied employees. Later, in this dissertation I 
intend to tell how they are affected by what I have to say. 

Not only do the printers and suppliers I am representing fully realize the 
dangerous economic situation which has been brought about by a burdensome 
tax system, but we are alarmed by the reluctance of those in our industry to 
plan for expansion. 

Gentlemen, our country has grown and provided the best standard of living 
in the world because men with vision were willing to invest their money as 
venture capital, expand their businesses, and provide employment. If our 
Nation is to continue to grow and provide the employment for the millions of 
people who will be added to the population in the years ahead, we must make 
expansion of business attractive and profitable. We must eliminate, to the 
greatest degree possible, the discrimination against any business—large or 
small—which has the desire to grow and to contribute to the growth of the 
Nation. 

Taz philosophy affects growth of industry 

As an individual, and as the head of the firm founded by my father, I have 
been dismayed over the apparent indifference of those formulating the tax laws 
to the commonsense application of a tax system that is not only fair and equi- 
table but is designed to bring about the most good for the most people. The 
present Internal Revenue Code seems to have grown willy-nilly as the need for 
revenue increased with little thought as to the economic results and conse- 
quences. The philosophy of Federal taxation conceived in 1913, while acceptable 
in the minor proportions of its inception when enlarged and multiplied to its 
present state has become a serious threat to our country’s well-being. In the 
early days of the income tax, it was little more than a nuisance with rates of 
from 1 to 7 percent, but today with rates on business up to 52 percent and on 
personal income up to 91 percent, income and corporation taxes are probably the 
most important factor in determining the direction of all business and financial 
activity. No longer can we say or reason “is this sound business,” we must 
determine “what's the tax angle?” 
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Survey of printing employers 

As chairman of the Legislative Committee of the Graphic Arts Association of 
St. Louis, I proposed a survey of our membership to determine the feeling of 
management toward the expansion of their businesses and their feeling toward 
tax reform. The results of this survey, which I am sure each of you gentlemen 
will find most enlightening, is included with my testimony as exhibit A; and 
I ask Mr. Chairman, that this exhibit be included in the record. 

May I call your particular attention to question 5 on page 3 which asks if the 
head of the firm would consider expanding his business if he could be practically 
guaranteed success at a 100-percent increase in volume. Response to this ques- 
tion indicated that 70 percent of the businessmen polled are not interested in 
getting bigger under the present tax structure. 


Personal experience 

Speaking personally, I have today in my office the blueprints for expansion 
of our business into a closely related specialty. Although not guaranteeing suc- 
cess, this plan has sufficient merit to attract our attention to the extent that 
we have spent some money exploring it. Should I, and my associates, decide to 
enter into this new phase of our business we would need to employ an addi- 
tional 50 people. We would need to purchase a considerable amount of material 
and equipment and would need additional space. 

Each of these things would have a stimulaing effect upon the economy of our 
community, and the Nation, but gentlemen, I can tell you honestly and sincerely, 
that we have no intention, under the present tax laws, of going ahead with this 
plan. Why should we? Why should we tighten our belts and take the risk. 
We've got the normal and customary management headaches now—why take 
a chance and assume additional burdens for bigger headaches. 

Our case parallels that of 70 percent of our associates in the printing industry 
who said that they would not expand their businesses even though success were 
practically assured. But mind you, 93 percent said that they would expand 
under a more favorable tax structure (question 7, exhibit A). People want 
to grow. There’s a lot of satisfaction in building a good business, but the re- 
wards are not in the least degree commensurate with the risk. 


Additional exemption for dependents meaningless 


I would like for a moment to look at the reportedly popular conception of 
tax reduction which would allow all taxpayers an additional exemption (or 
allowance for dependents) of $100 or some such figure. I am sure that all of 
you gentlemen are most familiar with the fact that such a provision would have 
the immediate effect of removing millions of persons from the tax rolls entirely. 
The immediate cost of such a plan would be about $3 billion, and the Federal 
Government, as you well know, can ill afford to be deprived of this sum at this 
time. Actually, because of the direct inflationary effect of such action, all that 
would be accomplished would be that everyone would have a little more spending 
money for a little while. 


Source of taxres and discrimination in tax 


Almost $35 billion annually is received by the Federal Government from income 
taxes paid by individuals. Of this amount 83 percent comes from the basic 20 
percent element and 17 percent from the progressive element. Of this 17 percent 
progressive element, one-half of the tax is paid by people in the first 10 
percent range of the progression. Now, if you take several million people off 
the tax rolls entirely, the amount of money lost can only be recovered from these 
people in the first 10 percent progression. The very rich, whether the opinion 
is that they’re taxed enough or not, even if they were taxed 100 percent, could 
not for long make up the necessary amount so lost. So the burden falls on the 
middle fellow. When this man, this workingman, the craftsman, sees that he’s 
carrying the freight for the other guy, the ne’er-do-well, the itinerant worker, 
he’s going to be pretty resentful. Perhaps, the free loader feels in his heart 
he really should carry his load, but he’s not going to make any voluntary con- 
tribution. So the middleman carries it, the man who is the backbone of American 
industry. He resents this, and his resentment naturally results in resentment 
toward his representatives. A resentment which causes him to seek whatever 
avenue he can to escape. Not necessarily a dishonest avenue—but he no longer 
is taxed willingly. In a democracy the rulers rule by consent, but you no longer 
have this man’s consent. If he no longer pays his tax willingly, it must be 
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exacted from him by force. You rule by force and rule by force requires Federal 
police for enforcement. This is a police state. 

But again to business, no one can show conclusively the number of small and 
middle-sized business—or, even large manufacturers—who have found their only 
avenue of escape to merge with another company. 


Mergers and sellouts caused by tax rates 

Again this penalizing situation, which I have mentioned as strongly affecting 
our middle income group, is true also in the case of small business. It is. virtually 
impossible—economically—for a small business to grow into a big business except 
by a merger or by acquisition by a larger business. It is not a question here (in 
business) of how ambitious a man may be. Whatever his reason for being in 
business, the successful businessman cannot, without taking foolish chances, 
expand because the risk, the penalties and the taxing progressions are too great. 

Or, a man who has accumulated some money and has been allowed to retain it 
because he has been fortunate enough to be able to take advantage of special 
provisions for capital gains, or for depletion allowances, will find no reason for 
investment in business (even though he is more than reasonably sure of an in- 
come return), when he can keep his money in tax exempt bonds and come out 
ahead. 

Gentlemen, I could cite here many instances, tell many familiar stories to 
point out how individuals or groups who can invest money in the expansion, or 
in the birth of a business find no advantage in so doing because of the heavy 
penalties if they are successful. 


Decline in Government revenues despite national products growth 


Secretary Humphrey, in testimony before this House Ways and Means Com- 
mittee in 1957, stated that while the national products growth factor had re- 
mained at its historic 3 percent increase per year, the income tax yield to the 
Government had increased only one-half of 1 percent. 

Why, if gross national product has increased at a 3 percent rate has not in- 
come to the Government been in the same proportion? Because normal ex- 
pansion and growth have not taken place—because profits are not there to tax 
and because fresh enterprise has been so penalized and repressed it is not 
happening. 

We believe that with the exception of the very large and the very small, busi- 
nesses have quit growing, have quit buying, and have quit replacing wornout 
machinery and have almost quit making profits, and the taxes you collect are on 
profits. If there are no profits, there is no revenue to the Government. 

Gentlemen, business cannot stand still—it goes backward. Those pretty green 
lawns and freshly painted flagpoles you see from trains are fronts for factory 
buildings with 20-year-old insides. The antiquated equipment and machinery is 
still doing the job it was first designed for, but let’s face the fact that machinery 
built 20 years ago was not designed for 1958 or 1965. Look again at exhibit A, 
question 4—you will note that 90 percent of those surveyed said that they would 
be unable to consider replacement of antiquated equipment, or if it was absolutely 
essential to purchase new machines they would have to borrow the money. 

Isn’t it alarming to think of the defense of our Nation being dependent upon 
equipment designed and built before the advent of a thing like television? 


General inflation and varying business ratios 


All this may sound preposterous with the apparent prosperity around us, but it 
is the status of American business as we know it. Let’s look at some facts pre- 
sented in my exhibits. No need to look, I can explain this point with words. Basic 
industry has set a pattern of wage and price spirals, the end result of which has 
been inflation. Now here’s why the printing industry is particularly affected. In 
some industries, where the labor cost is 10 percent of the cost of product, a 10-per- 
cent increase in wages would require only a 1-percent increase in the price of the 
product to recover the increase in cost. In the printing industry our labor costs 
are roughly 50 percent of our cost of product. If wages are increased 10 percent, 
in accordance with the pattern set by basic industry, we must mark up our prod- 
uct approximately 5 percent to recover our cost. Perhaps we can do this for 1 or 2 
years and get away with it, but eventually our customers object. So, gentlemen, 
even though our total national sales in the printing industry increased over 104 
percent on the average in the last 10 years, our profits declined 33% percent. (See 
exhibits C and D.) 
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You may believe me when I say that the profit ratio was the last figure on our 
cost sheets that we permitted to be adjusted downward. First, we tried to increase 
production in proportion to increased labor costs. We were unsuccessful for the 
most part. Then we stopped replacing old machinery and stopped adding new 
equipment. Then we discontinued paying dividends to our stockholders. Our 
next step was to cut administrative salaries or to maintain them at levels that did 
not reflect inflation. Finally, we had to start paring the profits. 


Preparedness for war 


Now, this is the unhealthy climate that the printing industry has found itself 
living in. Unhealthy because there has been no opportunity for growth. As a 
segment of the American economy, all business and industry should be growing 
year after year to meet the demands of a rapidly increasing population. A healthy 
industrial machine is essential to the American way of life, and it is essentially 
necessary to the successful conduct of war. 

How are we going to regain leadership in the development of guided missiles 
and the science of nuclear physics when private research cannot be financed 
by industry itself. 

The stagnation of the printing industry must be of vital concern to this com- 
mittee because all business and industry must be encouraged to grow and prosper ; 
if for no other reason it must grow and prosper so that profits may be provided 
upon which the Government can levy taxes. And since it is clearly evident from 
these figures that prove soaring dollar volumes and declining profits that increas- 
ing taxes will no longer produce revenue, let’s try reducing taxes to stimulate 
business and thereby increase tax revenue. 

For example, I earlier stated that under the present tax structure I personally, 
as head of the Corley Printing Co., will not consider expansion into a related 
business enterprise that would employ 50 or more people. May I point out that 
the Government will not get the withholding taxes on a payroll of $300,000 a year 
from the 50 people that I will not employ, to say nothing of the potential profits 
that I will not make. My situation can be multiplied by thousands and we in 
the printing industry are but a small part of the national expansion picture. 
Survey of printing employees 

I mentioned earlier that we are concerned with the well-being of our em- 
ployees, because of this, we attempted to find out what they think. May I call 
your attention to exhibit B (and I request Mr. Chairman, that this exhibit be 
included in the record) which shows a poll of printing-trade employees and 
specifically the question in which it is evidenced that the workers believe that 
25 percent is the maximum which should be taken for taxes from any individual 
no matter what he makes. This is evidence of how the people feel. These 
people want our industry to expand to provide jobs and opportunity for their sons 
and grandchildren. They don’t want us taxed out of business. These people 
are not Russian peasants. They’re dignified thinking American citizens and 
their opinion counts. They’re not fooled that all business is evil. Besides, of 
the 4 million businesses in this country, 84 percent of them are not incorporated 
and are owned and run by individuals. 


Recommendation and endorsement of Sadlak-Herlong bill 


The members of the Graphic Arts Association of St. Louis are convinced that 
the reduction of taxes, both corporate and individual, can be the only assurance 
that this Nation will go forward. We, as a group, have studied many plans for 
tax revision and of them all, we have wholly endorsed the tax reduction bill filed 
by Representative Antoni N. Sadlak (H. R. 6452), and of course, the identical bill 
filed by Representative Sydney A. Herlong, Jr. (H. R. 9119). 

I need not tell you the contents of these identical bills, but as a spokesman 
for an organization representing management that employs thousands of people, 
we want to say that this bill (Sadlak-Herlong) comes closer to fulfilling needed 
tax reform than any we have studied. We realize it is just plain silly to advocate 
a simple reduction of taxes when the needs of Government, particularly for 
defense, are so great. But if you leave the tax structure as it is, or if you 
raise taxes any more, you will be killing business. If you kill business you 
destroy your source of revenue. And if individual progressive rates are allowed 
to continue as written, incentive is not only taken away, but as a man progresses 
so does his resentment. Whether this bill is approved in its entirety is up 
to this committee. Study, exploration of all facets of income taxation, is the 
reason why this committee is holding these hearings. Gentlemen, you need 
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money—so do we. Encourage us to make it; make it easier for us to make, 
and we'll be able to give it to you. 

The stipulation for an orderly reduction of both corporate and individual 
taxes contained in this bill means a minimum, if any, loss in revenue now, and 
it means increased revenue in the years to come. This isn’t tax reduction in 
reality—it’s tax reform. 

I will close this testimony with our authorized and fervent hope that this 
committee will recommend to the Congress passage of the Sadlak-Herlong bill 
so that all people—not special interests or special groups—may profit. 


SUMMARY 


1. That a survey of employers of the printing industry indicates that industry 
growth has been seriously arrested by excessively high income tax rates. 

2. That a survey of employees of the printing trades indicates an acute aware- 
ness of the plight of the industry and concern as to its future. That the employee 
is an eminently fair person regarding the taxes paid by others. And that he is 
not convinced that business is evil per se. 

3. That high tax rates are causing business sellouts, failures, and mergers. 

4. That despite dollar growth—profits have decreased dangerously. 

5. That industry has been so restricted in growth and improvement by con- 
fiscatory taxes that our industrial capacity for war is seriously impaired. 

6. That Government revenues can only be increased by stimulating business to 
grow to create profits upon which to levy taxes. 

7. Recommendation.—That the Graphic Arts Association of St. Louis fully 
recommends and endorses the passage of the Sadlak-Herlong bill. 


Exuisit A 
EMPLOYERS’ Tax SURVEY 


(Graphie Arts Association of St. Louis, Mo.—Issued to 200 printing-trade em- 
ployers in the St. Louis area, fall, 1957) 


1. a question: Has the volume of your business increased in the past 2 
years 

The answers: 70 percent said yes ; 30 percent said no. 

Of those claiming an increase in volume, 86 percent said the increase has been 
between 10 and 25 percent. Fourteen percent have had a 50 percent increase. 

2. The question: Has your percentage of net profits, after taxes, increased in 
proportion? 

The answers: Yes, 10 percent; no, 90 percent. 

3. The question: Do you periodically retire equipment and purchase new or 
improved models? 

The answers: Yes, 52 percent; no, 48 percent. 

4. The question: How would replacement be financed ? 

The answers: 
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5. The question: Would you consider expansion to handle a 100-percent in- 
crease in your present volume of business if success were practically guaranteed? 

The answers: Yes, 30 percent ; no, 70 percent. 

6. The question: If, under the present tax structure, the opportunity was pre- 
sented to change your specialty or expand your present operation with every 
probability of success, increasing your gross income but requiring investment 
funds, would you consider it favorably? 

The answers: Yes, 45 percent; no, 55 percent. 

7. The question: Would you consider expansion, as outlined in the previous 
question, under a more advantageous tax structure? 

The answers: Yes, 93 percent ; no, 7 percent. 

8. The question: Presuming that surtax rates on Federal corporation tax are 
paid by your firm—would you prefer : 

That they be reduced by 10 percentage points over a 5-year period—92 
percent. 

That they remain the same—0. 

That the 47 percent basic tax remain and the 5 percent temporary tax be 
eliminated—S8 percent. 

(Notr.—Only two-thirds of the firms were qualified to answer the question.) 

9. The question: Do you feel that the high tax rates on individuals tend to: 

Take away people’s incentives—69 percent. 

Force people to work harder to earn more money—15 percent. 

Stir people to move into higher brackets—1 percent. 
(Note.—Other comment to bring total to 100 percent. ) 





Exursir B 
Empioyvess’ Tax SURVEY 


(Graphic Arts Association of St. Louis, Mo.—A survey conducted among 450 
printing trades craftsmen in St. Louis, Mo.) 


1. The question: Do you want your taxes reduced? 
Yes, 95 percent; no, 5 percent. 
2. The question: If you had a choice, which type of tax reduction would you 
prefer? 
An increase of $100 for each dependent, 23 percent. 
A decrease in the 20-percent rate by 1 percent a year to 15 percent at the 
end of 5 years, 66 percent. 
A decrease in the amount paid over and above 20 percent, 11 percent. 
8. The question: Do you think the top rate on taxable income over the basic 
. 20 percent you pay should be: 
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Exurstt C 


Reproduced from Printing and Publishing, Forest Products Division, Business and 


Defense Services Administration, 
collected by the Bureau of Census. 


414 





f2seweed £9 OPwENEEED EF WOR HO HIROG Meeees Bwretnene fue Bunwag 44 pening 
ee ee ee ee 


N33Y¥9S WIS ONIAVYONS ayunAvEd AHdVYSOHLIT SS3udu31131 
vS6i Lvéi vS6i Lv6! vS6i Lb6i vS6l Lbél S6i 26! 


















%6vl+ %EEt $%: ; 
A 00s 
000"! 
oos'! 
000'2 
% ect 00s’ 


$401 }0Q 4O SUOIIIW 
S61 OL 261 JONVHD LN30UN3d 


SS300Ud AG S1dIZ03Y 4O INIA 
ONILNIYd WIOYSWWOO 


CS 5 es 





GENERAL REVENUE REVISION 415 


Commercial printing—Receipts by process ($1,000)* 





1947 1954 Percent 
change 
LI. ihe ciciiten ction <i chebesussetssettsane ied 1, 769, 011 2, 434, 198 +37.6 
jee ged Nhdn gsunechyasasssvadencepdi~as~eupes Aaeyii ame = Hs 1, = = tos : 
WOM WS 1. den cb bic hinndiben dh hw nbitieaaidecteanind , i 
Wervineed kn Sebi he eth enna ns btblennenan died 45, 311 60, 084 +32. 6 
BIE COFCO nth. - Fscc se dpaghtey ade icgdchon spapeqaeal-sapenee 10, 929 27, 222 +149.1 





1 In addition to products listed under commercial printing in Census of Manufactures, these data include 
decals, greeting cards and books printed for publication by others, engraving and plate printing, plates made 
for others, photoengraving, electrotyping, stereotyping, etc. 


ExurpBit D 


TasLe No. 10.—Operating statement ratios for 10 years (from operating 
statements for 1947 through 1956-57) 





1947 | 1948 | 1949 | 1950 |1951-52|/1952-53/1953-54)1954-55 | 1955-56 | 1956-57 









































Number of reports. ..-....-.- ced 611 587 593 655 522 699 640 654 682 
qe |__| SSS =_ eaaeSS | ——_SS=S|)s§_aeE=——SE=|F_ wes 

I es cictiticzeee ee idiom 100. 00} 100.00) 100.00} 100.00) 100.00) 100.00} 100.00) 99.78) 99.55) 99.63 

Work in process, net changé.i}i .. 2. £2)... 2 i2) 2 fad See te 22 45 .37 
Value of product......-|...--.- 100. 

Materials used............--- 34.98] 34.19| 33.81] 35.27| 35.94! 36.17| 35.78] 35 

Factory fixed expenses... --.- 3.19} 3.50) 3.87) 3.92) 4.11) 3.85) 4.03) 4 

Factory wages. ........-.---- 30.43) 31.59) 31.58) 32.59) 32.90) 32.56) 33.08) 33. 

Other factory current ex- ’ 

wee ne bUiinga dtdne vhdeend 6.61} 6.37) 7.27) 4.61) 4.97) 460) 4.84 4 

ork in process, net change..| —.45 . 06 -10} —.46) —.57|) —.21] —.31|-----.-|-.----- 





——— |---| —- |__|} —— | | 





Factory costs of product.|.......|.....-.|-..-...|-.----.|------|-------|----.-- 77.70| 77. 99) 77.70 


Administrative expenses - - . -- 8.83} 871) 8.26) 8 8.12) 8.24; 8.45) 8.45) 822 
Selling expenses_............- 6.93) 6.41) 7. 7. : 7.35} 7.32) 7.52) 7.45 


Total administrative 
and selling expenses..| 15.76) 15.12} 15.75) 16.03) 15.55) 15.32) 15.59) 15.77) 15.97) 15.67 


Operating profit... .........- 9. 48) 7.62) 8.04) 7.10) 7.71) 6.69) 6.53 va 6. 63 
23 -ll 





























Net financial income or ex- 

















Net profit.............. 9.58; 9.11} 7.51; 810] 7.41| 7.84} 695} 6.64 6.27) 6.74 

ee | oes |e | Ss ee SSS SS OO eee 

Total payroll.......-...--.-.- 42.03) 42.69) 42.88) 44.42) 44.18) 43.65) 44.47) 44.64) 45.84) 43, 95 
Ratio of sales to— 

Total assets._.......-..-- 178,182) 173) 74] 170,185) 77,74) 183) 180 

Gross plant investment. 367 354 318| 334 329 351 330 319 310) 316 

Net work....-.......-.2. 277; 260/248, 250, -241| 264 260) 248) 278,208 


| | 


Reproduced from PIA Ratios for Better Printing Management, 1956-57. A composite of financial state- 
ments submitted by representative members of the industry. 








The CHarrman. Mr. Mason? 

Mr. Mason. I do not have a question, but I do have a statement 
to make. In my opinion, this is the soundest and best testimony we 
have had in a good many years on this tax problem. 

I am going to go over this very carefully, all through it, myself, 
because you have certainly based your arguments on sound principles. 

Mr. Cortey. I thank you, Mr. Mason. I have worked on this a 
long time, and I thought it was pretty good myself. 

Hie CHARMAN Are there any further questions? Mr, Eber- 
narter 
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Mr. Exernarter. I note from the record that you are from St. 
Louis and not from Illinois. 

Mr. Cortey. I am from St. Louis; yes, sir. 

' Mr. Mason. I can recognize greatness no matter where it comes 
rom. 

The Cuatrman. Mr. Curtis? 

Mr. Curtis. Mr. Chairman, I would like to say for the bene- 
fit of the committee that I have known Mr. Corley and his family 
personally for many years in the St. Louis community. They enjoy 
the greatest respect. I am happy that the committee recognizes the 
caliber and the hard work he has done in studying this matter. 

Mr. Cortey. Mr. Chairman, I would like to say one thing. 

You asked one of the gentlemen who appeared shortly before me 
if he could recommend tax reduction at a time like this. 

The CuHarrman. No; that was not what I said. I asked him 
whether or not he was recommending that we reduce taxes because 
he felt that the economy was slipping to such an extent that taxes 
should be reduced. 

Mr. Cortry. I misunderstood. 

The Cuarrman. That is, irrespective of the effect upon the budget. 

Mr. Cortey. I misunderstood. I thought perhaps there was more 
feeling that a reduction in taxes also meant a reduction in income 
to the Government. 

The CHarmMan. Sometimes it does and sometimes it does not. 

Mr. Cortey. I do not think in this regard it does. 

Mr. Mason. Mr. Chairman, it has never, in the history of this 
country, resulted in a reduction in the number of dollars that went 
into the Treasury. In fact, it has always resulted in an increased 
number of dollars because of the expansion of business. You can 
cite four times when we cut $7,400,000 from the tax amount, the cut 
in rates, and more dollars flowed into the Treasury after that. 

The Cuarrman. Mr. Sadlak? 

Mr. Saptax. Because the bells have rung, Mr. Chairman, I would 
like to endorse the first statement made by the distinguished gentle- 
man from Illinois in regard to the testimony presented here by Mr. 
Corley. I was particularly impressed with the conclusion he had on 
page 4, where he stated that if there are no profits, there is no revenue 
to the Government. He certainly amplified that very wonderfully 
and made a tremendous impression upon me. 

The Cuarmman. Are there any further question ? 

If not, Mr. Corley, we thank you for your appearance and the 
information you have given the committee. 

Mr. Cortry. I thank you, gentlemen. You have been very kind. 
I —~ not know why I was so nervous and stayed awake so late last 
night. 

e CHarrMAN. You should not have been. You made a fine state- 
ment. 

I know the next witness is someone from the Steel Founders’ Society 
of America, Cleveland, Ohio. 

Is there a witness representing this group in the room? If not, the 
next witness when the committee reconvenes at 2 o’clock will be Mr. 
C. W. Snyder. 

The committee stands in recess until 2 o’clock this afternoon. 
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(Whereupon, at 11:47 a. m., the hearing was recessed, to reconvene 
at 2 p.m. of the same day.) 
AFTER RECESS 


(The hearing was resumed at 2 p. m., Chairman Mills presiding.) 

The Cuarrman. The committee will be in order, please. 

Our next witness is Mr. C. W. Snyder. Mr. Snyder, will you 
identify yourself for the record and give your name, address, and the 
capacity in which you appear ? 


STATEMENT OF CLARENCE W. SNYDER, PRESIDENT OF THE 
GREATER TRENTON CHAMBER OF COMMERCE, TRENTON, N. J. 


Mr, Snyper. My name is Clarence W. Snyder. I am controller of 
the John A. Roebling’s Sons Corp. of Trenton, N. J., and I am cur- 
rently president of the Greater Trenton, N. J., Chamber of Commerce 
having a membership of about 2,500 people. I am here today to 
in behalf of the Greater Trenton Chamber of Commerce and its 
business and professional members concerning individual income tax 
rates. 

I am a small-fry, and I represent a lot of small-frys around the 
Trenton, N. J., area. For that reason I particularly appreciate the 
5 minutes that you have granted us. 

However, following Eisenhower’s great speech over there, I sup- 
pose what you hear from me now is an anticlimax. 

Even before your committee announced last summer its intentions 
to hold hearings this month concerning the Federal income tax. sys- 
tem, our chamber’s governmental affairs committee and board of 
directors, which had for some time been greatly disturbed by the 
present tax-rate structure, immediately set about to take an active part 
In Soe sound tax-reform proposals. 

After careful study we determined that H. R. 6452, a bill intro- 
duced by a distinguished member of this committee, Hon. Antoni N. 
Sadlak, of Connecticut, offered the soundest solution to correcting the 
faults in the present highly discriminatory and almost confiscatory 
tax-rate structure. As you know, under this bill the top bracket in- 
dividual rate is eventually reduced from 91 to 42 percent with reduc- 
tions in every bracket—the lowest being reduced from 20 to 15 per- 
cent of taxable income. 

' I am sure the members of this committee know a lot about the Sad- 
lak bill. Following our decision to support the Sadlak bill, we forth- 
with publicly announced our support of it in the form of a resolu- 
tion endorsing it wholeheartedly. A copy of this resolution was sub- 
mitted to the chairman of this committee on June 17, 1957, and to 
other Members of this Congress and others. Copies of this resolution 
are attached to my testimony today filed with the clerk of this com- 
mittee. 

Mr. Mus. Without objection, the copy attached will be included 
with your remarks in the record, Mr. Snyder. 

Mr. Snyper. If you please, I would like to have that done. 
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(The document referred to is as follows.) 


GREATER TRENTON CHAMBER OF COMMERCE 
Trenton 8, N. J. 


RESOLUTION SUPPORTING THE FEDERAL INCOME-TAX RATE REFORM BILL, H. BR. 6452 
INTRODUCED IN THE HOUSE OF REPRESENTATIVES BY HON. ANTONI N. SADLAK 


Whereas the Greater Trenton Chamber of Commerce is a voluntary asso- 
ciation of businessmen, industrialists, and professional men and women work- 
ing collectively to promote the welfare of this area ; and 

Whereas the Greater Trenton Chamber of Commerce is a community builder 
dedicated to improving the economic well-being of this area and making it a 
more attractive and prosperous place in which to live and work, and 

Whereas the impact of taxes of all levels of Government produces a profound 
effect on the climate of business; and 

Whereas the graduated Federal income-tax structure has reached the point 
of dangerous and growing dissatisfaction among our citizens, particularly as re- 
gards its impact on new and small businesses, self-employed professional people, 
and the whole range of middle income families ; and 

Whereas legislation has been introduced in the Congress (H. R. 6452) de- 
signed to moderate the tax impact on individuals and on small and growing busi- 
ness and to eliminate the tax barrier to starting new businesses; and 

Whereas this legislation provides for coordinated reductions in all the pro- 
gressive rates of the individual tax and reduces the top rates of the corporate 
tax; and 

Whereas assuming continuation of prosperity and economic growth scheduled 
reductions could be fully realized without a net revenue loss to the Federal 
Government and would in fact serve to emphasize the need for reduced Federal 
spending ; and 

Whereas adequate legislative safeguards in the form of postponement pro- 
cedures are incorporated in the legislation ; and 

Whereas the net effect of the legislation would be to relieve a severe shortage 
of new capital, especially venture capital, and correct the fundamental wrong 
of penalizing hard work, risk taking, and achievement present in the existing 
tax : Now, therefore, be it 

Resolved, that the Greater Trenton Chamber of Commerce, on behalf of 
its members and the economic community of Greater Trenton, support and en- 
dorse the Sadlak bill (H. R. 6452) and urge its early enactment by conveying 
its views to the New Jersey delegation in Congress, to the appropriate com- 
mittee of the House of Representatives and to the press and radio. 


C. W. Snyper, President. 


Mr. Snyper. Since the announcement of these hearings first took 
place, events have dccurred which have created much discussion con- 
cerning tax reduction. I am not here to discuss defense spending or 
where and how the Federal Government should spend its revenues. 
I do feel that the possibility of a tax reduction should not be dis- 
missed without serious consideration of how historically tax reduction 
has. spurred our economy. With the business boom now flattened out 
and some evidence of recession, it is time for realistic thinking and 
planning on the revenue side. 

When I was coming down here I noticed in the morning paper 
that for the entire State of New Jersey unemployment. last week 
reached an 11-year all-time high which is a sign of what is happening 
where I come from. 

Now, gentlemen, we feel that our present personal income-tax rate 
structure is stifling business perpetuation and growth because it is 
drying up personal venture capital. About 84 percent of the 4 million 
business units in this country are unincorporated small businesses, 
the owners of whom are subjected to steeply graduated rates of indi- 
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vidual tax. Our type of free-enterprise economy depends upon sav- 
ings of the people to supply the capital for business operation, ex- 
pansion and development which must take place as our population 
grows. Where can the new venture capital come from under jour 
present tax laws if only very little is left for reinvestment ? 

Furthermore, business working capital requirements have been 
further aggravated by the inflation in recent years which has seriously 
increased working capital requirements to finance accounts receivable 
and inventories merely to maintain the same volume of business. 

For example, a small grocer in our community had an inventory 
investment of about $20,000 10 or 12 years ago and today he has to have 
$40,000. invested to carry the same quantity of goods. Where does 
the extra $20,000 come from? 

Today, owners of successful middle-sized businesses are selling out 
to larger corporations or are unable to expand because of capital re- 
quirements. No longer can competent individuals, regardless. of the 
size of their incomes, hope to save or raise sufficient capital.to start 
and grow a substantial business. 

The current tax-rate schedules are killing the ambition of our most 
competent business leadership by removing the initiative to do more 
and better by destroying the reward for merit. The rate structure 
penalizes hard work and achievement. Why should a business execu- 
tive today seek a better position requiring harder work, often leaving 
longtime friends and dislocating his family, if the government. takes 
the lion’s share of the increased salary? Why should a most competent 
doctor work longer hours to care for the sick if taxes take most of the 
fee? That is except for humanitarian reasons or for personal friends. 

Do we really have a shortage of doctors or do many of the ones 
we now have work shorter periods and take long vacations ? 

In summary, we believe the personal income tax rate structure is 
fundamentally wrong, adversely affecting the healthy business de- 
velopment of our country, and it suppresses individual initiative of 
our most competent people. The steep and high graduated rates 
are furthermore discriminatory and class legislation following a polit- 
ical expedient of “soak the rich” rather than to provide revenue— 
tax rates today between 50 percent and 91 percent produce only 2 
percent of the total yield from personal income taxes. 

In view of the foregoing, we urge your consideration of a correction 
of the situation substantially as set, forth in H. R. 6452 and H. R. 
9119—the Sadlak-Herlong bills as introduced by two distinguished 
members of your committee. 

Gentlemen, that is my story and I certainly thank you very much 
for having me here. 

The Cuamman. Are there any questions? 

If not, we thank you, Mr. Snyder, for your appearance and the 
information you have given the committee, 

Our next witness is Mr, Irving J. Angell. Mr. Angell, will you 

ive your name and address, and the capacity in which you appear 
For the benefit of the record ? 
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STATEMENT OF IRVING J. ANGELL, REPRESENTING THE CHAMBER 
OF COMMERCE OF THE CITY OF NEWARK, N. J. 


Mr. Ancert. Mr. Chairman, my name is Irving J. Angell, and I 
am a certified public accountant and I appear on behalf of the Cham- 
ber of Commerce of the city of Newark, N. J., an organization repre- 
sentative of the business life of our community. I am conscious that 
my testimony will be repetitious, but, nevertheless, I take this oppor- 
tunity to say that which other witnesses will say, because of the proven 
value of emphasis through repetition. 

By action of its board of directors, the Newark Chamber of Com- 
merce favors the general form of tax relief offered in the Sadlak- 
Herlong bills, H. R. 6452 and H. R. 9119. We favor this method of 
tax relief because : 

First: It sets forth an orderly program for successive, moderate, 
rate reductions over a period of time; 

Second : Specialists in the economics of taxation estimate that con- 
tinued increase in population, in gross national product, and in tax- 
able income will permit the applications of the rates provided without 
rk the dollar of tax receipts; 

Third: That a satisfactory relief provision to take care of out-of- 
pattern years, such as 1958 may prove to be, makes the adoption of the 
plan feasible at this time ; and 

Fourth: That the bills under discussion have the desirable feature 
of offering reductions from the present burdensome rates on both per- 
sonal and corporate income. 

I appear in support of the Sadlak-Herlong bills because I believe 
that the form in which the tax reduction is provided will do more to 
stimulate our economy, to provide venture capital, and to make well- 
paying jobs for millions of people, than any other form of tax reduc- 
tion which has been suggested. 

The organization which I represent, as a member of its committee 
on taxation, believes that the ae should be balanced at all times, 
except when the Nation is actually at war. However, I urge that 
Mb construe my direct testimony in favor of the Sadlak-Herlong 

ills as having a double intent. 

First: That consideration should be given to the possibility that 
by a reduction in rate, tax receipts will actually be increased and thus 
avoid an unbalanced budget; and 

Second: That even if the effective date of the first rate reduction 
under these bills is postponed, the bill should be enacted now as an 
assurance to the taxpayers that some less effective form of tax reduc- 
tion will not be enacted, as an expedient, in some future year. 

We believe that the Defense Department should be furnished with 
adequate funds to keep us in a satisfactory posture of defense at all 
times; and we recognize that this may involve an increase in appro- 
ee both for the fiscal year 1958 and for the fiscal year 1959. 

ecessary defense appropriations must not be sacrificed solely for a 
balanced budget or a reduction of income-tax rates. 

We are not convinced, however, that an increase in Defense ap- 
ere need necessarily mean an increase in the total national 

udget. With many other citizens, we believe that the National Gov- 
ernment is engaged in expensive activities which should, in fact, be the 
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responsibility of the several States. We also feel that many other 
activities could be carried on for less money and that, in the aggre- 
gate, substantial savings are possible in the nondefense area of na- 
tional expenditure. 

I think I can summarize our position by saying that the Sadlak- 
Herlong bills are correct in principle, and that this principle should 
be recognized through enactment, even though its application must, in 
the judgment of Congress, be postponed. 

Mr. Chairman, I appreciate this opportunity to appear before your 
committee, and I urge that you report favorably on these bills. 

The Cuatrman. Are there any questions? 

Mr. Mason. Mr. Angell, do you realize that the Hoover Commis- 
sion’s report points out that there are over $2 billion spent in the 
National Defense Department uselessly. Now, if we cut that out, we 
would have that extra $2 billion for extra work in the Defense De- 
partment in the line of research and guided missiles, and so on. 

Mr. ANGELL. Yes, sir. 

Mr. Reep. If I remember it, a Senate subcommittee that investi- 
gated this matter of centralized purchasing on the part of the armed 
services, came up with a $5 billion saving. 

Mr. Exernarrer. I wonder if the gentleman would say precisely 
whose duty it is to cut out these useless expenditures? Do you think it 
is up to the executive department, the administrative branch of the 
Government, or up to the Congress? 

Mr. Mason. It is up to the Congress to carefully scrutinize these 
requests that come before the Appropriations Committee. 

Mr. Exsernarter. Then the responsibility is on the executive branch 
of the Government to cut these useless expenses out. 

Mr. Mason. It is to carry out what we have done by legislation, 
but we missed it by appropriating $2 billion unnecessarily. 

The Cuarrman. If there are no further questions, we appreciate 
your appearance and the information you have given the committee. 

Our next witness is Mr. Sanford L. Schamus. 

Will you give your name, address, and the capacity in which you 
appear for the benefit of the record ? 


STATEMENT OF SANFORD L. SCHAMUS, REPRESENTING THE WEST 
SIDE CHAMBER OF COMMERCE OF THE CITY OF NEW YORK 


Mr. Scuamus. My name is Sanford Schamus, and I am here as 
counsel for the West Side Chamber of Commerce of the City of New 
York, which is a relatively new chamber representing the area under 
State of New York charter between Columbus Circle and Columbia 
University. 

The Cuatrman. Do you want your statement included in the record, 
and do you desire to speak extemporaneously ? 

Mr.Scuamus. Yes, sir. 

The Cuatrman. Without objection, the statement will be included 
in the record. 








































422 GENERAL REVENUE REVISION 





(The statement is as follows :) 


PREPARED STATEMENT OF Sanrorp L. Scoamus, ATTORNEY AT LAW, ON BEHALF OF 
THE West Sip—E CHAMBER OF COMMERCE OF THE CrTy or New York, INC., on 
PROPOSALS FOR REVISION OF THE REVENUE LAWS 


Mr. Chairman, my appearance is on behalf of the West Side Chamber of Com- 
merce of the City of New York, Inc., of which I am cocounsel. This organization 
represents the business community in the area of New York County, running 
from Columbus Circle to 125th Street, and from Central Park to the Hudson 
River. There are nearly 5,000 business enterprises in this segment of New York 
City, serving nearly 500,000 residents. 

Most of these enterprises are situated in a continuous line on both sides of 
Broadway, except in the Columbia University area. Without substantial excep- 
tion, all share one basic characteristic—there can be no doubt that any given 
business enterprise is properly described as “small business.” Indeed, more 
than 95 percent of them are small retail stores. Of these, the huge majority are 
individual enterprises, too limited in scope to have any employees other than 
members of the immediate family of the proprietor. In this day of high costs 
and of mountains of paperwork characteristic of honest compliance with city, 
State, and Federal authorities, the average proprietor barely makes ends meet. 

The members of this committee are well aware of the plight of the small-busi- 
ness man. But traditionally one segment of our national economy has rarely 
received very much attention from the analytical economist or—if I may suggest 
it—from the legislators who conscientiously attempt to meet the crucial problems 
of a mature but still rapidly expanding national economy. I refer to the typical 
small retailer who is not a member of some national association of similarly 
situated retailers to represent his interests. If he be a druggist, a liquor dealer, 
or a grocer, he is effectively represented. But suppose he be a proprietor of 
“a specialty shop, or of a shoe-making and shoe-repairing enterprise, or of a 
dozen other types of service enterprises needed to meet the requirments of 
an area the size of a goodly number of our cities? His views are not heard, 
unless through a chamber of commerce. Ours is a newly functioning body, 
barely 4 years old. We ask that our views be considered on their merits. We 
firmly believe that the situation in which most of our members find themselves is 
typical of small distributive enterprises across this Nation. And there are 
close to 4 million small-business enterprises in this country, according to the 
latest guess. And in many other areas, as in New York, the great majority 
are small retailers rather than manufacturers or wholesalers. 

The subject of these hearings is Tax Relief. Let me make it clear at the very 
outset that we do believe tax relief is necessary if an indispensable segment of 
the economy—tretail trade—is to function more effectively. We do not believe 
that the form of such relief should be some catchall rate reduction, or an in- 
crease in personal exemptions, or a reduction in corporate rates. Rather we 
believe that special relief should be designed to fit the particular needs of small 
business. Many such suggestions have been proposed to this committee. In 
the limited time accorded to me it would be impossible to give adequate con- 
sideration to them. Rather, it is proposed to devote this statement to the 
particular approach suggested as giving the most promise of long-range 
effectiveness. 

At the outset, permit me to outline the philosophy of Government on which 
this approach is based. We believe in a Government of law not of men. Ac- 
cordingly, we are firm advocates of private enterprise conducted under the 
protection of the Constitution of the United States. We do not advocate any 
lessened degree of governmental interference in the market place where the anti- 
trust statutes are concerned. Of course we believe in enforcement of the Sher- 
man Act and the Clayton Act and the Robinson-Patman Act and the Federal 
Trade Commission Act. 

And we also believe that the tax laws are in need of fundamental revision. 
For many years the tax laws have reflected—in haphazard fashion—the pre- 
vailing political philosophies of those in temporary power. The result is a 
hodgepodge. Despite the overhaul of 1954, the Internal Revenue Code remains 
a collection of individually well-drafted sections. View thesse sections together 
and you come up with horrendous results, for some sections represent dia- 
metrically opposing social policies. And some represent no genuine policy at 
all. 
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To the knowledge of the speaker, there never has been a comprehensive pres- 
entation to this Congress of the fundamental considerations of tax policy. And, 
where small business is concerned, I am confident that this committee is aware 
of the fundamental confusions in this field. When you talk of manufacturing, 
what is a “small business?” In the textile field, at one level a small concern 
may be many times larger than the largest concern at a different level. I sug- 
gest that an institutional approach is needed—in terms of the economic institu- 
tions which occupy a given area. Certainly, a small producer in the primary 
end of the aluminum industry is a large animal indeed. Here I am. speaking 
for the average small retailer, a typical example of “small business.” If our 
little man has good legal advice and if—a very large if indeed—he can afford 
to take that advice, he organizes his enterprise as a corporation. Or, if his 
particular circumstances warrant it, he has a partnership agreement—general 
or limited as the case might be—and does business accordingly. 

Or, as in the bulk of the cases, his weak economic position compels the indi- 
vidual proprietorship. 

Point 1. He should be permitted the choice of the form of enterprise. 

Point 2. The impact of taxation should be the same in intensity, regardless of 
the form of enterprise. 

Point 3. If the average small retailer is too weak, he will perish of economic 
malnutrition. But, he should not inexorably be pushed over the edge of that 
terrifying precipice known as bankruptcy or, put more euphemistically, voluntary 
adjustment for the benefit of creditors—by the taxing power of the Federal Gov- 
ernment. As John Marshall phrased it in quite another connection, “The power 
to tax is not the power to destroy.” 

Point 4. It is constitutional to distinguish between large and small business in 
tax treatment of the results of enterprise, but only if the statute be drafted with 
a careful eye on the equal protection and due process clauses of the 14th amend- 
ment, whose substance has been imported into the 5th amendment of our 
Constitution. The guaranty of the Constitution is aimed at undue favor and 
individual or class privileges on the one hand. And on the other had, it is aimed 
at discrimination or the oppression of inequality of treatment. And even though 
the due process requirements may be satisfied by a statute, equality of treatment 
is still requisite if equal protection is to be satisfied as well. Of the cases on these 
points, counsel to this committee is well aware. 

Accordingly, we propose special treatment for small business along the classic 
lines of the original corporation statutes. Where an enterprise is limited in cap- 
italization, where it has a limited number of shareholders, and where it possesses 
total assets not exceeding a stated maximum, such a corporation can be and 
has been appropriately labeled a “close corporation.” 

Of course, there are some very large corporations which are neither publicly 
owned nor publicly financed; technically they are close corporations. Hence, 
we propose that tax relief for close corporations be limited to those within a 
maximum size. 

The law has taken cognizance of the existence of the close corporation and of 
the necessity for different treatment under the corporation statutes of the vari- 
ous States. Consider the famous New York Giants’ case, where the fiduciary 
obligations imposed upon majority and dominant shareholders are severe (Mc- 
Quade v. Stoneham & McGraw, 263 N. Y. 323, 189 N. BE. 234 (1934)). Indeed, it 
has been proposed in New York that the business corporation law be amended 
to separate the provisions governing the close corporation from those governing 
the publicly financed and publicly owned enterprise (Winer, Proposing a New 
York Close Corporation Law, 28 Cornell Law Quarterly 313; ef. Dodd and 
Baker, Cases on Business Associations, 254-259 ; Rutledge, Significant Trends in 
Modern Incorporation Statutes, 22 Washington University Law Quarterly Re- 
view 805; Mohrlich, Corporate Control, ch. 8, 2149215). And the weight of 
authority upholds an agreement among sharehold@rs with reference to the 
joint management of a close corporation by its owners so that it may be con- 
ducted much like a statutory partnership (Ballantine, On Corporations, 423-424). 

This being the case, surely the impact of taxation should not differ, regardless 
of the form of enterprise. And the individual proprietor or the partners of a 
general or limited partnership should be able to resort to the corporate form, 
with its limited liability protections, without suffering a penalty, taxwise. 
Accordingly, we propose that a separate section of the Internal Revenue Code be 
set up for a carefully defined close corporation. We suggest this definition, a 
corporation with a capitalization not in excess of $100,000, owned by not more 
than 25 shareholders, and with assets not in excess of $1 million. And the 
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basic provision should be the setting of a level of taxation such that our typical 
small-business enterprise, whether organized as individual proprietorship or as 
a close corporation would pay the same tax bill for the same net income. 

In conclusion, may I say this. Leading writers on corporations have pictured 
for us the economic and social results of removing all limitations on the size and 
activities of business corporations and of vesting in their managers the powers 
once exercised by the shareholders themselves. These writers show that size 
alone has given to the giant corporation a social significance not attached 
ordinarily to small units of private enterprise. Through size, corporations, 
once merely efficient tools employed by individuals in the conduct of private 
business, have become institutions. And these institutions have brought a 
measure of concentration of economic power beyond anything anticipated in 
mid-19th century. The typical business corporation of 1858, owned by a small 
group of individuals, managed by the owners, and limited in size by their 
personal wealth, is being supplanted in 1958 by huge concerns in which the 
lives of tens or even hundreds of thousands of investors are, through the cor- 
porate mechanism, subjected to the control of the few men who are the corporate 
managers so vividly described by the late Mr. Justice Brandeis in his classic 
dissent in the chainstore tax case (Liggett Co. v. Lee, 288 U. S. 517, at 587 
et seq., 77 L. ed. 929 (1933) ). 

Your committee can help reverse that process before it is too late. I trust 
I am not sounding like a Canute at the edge of an English Chennel. I firmly 
believe, and many of us in New York continue to hold firm to that belief, that 
the future of a splendidly functioning American economy remains bright. It 
will not be turning back the clock of progress for the Congress to build into the 
next revision of the tax laws of the United States protection for the business- 
man who wants to maintain his independence. He doesn’t ask for favored 
treatment, taxwise. He is asking for equality of treatment in terms of the 
economic realities of 1958. In essence, the proposal embodied in this statement 
will give him that equality to which all agree he is entitled. And, as to the 
constitutionality of a statute so molded as to achieve this result, of this I am 
confidant. 

Mr. Scuamus. Most of the enterprises that are eer teniee by the 
chamber of commerce are very small businesses indeed. They run ina 
continuous line along Broadway in New York, about 5,000 of them 
serving an area of about 500,000 people. The largest is by no means a 
large enterprise. Perhaps the net income is $50,000, and I doubt if it 
is that much. : : ae 

The average businessman, I am talking for is an individual pro- 
prietor, and he can’t afford outside help. His family helps him or he 
does the job himself for an inordinate number of hours a week and he 
barely makes ends meet. This is a problem, indeed, at a time of high 
costs and high taxes. ; 

There are about 4 million small businesses throughout the country 
and probably 3,750,000 of them are retail distributors of one sort or 
another or service enterprises. But when you listen to the testimony 
that has been given here or before the Senate Small Business Com- 
mittee for tax relief in their trips around the country holding hearings 
on this subject of small-business tax relief, you find they are talking 
about tax relief for small manufacturing business and rarely about 
anybody else. , ; 

I am going to attenfpt this afternoon to talk about my kind of a 
small business because I think when we talk about the dangers of 
concentration of control and an economy that is too rigid because it is 
too big in spots, we are forgetting a whole area where people are just 
trying to maintain themselves independently but cannot unless condi- 
tions are improved legitimately. : 

I am talking for a small retailer who is usually not a member of a 
national association. He is a grocer or Grugeist or liquor dealer, or 
some of his colleagues are. Suppose he is a shoemaker, or any number 
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of other types of service or even retail stationery enterprises. He has 
nobody to speak for him. For that reason 4 years ago we were organ- 
ized on the west side to stop a deteriorating situation there, where 
slums were gathering on the west side of New York right in Manhattan. 

We are not asking for favors. We don’t want special treatment. 
The subject of these bearing istax relief. We believe that tax relief is 
necessary if retail trade is to function effectively. Of course we do. 
We do not believe the form of such relief should be some catchall rate 
reduction, just an increase in the personal exemption or 2 reduction in 
corporate rates. 

We believe that special relief should be designed by this committee to 
meet the needs of small business. If the types of small business need 
special designed legislation, then the legislation should be designed 
with reference to their needs as functioning members of the economy, 
because they are still a substantial part of our economy. 

In the limited time accorded to me, it would be impossible to even 
refer to the major suggestions made so far around the te to 
the Senate Committee on Small Business. I testified in New York 
before them last October and they asked me to comment on nine 
major proposals. By the leave of this committee, I seek permission 
at a later date to file a written statement on each of these major 
proposals that have ben made to date for small-business relief and, 
if the occasion warrants it and the time permits, perhaps I might 
testify at a later hearing on those things. 

Today I came to propose a specific approach to the problems of 
the small retailer. At the outset I would like to outline the philoso- 
phy of government on which the proposal is based. We do believe, 
and it may sound like a cliché these days, this is a government of 
laws and not of men and therefore we continue to advocate private 
enterprise conducted under the protection of the Constitution. 

We do not advocate any lesser degree of governmental interfer- 
ence in the market place where the antitrust laws are concerned; of 
course not, and we need them to protect ourselves. But we believe 
that the tax laws are in need of fundamental revision. For many 
years, the tax laws of this country have reflected, in haphazard fash- 
ion, the prevailing political philosophies of those in temporary power 
at the time the particular act was enacted. 

The result today, I think it is only fair to say, is a hodge-podge. 
Despite the overhaul of 1954, with which this committee was so thor- 
oughly concerned, the Internal Revenue Code remains a collection 
of individually well-drafted sections but when they are viewed to- 
gether in terms of their impact on small-business concerns, whether 
it be manufacturers or wholesalers or distributors, some sections rep- 
resent diametrically opposing social points of view and some of no 
apparent policy at all. 

What is the answer ? 

Obviously, during a busy session, when you are trying to improve 
the existing administration of the Internal Revenue Code, you can- 
not go into fundamental policy considerations. But I strongly urge 
here, as I did in October before the Senate committee, that it is time 
for us to think in long-range terms. It is time that, under the aegis 
of this committee, which originates tax legislation of the United 
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States, a select ad hoc subcommittee be appointed to review the major 
policy considerations in an ideal tax law for the United States. 

We haven’t had one since 1913. We have never called down the 
principal experts on corporate finance as well as public finance and 
asked them, everything else being equal, what would you like to 
see in this country in the way of an adequate way in which to admin- 
ister a good tax law, which will help business and not hurt it, and 
which will raise adequate revenue to meet the needs of a great budget. 
Those matters require long-range considerations by university peo- 

le and practicing attorneys and Government experts. It can’t be 

one in a hurry and I am not proposing it be done here and now, 
but I do think that this committee should seriously consider over 
the next 2 or 3 years, if it takes that long, that a subcommittee work 
on the long-range aspects of the tax laws impact on the national 
economy. 

In some respects in recent years it has been dreadful, and I want 
to illustrate that with reference to small retailers in New York City. 

Before we get to retailers in New York, what do you mean by small 
business altogether? The paper the other day referred to a question 
asked here, I believe, on Monday, “What do you mean by small 
business” ? 

Well, in the textile field at one level, a small concern may be many 
times larger than the largest concern in another level of textile opera- 
tions. Obviously an institutional approach is required. Suppose 
you are in the aluminum industry in the fabricating end or in the 
primary end, the smallest concern in the aluminum industry is a big 
animal indeed, the Reynolds Metals Co., capitalized at several hun- 
dred million dollars. 

It is a small business in that field, compared to Alcoa, and others. 

You can take our man in New York. He is a retailer. He is 
making ends meet, just barely. If he has good legal advice, and if he 
can afford to take it, he organizes himself as a corporate enterprise. 
If his particular circumstances warrant it, he has a special partner- 
ship or limited partnership or a general partnership. He does busi- 
ness accordingly. But in the bulk of the cases, his economic position 
is such that he cannot afford to pay the corporate tax rate. 

He is an individual proprietorship and what is the result? He 
doesn’t have limited liability, and he doesn’t have the corporate ad- 
vantages, and yet he has the same net income before taxes as if he 
were a corporation or he were a partnership. The first point we urge 
therefore is this: that he should be permitted the choice of the form 
of enterprise, that the impact of taxation should be the same in 
entities regardless of the form under which he organizes. If the 
average retailer is too weak, he is going to perish of economical mal- 
nutrition, but he should not be pushed across the edge of that awful 
precipice known as bankruptcy or voluntary adjustment for the bene- 
fit of creditors, by the taxing power of the Federal Government. 

As John Marshall said in another connection, the power to tax is 
not the power to destroy, but in this connection, that is what is 
happening. 

It is constitutional to distinguish between large and small business 
in the tax treatment of the results of his enterprise, but only if the 
statute be drafted with a careful eye on the equal-protection as well 
as the due-process clauses of the 5th and 14th amendments. 
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The guarantee of our Constitution is aimed at undue favor and 
individual class privilege on the one hand and on the other it is aimed 
at discrimination or the oppression of inequality of treatment. Even 
though the due-process requirements may be satisfied, we may still 
run afoul in trying to draft something along these lines. 

But I think we have an answer worthy of your consideration. We 
propose special treatment for small business along the classic lines 
of the original corporation statutes, where an enterprise is limited 
in its capitalization, where it has a limited number of shareholders, 
and where it possesses total assets not exceeding a stated maximum, 
such a corporation can be and has been appropriately named a closed 
corporation. 

There are some very large corporations such as A. & P., which is 
neither publicly owned nor publicly financed and therefore it is a 
closed corporation. But if in framing tax relief for small business 
by making a special section of the internal revenue law for closed 
corporations we put a limitation on size, that would take care of that 
as a loophole for larger business. 

The law has taken cognizance of the existence of the closed corpora- 
tion, and I discussed that at considerable length in my paper. 

The impact of taxation should not differ as I pointed out regardless 
of the form of enterprise. I think that would be good tax policy 
where small businesses are concerned. The individual proprietor or 
the partners of a partnership should be able to resort to the corporate 
form with its limited liability protection without suffering a penalty 
taxwise. 

Every other consideration would be equal. Therefore, we propose 
that a separate section of the initial revenue could be set up for a 
carefully defined closed corporation. 

This definition, we suggest for your consideration: A corporation 
with a capitalization, and by this fihean par value stock and number 
paid in surplus attached, but genuine par value stock, with a maximum 
of $1 million, owned by not more than 25 shareholders and with assets 
not in excess of $1 million. 

The basic provisions would be the setting of a level of taxation such 
that our typical small-business enterprise, whether it be organized 
as an individual proprietorship or as a closed corporation, would pay 
the same tax bill for the same net income. In conclusion let me say 
this: Leading writers on corporations have pictured for us the eco- 
nomic and social results of removing all limitations in the 19th century 
on the size and activity of business corporations and of investing in 
their managers the powers once exercised by shareholders themselves. 

These writers show that size alone has given to the gigantic cor- 
porations of the 20th century, a social significance not attached ordi- 
narily to smaller units of private enterprise, upon which this Nation 
was built. Through size alone corporations once were merely tools 
employed by individuals in the conduct of private business becoming 
institutions. They have brought a measure of concentration of eco- 
nomic power beyond anything anticipated in the middle of the 19th 
century, when the laws were Tiberalised. 


These institutions therefore are to be compared. The typical busi- 
ness corporation of 1958 would meet today’s definition of a closed 
corporation. Owned by a small group of individuals, and managed 
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by the owners themselves, and limited in size by their personal 
wealth—in fact the Illinois and Massachusetts statutes had a limita- 
tion on size right in them, and the maximum was $500,000. 

They are supplanted today by huge corporations and I do not have 
to describe them to you. ey involve the lives of tens or even thou- 
sands of workers and investors and through the corporate mechanism 
those lives are subjected to the control of a relatively few people, the 
corporate managers, so vividly described by Mr. Justice Brandeis in 
his famous dissent in the chain store tax case, Liggett Company v. 
Lee, 25 years ago. 

Your committee can help reverse the process of concentration of 
power before it goes too far. I hope I am not sounding like a man 
in a canoe at the end of the English Channel trying to push back the 


sea. 

I fairly believe, and many of us in New York still do, that the future 
of a splendidly functioning American economy remains bright despite 
the ponpomnts conditions we know about. It will not be turning back 
the clock of progress for this Congress to build into the next revision 
of the tax laws protection for the businessman who wants to maintain 
his end and not be forced to join larger corporate enterprises. 

He doesn’t ask for favored treatment taxwise, he is for equality of 
treatment in terms of the economic realities that he faces in 1958. 

In essence the proposal embodied in this statement of mine, we think 
in New York, will give him that equality to which I think most of us 
will he isentitled. As to the constitutionality of a statute along 
these lines, of that I am confident, and therefore I ask you gentlemen 
in your considerations of the next revisions of the tax law, to consider 
a separate proposal, a separate section of the Internal Revenue Code 
for closed corporations, especially treated and carefully defined so as 
to avoid the usual loopholes that corporate lawyers like myself will 
find in these for their clients. This is one case where I think every- 
body interested will be served, if we can do something genuinely for 
small business that helps them to maintain their present situation. 
That is without subsidy, and without favored treatment, but by equal- 
ity of treatment because regardless of the form of enterprise they 
don’t have to pay a different tax. Therefore, they can use what they 
need to survive in terms of their other considerations, of the form of 
enterprise they choose for themselves. 

That is my statement. I hope at a future time to be permitted to 
submit comments on the 8 or 9 major proposals that the Senate com- 
mittee put to me and asked my opinion of in October, and perhaps if 
your time schedule will permit, in February I might be called for a 
few moments to talk about them. 

The Cuarrman. You may extend your remarks without objection 
at this point to include such terms as you desire to submit. 

Mr. Scuamus. May I do that by the end of this month? 

The Cuarrman. I think that will be sufficient time. 

Get it in as quickly as you can. 

Mr. Exernarter. You specialize in the tax field in New York City? 

Mr. Scuamvus. I am a corporate finance man primarily. I used to 
work for the SEC, but I was trained as an economist, and in Columbia 
University I took all of the courses in public finance and taxation, in 
the law school and business school. 
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Mr. Exseruarter. A large part of your practice is in the tax field? 

Mr. Scuamus. Part of it; yes. 

The Cuatrman. If there are no further questions, we thank you for 
your appearance and for the information you have given the com- 
mittee. 

Mr. Scuamus. Thank you. 

(The following letter and memorandum were received by the com- 
mittee :) 

New York, N. Y., February 2, 1958. 
Hon. WILBUR MILLS, 
Chairman, Ways and Means Committee, 


House of Representatives, 
House Office Building, Washington, D. C0. 


My Dear REPRESENTATIVE MILLS: You may recall that during the course of 
my testimony before the Ways and Means Committee last month, leave was 
accorded me to file a supplementary statement on other tax relief proposals 
urged on behalf of small business. 

Enclosed you will find a statement, limited to a comment on the proposal for 
graduated corporate income taxes. This is, of course, the most important of 
the suggestions urged to date to the Senate select committee during the course 
of their hearings held in various cities. 

Originally, as I mentioned to you, I had planned to comment on the other 8 or 9 
principal proposals urged during those hearings. However, I learned toward 
the end of last week that Senator Sparkman’s bill covered a good deal more 
ground than merely giving a partial tax credit on earnings reinvested in busi- 
ness within a given year. For example, the bill would provide for granting 
self-financed retirement plans the same preferential treatment as regular pen- 
sion, profit-sharing, or stock-bonus plans. Again, it would provide for install- 
ment payment of estate taxes over the years. Again, it would provide an 
extension of alternative methods of depreciation of used property. Finally, it 
would permit corporations to elect to be taxed as partnerships. 

These raise a number of important policy questions and at least one of these, 
the last, may open up more loopholes than can be immediately anticipated. 
Accordingly, in submitting the enclosed memorandum, I have elected to confine 
my comments to Representative Patman’s proposal for graduated corporate 
income taxes. And I do request, at page 2, that if the Sparkman bill, or a 
House companion bill, comes before the Ways and Means Committee for hear- 
ings, that I be accorded leave to testify and to submit a formal statement. 

My present plans have been completed for a trip to Washington from Sunday, 
February 9 through Wednesday, February 12, inclusive. If I might have a few 
moments of your time, I would appreciate the opportunity to discuss with you 
my request for leave to be heard during the hearings of your committee on the 
reciprocal trade program. Suppose I call your office on Monday, next, to learn 
whether I may see you. 

With kindest personal regards, I am, 

Cordially yours, 
SanForp L. SCHAMUs. 


MEMORANDUM RE COMMENTS OF VARIOUS PROPOSALS FOR TAx RELIEF FOR SMALL 
BUSINESS 


To: The Ways and Means Committee, the House of Representatives. 
From: Sanford L. Schamus, counsel, the West Side Chamber of Commerce of 
the City of New York, Inc., New York, N. Y. 

The memorandum proceeds on the following philosophy of government and 
its role in economic affairs: 

I. Our economic system is essentially to be described as “competitive capital- 
ism.” Such a system insures for every individual the right to go into business 
for himself; it also guarantees the right to fail. The concept of “cradle-to- 
grave” security for all individuals has not yet been extended to include per- 
petual profits for the entrepreneur, regardless of his efficiency. Therefore, 


unless and until our system be radically altered, there will inevitably be busi- 
ness failures. 
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II. A study of Dun & Bradstreet’s figures reveals that the failure rate dropped 
sharply during the wartime years, whether they be World War I, World War 
II, or the Korean war and sharply increased during depression years. While 
there has been some increase in the rate since 1952, it is nowhere near the 
rates of the 1920’s and 1930's. 

Further, the recent failure record is surprisingly low, in view of the tre- 
mendous surge in the business birth rate that occurred following World War II 
and the definite, though much more modest, increase during the Korean war. 

The first few years of a business are typically the crucial ones. Hence it 
should come as no surprise that the failure rate rose in the late 1940’s and 
again in the middle 1950’s. During these years, competition began its work 
of separating managers who are competent and adequately financed from those 
who are not so weil situated. 

III. We have seen what a war economy—with its rigid governmental con- 
trols over wages, prices, material allocations and manpower—can do to lower 
business failures. Such governmental domination in peacetime is unthinkable. 

If Washington were to provide security for small business, then it would 
necessarily assume responsibility for determining who shall start a new enter- 
prise. There would come the day when an entrepreneur would need a Federal 
charter and then would perforce submit to hearings before some Federal 
agency which would determine whether establishment of the enterprise is in 
“the public interest.” 

If such a dream is not to become ugly reality, the free right to fail must be 
zealously safeguarded. . 

IV. Accordingly, we do not seek tax discrimination in favor of small business. 

In the course of hearings before the Select Committee on Small Business of 
the Senate, a number of suggestions for small-business tax relief were advanced 
over and over again, as hearings were held around the country. Some of these 
have been embodied in the measure Senator Sparkman has just introduced into 
the Senate. When and if his bill or a companion House bill is the subject of 
hearings before the Ways and Means Committee, the writer would appreciate an 
opportunity to be heard in comment on the specific proposals. 

The instant memorandum will be limited, accordingly, to the subject of Grad- 
uated Corporate Tax Rates, the most important of the various proposals for tax 
adjustment on behalf of the small-business man. 

It will be recalled that the Republican platform of 1956 advocated “initiation 
of a sound policy of tax reduction which will encourage small independent busi- 
ness to modernize and progress” and specifically endorsed the recommendation 
of the Cabinet Committee on Small Business for a reduction in the tax rate on 
corporate incomes up to $25,000 from 30 to 20 percent. 

Similarly, the Democratic platform of 1956 pledged the Democrats “to tax 
relief for all small and independent business by fair and equitable adjustments 
in Federal taxation which will encourage business expansion and to apply the 
principle of graduated taxation realistically to such corporate income.” 

The graduated tax principle has been endorsed by such organizations as the 
Small Defense Industries Association (California) and the Smaller Business 
Association of New England. 

The case for a graduated tax has been stated well by Representative Patman: 

“Tf it is fair and just to have graduated tax rates on individual incomes, then 
it is equally fair and just to have graduated rates on corporate incomes” (Con- 
gressional Record, Feb. 7, 1956, p. 1593). 

No one agrees with the original position taken years ago, which opposed the 
“ability to pay” principle which underlies graduated individual income taxes. 
This principle is universally accepted. Hence Mr. Patman’s premise sounds 
right on the face of it. However, there is one major flaw which renders specious 
the whole thesis of graduated corporate taxes, viz. corporations and individuals 
are not comparable entities. 

Under our system of laws, corporations of course have been given many of the 
legal rights of an individual. But the fact remains that a corporation is not an 
individual; it is a legal device adopted by one or more individuals as a way of 
conducting business. A corporation is owned by its stockholders; it has by 
itself no ability to pay for its earnings are income to the individuals who own it. 
Taxes on a corporation are taxes on that corporation’s stockholders. These 
may range from those of great wealth to widows and orphans of the most limited 
of means. Accordingly, a graduated income tax on corporations is an income 
tax levied in complete disregard of the individual's ability to pay. 
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The purpose of corporate tax adjustments recommended on behalf of the 
small-business man is to enable him to retain more of his earnings so that he 
may help himself to grow from within. Will the proposal have this result alone, 
or will there be other effects which may or may not be to the interest of the 
small-business man? 

First, the history of the individual graduated income tax may be repeated, 
if a corporate graduated tax be enacted. This Committee will recall that the 
individual graduated income tax began as a modest levy on individual incomes. 
Today that levy begins at 20 percent; it reaches 91 percent in the top brackets. 
This is not pointed out in criticism of the individual graduated income tax. 
It is a function—using that term in its technical mathematical sense—of the 
increasing needs of the Federal Government for revenue. When revenue needs 
became acute enough the rates were stepped up, despite the anguish of the 
citizenry. 

Second, envisage what would happen, were revenue needs to become even 
more acute than they now are. A graduated tax on what are bound to be re- 
ferred to as “soulless corporations” might well be stepped up just as thoroughly 
as were the levies on individuals. Consider the fact that Mr. Patman’s original 
bill called for a top levy on corporations of 75 percent. 

Accordingly, at this time the chamber wishes to go on record in opposition 
to the principle of the graduated corporate income tax. 


The Carman. Our next witness is Jessie I. Lanning. 
Miss Lanning, will you come forward and give your name, address, 
and the capacity in which you appear, for the record. 


STATEMENT OF MISS JESSIE I. LANNING, SECRETARY OF THE KERN 
COUNTY PROPERTY OWNERS ASSOCIATION, INC., BAKERSFIELD, 
CALIF. 





Miss Lannine. I am Jessie I. Lanning, secretary of the Kern County 
Property Owners Association, Inc., in Bakersfield, Calif. We have 
subsidiary organizations in Ridgecrest and in Kern Valley. 

Mr. Chairman, I was going to ask you if I could file with your com- 
! mittee this exhibit A, which has to do with the Navy in competition in 
| business with the merchant in California. I left this with the secre- 

tary of your committee. 

The Cuarrman. Your exhibit A will be included at the conclusion of 
your remarks, without objection. 

(The document is as follows :) 


Exursit A 


(Kern County Property Owners Association, Inc., Bakersfield, Calif., Jessie J. 
Lanning reporting, January 3, 1958) 


Tue Navy Competes WITH THE MERCHANT 


tween the Armed Forces installations and private enterprise in a military-civilian 
community. The naval authorities say the supplying of goods and services at cost 
is a fringe benefit to both civilian and military personnel necessary for the pres- 
ervation of morale. The merchants in the community adjoining the naval base 
say this practice is in conflict with the American free-enterprise system. What do 
you think? 

Indian Wells Valley is a desert plateau circled by craggy sierras in the eastern 
part of Kern County, Calif. On this plateau is China Lake Naval Ordnance Test 
Station, referred to as NOTS, which covers an area of over 1,000 square miles, or 
more than the entire area of the State of Rhode Island. 

Established in 1943 on the bare desert floor, NOTS today contains a $9 million 
missile-testing laboratory, a $380,000 chapel, a $300,000 community hall with bar 
and restaurant, 3,185 dweling units, officers’ clubs, ship’s store and exchange, and 
facilities for personal services. The total value of the base is $300 million. In 


| Foreword.—This article deals with a small but typical example of conflict be- 
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addition to military personnel, 4,000 civilians are employed here at an annual 
payroll of approximately $22,500,000. I 

Just outside the base, separated from it only by a wire fence, the town of 
Ridgecrest started to grow almost as soon as the base was established. People 
built homes and businesses there with the thought that a need for goods and 
services would arise. It was not long, however, before they discovered that the 
Government-operated concessions on the base, selling tax-free merchandise at 
just a little over actual cost, would seriously hamper the economic growth of 
the outside area. 

Bach year the base commander must write a letter to the Secretary of De- 
fense justifying the continued operation of stores and services in China Lake. 
For the past 5 years this letter has included a statement to the effect that 
selling prices of merchandise in the Ridgecrest area were far in excess of 
those in other State communities and the percentage of difference was quoted. 
This percentage has decreased steadily and this year was not mentioned as a 
reason for continued operation. A survey conducted by Fox Markets recently 
shows that Ridgecrest prices compare favorably with those charged in other 
towns throughout the State. The NOTS permit for continued merchandising 
in 1958 has already been granted, however. 

The principal contention between the Navy and Ridgecrest merchants lies 
in the fact that, while 80 percent of the base population is civilian, about 700 
civilian workers live off the base. The civilians employed and living on the 
base may purchase from the ship’s store at little over cost prices while those 
living outside, even though employed on the base, must shop at the Ridgecrest 
stores and pay going market prices. 


DIFFERENCES IN ON-BASE AND RIDGECREST PRICES 


Although there are 13 service stations in Ridgecrest in an area of a few 
blocks, a Navy service station is operated just inside the China Lake Base gate 
where gas may be purchased by on-base civilians at 6 cents a gallon less than 
the selling price in Ridgecrest. Beer is also sold at this service station at only 
19 cents a case above cost. The saying, “Alcohol and gasoline do not mix,” is 
evidently given no credence by the Navy. 

The motion-picture theater on the base has an admission price of only 10 
cents for first-run pictures. The owner of the two Ridgecrest theaters stated 
recently that he had lost money continuously for the past 9 months and, if base 
competition continued, he would be forced out of business. 

The on-base civilians may get a haircut for 80 cents; those living outside 
must pay $1.75. This difference in cost of both goods and services exists in 
many other categories. 


ADEQUATE PRIVATELY OPERATED FACILITIES 


Navy regulations provide that “at overseas or isolated areas where adequate 
community life and facilities are not present, heads of activities are authorized 
to establish such community facilities as appear necessary.” Local merchcants 
say that there are adequate facilities available in Ridgecrest for all the NOTS 
population, and that there would be more if not for the ever-present threat of 
the Navy’s increasing its on-base business activities. 
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The following table shows the number of commercial enterprises both in 
Ridgecrest and China Lake Naval Ordnance Test Station : 
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Ridgecrest 
privatel NOTS Govern- 
Type of facility operat ment-operated 
taxpaying tax exempt 
facilities 
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1 Plus 2 outside routes. 

2 Storage capacity 15,000 gallons or more each. 

3 “Department” designates a department only, in the exchange. 
42 for military personnel only. 

5 Delivery service. 


It might appear that the small number of Government-operated facilities could 
not seriously damage the Ridgecrest merchants. However, the fact that the 
ship’s store and exchange show a profit of $100,000 a year despite an extremely 
low markup indicates a large volume of business. 


NO NEED FOR FRINGE BENEFITS FOR CIVILIAN PERSONNEL INDICATED 


In May 1956 Gordon Whitnall & Associates prepared a master plan of the base 
area at a cost to the Navy of $8,900. The report accompanying the plan states; 

“Aside from the city of San Marino, which is almost wholly a suburban resi- 
dential community, China Lake residents represent a higher average income per 
person than any other community in the State of California (based on 1950 
census).” 

This fact is brought out to show the inconsistency of the base position that 
fringe benefits are needed for civilian workers to attract them to the area. The 
master plan is gathering dust someplace on a shelf. 

The Stanford Research Institute’s report for the Greater Bakersfield Chamber 
of Commerce comments on the markets patronized by the base population, as 
follows: 

“Most purchases by (China Lake) base personnel are made at the base post 
exchange. Other convenience-goods items are generally purchased in Ridge- 
crest. Pasadena is widely used for metropolitan shopping, due in large part to 
the existence of a Naval Ordnance Testing Service branch there.” [Italic ours.] 

Just why the Navy provides fringe benefits to civilian personnel in Pasadena, 
one of the largest private enterprise shopping centers in the country, is not quite 
clear. Certainly civilian personnel need no special inducement to live in the 
Pasadena area. 


NO SALES OR USE TAX PAID ON BASE PURCHASES 


Despite the following Navy regulation in regard to charging sales and use 
taxes, concessions on the base charge neither the 3-cent State nor the 1-cent 
county sales tax. 

“No person shall be relieved from liability for payment of, collection of, or 
accounting for any sales or use tax levied by any State * * * on the ground that 
the sale or use tax occurred in whole or in part within a Federal area; and such 
State * * * shall have full jurisdiction and power to levy and collect any such 
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tax in any Federal area within such State * * * as though such area was not a 
Federal area.” 
No reason is given for not enforcing this regulation. 


MILITARY PAY SHOULD BE INCREASED 


Men in military service receive low pay and it has been the practice to supply 
them with many fringe benefits to compensate for this. One such benefit has 
been the establishment of nonprofit ship’s stores and post exchanges wherever 
there is a concentration of servicemen. There has been a strong movement for 
several years to increase the pay of servicemen instead of supplying goods at cost 
and other benefits. This would appear to be the more businesslike manner to 
establish equal pay, and, the only American way. One of the arguments the 
Navy advances against closing the base facilities is that these military men will 
be penalized. However, until the equal-pay movement materializes, it would be 
possible to continue the present on-base facilities for servicemen only. All 
civilian personnel would then trade with merchants outside the base. 

Capt. E. P. Aurand, Naval Aide to the President, recently pointed out that 
China Lake and Ridgecrest compose an integrated military and civilian com- 
munity and that the withdrawal of privileges from the major portion of the 
population would create an immediate and untenable morale situation. “A de- 
terioration of the present high degree of military-civilian teamwork for effec- 
tive weapons would be inevitable,” Captain Aurand said. However, the closing 
of base facilities has been accomplished in the Edwards Air Force Base (a nearby 
Air Force operation) without any exodus of personnel. 


RIDGECREST STORES ARE NEAR ONBASE RESIDENTIAL AREAS 


The Navy claims that the Ridgecrest stores are too far away from onbase 
residential areas, and that there is no transportation to them for persons without 
ears living on the base. The following is a statement from the research de- 
partment of the Progressive Grocer, December 18, 1956: 


DISTANCES SHOPPERS TRAVEL TO FOOD STORES 


“Taking the United States as a whole, the average family shopping in a chain- 
store travels 4.3 miles to get to that store, and 3.2 miles to get to its independent 
grocer. * * *” 


e distance to Ridgecrest stores from the farthest point in NOTS is 2.6 
miles, so the civilians on the base have much less distance to travel to market 
than the average shopper. 


SUPPER ROOM CONSTRUCTED BY NAVY 


The community center building at NOTS, constructed at a cost of $300,000, 
was originally planned as a recreation center. After its construction, a bar 
(called the Ripple Room) and a restaurant were added in the areas provided 
on the plans for the parking lot, and space for parking now takes up the area 
designated for swimming pool and bowling alleys. The operation of this facility 
resembles that of a nightclub. 

Although section 66.3-1 of Navy regulations provides: “The sale of intoxicating 
liquors, beer, ale or other intoxicating beverages (in an inplant restaurant) is to 
be expressly prohibited,” this regulation was circumvented by calling the bar in 
the new community building the Chief’s Club annex by special permission 
from the Secretary of Navy’s Office. Before the construction of this building, 
there was (and still is) operating a fine and impressive-looking Chief’s Club just 
a few blocks away. So in the operation of the bar and restaurant here the primary 
purpose for constructing the building has been defeated and Navy regulations 
concerning the serving of liquor bypassed. This so-called community center 
operates in competition with supper clubs and cocktail bars off the base. 


DANGER TO SECURITY 


Civic and service clubs whose memberships include persons from both Ridge- 
crest and China Lake use the community center building. This means that a 
large number of non-Government personnel have access to the base. Although 
it is necessary to present a pass in order to enter the base area, the matter of 
security regulation enforcement is the butt of many a joke. The practice of 
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allowing outsiders to come on the base in large numbers at frequent intervals 
for whatever purpose is not a good one because of the nearness of the $9 million 
Michelson Laboratory where top secret projects are in progress. 


CHAPEL TO COST $500,000 WHEN COMPLETED 


Constructed at a cost of $380,000, the new NOTS chapel presents an impressive 
architectural and cultural exterior. It is planned that a wing be added at a near- 
future time and the surrounding yard landscaped at an additional cost of $120,000, 
making the total cost of the structure about $500,000. Questions are: Is the 
expenditure of this sum necessary at a time when all we can muster together 
should be spent for progress in defense programs? Would not a hall costing 
at the outside $100,000 have satisfied NOTS personnel? There are new Lutheran, 
Episcopal, Methodist, Baptist and churches of other denominations being built in 
Ridgecrest ; also a Catholic church and school. Whom is the Navy chapel for? 


LOW-RENT HOUSING 


The China Lake housing operation is material for a thesis in itself. There are 
many units of 3- and 4-bedroom dwellings owned and operated by the Navy. 
These are of varying construction and are issued in accordance with rating of 
military and civilian personnel. Groups of fine-looking homes spread along wide 
tree-lined streets and, when driving in these sections, one has the impression of 
being in the suburban area of a typical California city. Rents charged for these 
and other living accommodations on the base are much lower than those Ridge- 
crest or any other property owners must ask in order to pay taxes and receive 
an investment return. Salesmen and other base visitors can rent a room on the 
base for only $1 while Ridgecrest motel owners must charge $4 or $5 to stay in 
business. 


DUPLICATION OF BANKING FACILITIES COST TAXPAYER $40,000 A YEAR 


The Government subsidizes onbase banking facilities, operated by the Bank 
of America, in the amount of $40,000 a year. About 2 years ago, Bank of 
America built an attractive bank building in Ridgecrest, which has since been 
enlarged, where 50 clerks are now employed. The branch on the base is con- 
tinued only because the Navy insists upon it as a payroll check cashing conve- 


ience. In addition to effecting a substantial savings to the Government, the clos- 
ing of the China Lake bank would channel more business into Ridgecrest. 


NEED FOR IMMEDIATE PLAN TO CLOSE BASE CONCESSIONS 


Because of the urgence of the missiles research program, it might be said 
that nothing should be done at the present time to change the NOTS setup. How- 
ever, the state of emergency could very well continue over a long period of 
time, and mean the bankruptcy and withdrawal of many Ridgecrest merchants. 
If this should occur, then the base facilities would necessarily have to be aug- 
mented. Another major defeat of the free enterprise system will be registered 
if this happens. 


NOTS CIVILIANS HAVE NO RESPONSIBILITY TO GOVERNMENT 


NOTS presents in its interior Government framework an example of social- 
ism at work. The civilian personnel own no property in the area; their schools 
are tax-free; they pay no State or county sales tax. While they have no respon- 
sibility to Government, they have the right to vote—even on bond issues which 
do not financially affect them but which do obligate the property owner out- 
side the fence in Ridgecrest. The outside voter has little chance to protect his 
property interest as the majority of the population resides inside NOTS. 


SHOULD ONLY PROPERTY OWNERS HAVE THE RIGHT TO VOTE ON BOND ISSUES? 


Being considered in a number of focal points in our Nation is the proposal 
that only the property owner should have the right to vote on matters which 
would require a tax on real property. This is a logical approach to the prob- 
lem and a protection to the right of private property ownership. This one 
privilege, which differentiates the democratic form of government from the so- 
cialistic, must be preserved for future generations in America. 
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BETTER BUSINESS ADMINISTRATION OF MILITARY BASES URGED 


Assuming it is true that the Armed Forces should have direct supervision of 
the actual experimentation and development missiles program (and there are 
many who say they should not), the business administration of activities not in 
the direct military area should be handled by men with business experience. 
This has been tried in various military installations but is not successful since 
the “top brass” are reluctant to relinquish authority. However, for the best use 
of our tax money, this plan must be pursued and made effective. 


SALES OF DOMESTIC POST EXCHANGES INCREASING ANNUALLY 


Last year sales of domestic post exchanges alone amounted to $345 million, 
and this figure could very well reach $500 million when the 1957 sales are de- 
termined because of the addition of children’s footwear to their stock and many 
other clothing items. The footwear manufacturers are jubilant about this new 
market—the retailers are not. There is no reason to assume that other items 
will not be added to the list of those sold in military stores from time to time. 
If something is not done to curtail this type operation, taxpaying private enter- 
prise will be destroyed in many areas. 

Only a full-scale review of the post exchange and ship’s store operations and 
the military in other business ventures outside the province of Government 
will bring about a complete understanding and an exposition of the present 
unfair competition in many communities all over the country. 

In the meantime, the merchants and property owners of Ridgecrest in Indian 
— Valley, Calif., continue to buck competition created by their own tax 

oulars. 

(Written by Jessie I. Lanning, Bakersfield, Calif.) 

Miss Lannine. And Mr. Mason, if I may address Mr. Mason, Mr. 
Chairman, I was interested in your remarks about economy in the 
defense programs. I know that is a touchy subject now, but that is 
the subject of this exhibit A, this report, and 1 think that you will 
find it of interest. 

Mr. Mason. Thank you. 

Miss Lannine. Our membership is made up principally of home- 
owners and owners of rental property. We are a small part of the 
national picture, but we feel our thinking is representative of that of 
similar organizations which we have contacted in the State of Cali- 
fornia. 

Homeowners do not as a rule have the opportunity to appear before 
you. However, there is a general feeling of insecurity in the far 
corners of the Nation, especially among property owners who con- 
stitute the backbone of our national economy, and we came to tell 
you of this. 

Filed with your committee, for inclusion in the records of this 
hearing, is exhibit A which has to do with the Government in busi- 
ness in competition with the taxpaying merchant in the naval ordi- 
nance test station in Ridgecrest, Calif. Government in competition 
with the Ridgecrest merchant is just a small but typical example of 
what is happening all over the country. The elimination of this 

ractice will reduce Government expenditures and increase the tax 

ase. 

In Kern County there are at least 7,000 property owners who are 
delinquent in payment of their local ad valorem taxes for the 1957-58 
fiscal year. The success of the Federal tax program depends on the 
soundness of the local economy. It would not appear propitious to 
continue to levy on income and drain the home and business owner of 
the wherewithal to continue to maintain his primary living and busi- 
ness requirements. It is fundamental that taxes must be levied, but, 
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if the base is destroyed, then anything that comes after that is lost 
motion. 

We hear a great deal about the public school situation. We are 
proud of our public school system in California. However, we do 
not feel that Federal handouts offer any solution to the problems 
which we, as citizens of local communities and the State, should handle 
in our own way with our own resources. 

Federal grants-in-aid to education carry with them Federal in- 
fluence on the educational system, and this we oppose. 

Kern County is the third wealthiest county in the State of Cali- 
fornia, and high among those of the Nation. Aid in all categories 
should be given on a basis of need. We certainly should not be in 
need of Federal aid to education since we believe that aid should be 
given in all categories according to need; we certainly should not be 
in need of Federal aid to education. Modification of the Federal in- 
come tax rates would leave in our area enough funds to successfully 
handle our own school problems. 

The same principle applies to all of the other services outside the 
true functions of the Federal Government which traditionally and 
properly should be performed by State and local governments. The 
Federal income tax constitutes a first lien on the people’s taxpaying 
capacity, and the steeply climbing rates have pyramided this lien 
to the point of insecurity in the feeling and fact of the affected tax- 
payers. 

We are all aware of the burden imposed on the Chief Executive, 
the executive branch and the Congress in handling the problems aris- 
ing in the fields of international relationships and national defense. 
These problems are particularly acute these days because of the Rus- 
sian accomplishments. It occurs to us that, if the Federal Government 
had been more concerned with the basic problems which do belong at 
the Federal level, and less concerned with matters which are State and 
local prerogatives, then our progress in the field of science would, long 
before this, have far outdistanced that of Russia. 

The group of home and rental owners which I represent is aware 
that there are current legislative proposals for tax revision and rate 
reform. We are also aware that the precipitating budget situation 
indicates that there will be greater demands for funds in the defense 
preety However, we believe that this is all the more reason for 

acing now, and planning to meet, the fundamental as well as wide- 
spread need for the Federal Government to relax its grip on the tax 
resources of the country. For only by doing so can the people at home 
meet their first obligations, operate as solvent units, and thereby con- 
tinue to contribute to the basic programs of the Nation. 

We urge your favorable consideration of tax-rate moderation in this 
session of the Congress. 

The Cuatrman. Are there any questions? 

Mr. Mason. I am quite interested in your general thesis in your 

aper. 

‘i E wonder if you realize that 20 years ago Uncle Sam used to be sad 
with 25 cents out of every tax dollar collected in America. Today he 
grabs off 75 cents out of every tax dollar in America and leaves only 
25 cents to operate local and State governments. That is an excessive 
amount that comes to Washington. 
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The Cuarrman. Are there any further questions? ‘ 

If not, we thank you for your appearance and for the information 
you have given the committee. 

The next witness is Mr. James D. Tracy. Mr. Tracy, will you please 
come forward? Please give your name, address, and the capacity in 
which you appear. 


STATEMENT OF JAMES D. TRACY, COUNSEL FOR THE KEWAUNEE 
MANUFACTURING CO., ADRIAN, MICH. 


Mr. Tracy. My name is James D. Tracy, and I am an attorney of 
Detroit, Mich., and I appear at the request of Kewaunee Manufacturing 
Co., of Adrian, Mich., and its stockholders. 

I submitted a statement in writing, Mr. Chairman, and, as you have 
suggested to the other witnesses, if agreeable to you, I will depart from 
it and speak extemporaneously on a few highlights. 

The Cuamrman. Would you like to have the statement included in 
the record ? 

Mr. Tracy. Yes, sir. 

The Cuatrman. Without objection, it will be included. 

(The statement is as follows :) 


STATEMENT oF JAMES D. Tracy, Detrort, MicH., ATTORNEY FOR KEWAUNEE 
MANUFACTURING Co., OF ADRIAN, MIcH. 


Mr. CHAIRMAN: I am appearing on behalf of Kewaunee Manufacturing Co., of 
Adrian, Mich., and its stockholders. The subject to which I direct my testimony 
is a very limited portion of the general subject of tax revision. My clients are 
disturbed and fearful over the impact of estate taxes on the individuals who are 
stockholders in the company and on the company itself. We believe the company 
is typical of many small closely held business enterprises. We propose that the 
provision now in the Internal Revenue Code for extension of time for payment of 
estate taxes in hardship cases be amended to provide effective relief for owners 
of closely held businesses. 

Kewaunee Manufacturing Co. was founded in the State of Wisconsin more than 
50 years ago, and has occupied its present plant in Adrian, Mich., for approxi- 
mately 30 years. The owners of the company are 21 individuals who are mem- 
bers of 4 families. These families were the original investors in the company 
and have remained the owners of its stock until the present time. They desire to 
continue as its owners in the future. The company has been successful in its 
business operations and has grown from a very small beginning to its present 
position. It manufactures hospital, school, and laboratory equipment and pres- 
ently has a total book value of approximately $4 million. Its annual sales are 
in the neighborhood of $10 million. | 

The situation with respect to one stockholder will illustrate the problem of the 
company and all of its stockholders. The individual who owns the largest 
number of shares of the company’s stock is now 79 years of age. (There are 
other important stockholders of greater age.) He owns approximately 22 percent 
of the stock of the company which has a book value in excess of $800,000. 
Although there is no market for the stock of this company since none has ever 
been sold except among a few of the stockholders in isolated transactions, ap- 
praisals by experts have indicated the value of his stock is approximately 
$725,000. This individual has a total estate of approximately $1,100,000 so that 
his Kewaunee stock represents between 65 percent and 70 percent of his total 
estate. In the event of his death, taxes, administration expenses, claims and 
other cash demands would exceed $500,000. Of this total the Federal estate tax 
is somewhat in excess of $300,000, at present rates. It therefore would be 
impossible to pay taxes, administration expenses, claims, and other cash demands 
without selling a portion of the Kewaunee stock unless sufficient time were 
allowed for payment to permit receipt of income by the estate with which to 
pay such obligations. It has been proposed that a section be added to the 
Internal Revenue Code permitting payment of estate taxes over a 10-year period 
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after their due date in a case in which the major portion of the estate consists 
of stock in a closely held corporation. It is inclusion of such a provision in any 
proposed amendment to the Internal Revenue Code which I advocate. 

There are presently several relief provisions in the Internal Revenue Code 
bearing on the subject in question. Section 303 permits a corporation to pur- 
chase stock from an estate without the purchase price being treated as a 
dividend. This affords some tax relief to estates which qualify but requires 
the sale of some of the stock owned by the estate which would dilute the 
ownership interest of the family of a decedent unless the family were the 
sole owner of the corporation. For reasons stated below this provision has 
been rendered almost a nullity by the legal position taken in the Pelton Steel 
Castings case and by the economic fact that small businesses, usually in debt, 
cannot set aside money to purchase their own stock. 

Section 6161 (a) (2) authorizes the Secretary to extend the time for payment 
of estate tax for a reasonable period not in excess of 10 years if he should 
find that payment on the due date would result in undue hardship to the estate. 
However, the Secretary in his regulations under the prior code section stated: 

“The extension will not be granted upon a general statement of hardship. 
The term ‘undue hardship’ means more than an inconvenience to the estate. 
It must appear that substantial financial loss, for example, due to the sale of 
property at a sacrifice price, will result to the estate from making payment of 
the tax at the due date. If a market exists, a sale of property at the current 
market price is not ordinarily considered as resulting in an undue hardship.” 

Thus it appears that to qualify for relief under this section a showing of 
substantial financial loss must be made. If the stock can be sold it must be 
sold. Such a definition of “undue hardship” renders this section of little 
value in the normal situation. 

I propose that a provision be added to section 6161 stating that it shall 
be considered to be undue hardship if more than half of the estate consists of 
stock in a closely held corporation, and therefore extension shall be granted in 
such eases on request. In defining a closely held corporation, bills presented 
last year by Mr. Curtis and Mr. Hill referred to corporations with not more 
than 10 and 25 stockholders, respectively. Since many small corporations issue 
a few shares of stock to emplovees so that they may be part owners of the 
business in addition to having shares divided among several members of the 
owning families it may be that the company would still be a closely held corpo- 
ration even though it had more than 25 individual stockholders. Application 
of family attribution rules with respect to stock ownership as contained in 
section 318 of the Internal Revenue Code would answer this problem. 

The encouragement of small business is a very important part of the economic 
philosophy of our Government. The Congress has devoted a substantial por- 
tion of its time and efforts to encouragement and support for small business. 
A part of the executive branch of the Government is devoted solely to aid in the 
solution of problems of small business. Nevertheless, the impact of estate taxes 
on owners of closely held corporations is such that frequently the widow of an 
owner is required to sell out to a larger business enterprise in order to obtain 
money to pay estate taxes. In addition, the businessman who finds his estate 
lacking liquidity because limited in substantial part to the stock in his closely 
held corporation often must arrange to sell out to a larger business enterprise 
in anticipation of death to provide the necessary funds to pay estate taxes. The 
continuance of small businesses would be greatly assisted if the blow of the 
estate taxes could be softened by providing an extension of time for payment. 

The proposed time extension would encourage the declaration of dividends 
during the 10-year period so that money would be put in the hands of the estate. 
This is in conformity with the philosophy of the Internal Revenue Code in 
opposition to unreasonable accumulations of surplus for the purpose of avoid- 
ing surtax on stockholders. The Commissioner of Internal Revenue has actu- 
ally taken the position that accumulation of earnings by a corporation for the 
purpose of purchasing the stock of a majority stockholder is not a proper busi- 
ness purpose and therefore the corporation which so accumulates is subject to a 
penalty tax. This interpretation of present law was sustained by the Tax 
Court in Pelton Steel Castings Co., even though the alternative to accumulation 
of earnings was that the corporation be sold out to another business enterprise. 
Although that case is now being appealed by the taxpayer it indicates the posi- 
tion of the Commissioner of Internal Revenue and the Tax Court and will 
most certainly discourage accumulation of necessary cash by a corporation to 
purchase stock of an individual in anticipation of the burden of estate taxes. 
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In addition to the danger of penalty tax the necessity of accumulating and 
holding surplus cash against the need for money to pay estate taxes must have 
a detrimental effect on small businesses since the cash is thereby restricted and 
cannot be ued for expansion and other corporate business purposes. Further- 
more, most small corporations find it necessary to borrow money from banks 
or other sources in connection with their business operations and it is normal 
in loan agreements to forbid the corporation to purchase any of its stock during 
the time any portion of the loan is unpaid. Such happens to be the case with 
Kewaunee. 

For all of these reasons the relief afforded by section 303 of the Internal 
Revenue Code is of small value to the stockholder in the closely held business, 
for whom it was intended. Much greater relief—in fact necessary relief— 
would be granted by permitting the payment of the estate tax over a period of 
10 years. No revenue would be lost to the Treasury Department since the tax 
ultimately would be paid. Meanwhile, there would be liability for interest on 
the unpaid portion of the tax and a lien would exist on the assets of the estate 
to secure the Government against loss. Incidentally, other portions of the regu- 
lations under the present extension sections should be modified and softened 
since they are unduly harsh and remove all benefit to the stockholder. These 
regulations require the payment of interest for the full period of the extension 
granted even though the tax is paid in a lesser time. They also state the 
Commissioner may demand security for payment, although since a lien on the 
assets of the estate is in effect from the date of death, in the normal situation 
there would be little additional security which could be furnished. 

During this presentation I have limited my discussion to the closely held 
corporation. The same reasoning, of course, applies to the small business in 
partnership form, and the small individual business enterprise and the same 
relief should be granted. This would be a matter for definition in the legislation 
enacted. 

The impact of present high individual and corporate income taxes is such 
that even with the relief proposed payment of estate taxes out of dividend 
income will be most difficult. Reduction of tax rates would afford substantial 
additional relief. Until such rate reduction is accomplished small closely held 
businesses and their owners are in danger of extinction by reason of the for- 
tuitous circumstance of death of a major stockholder. 

In conclusion it is submitted that an extension up to 10 years for the time of 
payment of estate taxes in cases of estates whose assets consist of stock in closely 
held corporation, or an interest in a closely held partnership, or an interest in an 
individual business enterprise would be of substantial benefit to the owners of 
small businesses and would thereby prevent the absorption of small business 
by big business, yet would not reduce in any way the revenue of the United States 
Government. 

Thank you sincerely for this opportunity to be heard. 


Mr. Tracy. I know that at least one other witness before me testi- 
fied on the same subject to which I direct myself. That subject is a 
provision for extension of the time within which to pay estate taxes, 
up to a period of 10 years in cases particularly of closely held corpora- 
‘tions and other closely held businesses. 

Now this is a very limited part of your general subject of tax revi- 
sion, and it happens this is a part that will not decrease the revenues 
of the Federal Government, but it will be of great assistance to the 
persons who happen to be heavily hit by estate taxes, and particularly 
by the en that estate taxes be paid within a very short period 
after death. 

Mr. Kane, who appeared before you at a previous time, gave some 
very cogent arguments in support of such a provision. I would like 
to add a few comments to those he made. 

You have in several sections of the Internal Revenue Code 
attempted to assist the kind of person I appear for. There is section 
303, which permits a corporation to purchase stock from a stock- 
holder in certain situations where the stock represents a major por- 
tion of the estate, and that is intended to provide cash with which to 
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pay estate taxes. The provision is there so that the distribution will 
not be taxed as a dividend but, rather, received at capital gain rates. 

That was intended to help these people. But in a recent case 
that section has ben pretty well emasculated. The Commissioner of 
Internal Revenue, in the Pelton Steel Castings case, took the position 
that a corporation which accumulated surplus for the purpose of buy- 
ing stock of a major stockholder was subject to the penalty tax on 
unreasonable accumulations of surplus under 531 and subsequent sec- 
tions in the Revenue Code. 

Now he took that position, and his position has been sustained by 
the Tax Court. Therefore, the ordinary small corporation cannot 
now safely accumulate its surplus so that it will have cash available 
in the event of a death of an important stockholder. This leads to 
several unfortunate situations. 

I think there are many cases in which a widow is required to sell 
out her husband’s business on his death so that she can obtain the 
necessary cash. And, more frequently, the astute business hand, who 
sees that his estate will not be liquid, sells out to bigger business 
in anticipation of his death. All of this leads to the fact that small 
businesses are gobbled up by larger businesses, and I think that is 
contrary to the philosophy of our system of economics and good 
government. 

Now that interpretation of section 531 pretty well eliminates sec- 
tion 303 although there is another thing. As a practical matter, 303 
was always difficult because most small businesses don’t have the 
opportunity to accumulate excess cash. They need it for their working 
capital, and certainly they need it for expansion. Furthermore, 
most of them are in debt, and normally the debt-loan agreement for- 
bids the purchase of their own stock. So that section is not of much 


help. 

dention 6161 does provide that the Secretary of the Treasury can 
permit extension up to 10 years of the time to pay estate taxes in 
case of undue hardship. 

Now that section should be sufficient to take care of the proposal 
which I make. But in the regulations undue hardship is so strictly 
defined that it just doesn’t apply in anything but and extreme case. 
If corporate stock can be sold, it must be sold, and if there is any 
market, then there is no undue hardship. So, in the normal case, that 
would not be of help. 

I suggest and propose that an addition be made to section 6161 
which would provide that in the case of closely held corporations, 
undue hardship be extended to cover a situation where a major portion 
of an estate is stock in a closely held corporation, so that automatic- 
ally, on request, an extension up to 10 years may be granted for 
payment of estate taxes. 

Thank you, 

The Cuarrman. Are there any questions? 

Mr. Mason. I just want to call the gentleman’s attention to the fact 
that that is a provision of the Curtis bill which is now before this 
committee. 

Mr. Tracy. Thank you for noting that. I agree that it already has 
been put into a bill, and I hope it will be made a part of any relief 
bill that this committee suggests. 
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The Cuatrman. Are there any further questions? 

Mr. Tracy, have you had experience with the Internal Revenue 
Service on the question of the sale of a business being or not being a 
case of undue hardship? 

Mr. Tracy. I have had only limited experience with that. I know 
of no case where extension has been granted within my own experi- 
ence. 

I have on several occasions attempted to get extensions without 
success. 

The CuatrMan. Do you know of cases where the request for ex- 
tension has been denied, when the basis for the request was the undue 
hardship created by the sale of the business? Do you know of any 
cases like that ? 

Mr. Tracy. I think actually, to be truthful, in the cases that have 
been put to me, I have had to advise clients that the section could not 
help them under the regulations as they are now drawn. So that I 
have not actually ever submitted one to the Treasury Department. 

The Cuairman. Is it your view, after studying the regulations, that 
it would be impossible for relief to be obtained under section 6161 
in the instance of a forced sale of a business to pay estate taxes? 

Mr. Tracy. I believe that is so, That would most certinly be so, 
Mr. Chairman, in the instance of the Kewaunee Manufacturing Co., 
which is one of my clients and which sent me here, because there is 
no doubt that stock of that company could be sold. Therefore, cash 
could be raised. 

What would happen, however, is that the company would lose its 
closely held nature as it now exists. The sale would have to go to 
outsiders. 

The Cuatrman. Is it your opinion that no greater hardship could 
be imposed upon an estate than the sale of the assets of the estate in 
order to pay the tax? 

Mr. Tracy. Mr. Chairman, that is what disturbs me greatly. I 
| to be one of the trustees of the estate of the principal stock- 
holder in that corporation, who is now 79 years old, and I hope he 
will have a long life. But it would absolutely be necessary to destroy 
the company which he has built up for 50 years if he should die and 
we had to raise the money to pay taxes and the necessary cash de- 
mands on the estate. 

The Cuarrman. Maybe you and I ought to call in some additional 
witnesses to determine whether we are reasonable or not, but it seems 
to me that that would be a reasonable position to take. 

_Mr. Tracy. I would have thought so before I read the regulations, 
sir. 

The Cuarman. Are there any further questions? 

If not, we thank you, Mr. Tracy, for your appearance and the in- 
formation given the committee. 

Since that completes the calendar for today, the committee will 
adjourn, without objection, until 10 o’clock in the morning. 

(The following letters and statements were filed with the com- 
mittee :) 
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Ep1son ELectrIc INSTITUTE, 
New York, N. Y., January 8, 1958. 
Hon. WILBUR MILs, 
Chairman, Committee on Ways and Means, 
House Office Building, Washington, D.C. 


Dear Sre: As chairman of the special tax policy committee of the Edison 
Electric Institute, I am submitting for your consideration and for the record 
the attached statement regarding tax equality. 

Very truly yours, 
C. B. McManvs, 
Chairman, Special Tax Policy Committee. 


STATEMENT By CLIFFORD B. McManus, CHAIRMAN OF THE SPECIAL Tax POLICY 
COMMITTEE OF THE EDISON ELECTRIC INSTITUTE 


My name is Clifford B. McManus. I am a resident of Atlanta, Ga. I am 
chairman of the board of the Southern Co. I am also chairman of the special 
tax policy committee of the Edison Electric Institute and in this capacity I am 
submitting the following statement. 

The Edison Electric Institute is the leading trade organization of the electric 
utility industry and in terms of number of customers served, represents over 95 
percent of the taxpaying electric companies. 

The Edison Biectric Institute is aware of the gravity of the international 
situation and the urgent need for Federal tax revenues to meet the defense needs 
of our country. I want to assure you that the electric companies will do their 
full part in meeting the emergency. They seek no special consideration or 
preferential treatment apart from others in the matter of Federal income taxes. 

The electric companies believe that it is the duty of all citizens, and of all 
industries and businesses to carry their full share of the tax burden. This is no 
time to advocate or practice tax avoidance at the expense of those who support 
our Federal Government. 

Unfortunately, the electric utility industry is divided into two segments; one 
that pays Federal income taxes and one that does not. In 1956 the utilities that 
pay Federal income taxes generated 76.42 percent of the total kilowatt-hours 
produced, whereas the utilities that do not pay Federal income taxes generated 
23.58 percent of the total kilowatt-hours produced. 

A situation where over 20 percent of an industry is automatically escaping 
Federal income taxes is a grave discrimination against that portion of the 
industry and its customers that is providing an important part of the tax 
revenues of this country. 

This situation threatens the very existence of the taxpaying electric util- 
ities since in common with every other corporate business, the electric com- 
panies must include the taxes they pay in the charges which they make for 
their services. They have no other source of funds. In effect, the electric 
companies are acting as tax collectors and their customers pay the taxes. In 
reality, it is the customers of the taxpaying electric utilities who are being 
discriminated against through the workings of this unfair tax situation. 

The extent of the tax burden is very great. It is in two parts—the visible 
tax that appears on the books and the invisible part that does not. I first want 
to discuss the visible tax burden. 

In the year 1956 the electric companies on the average set aside for direct or 
visible taxes 23.5 cents out of every dollar of electric operating revenue after 
elimination of intercompany revenues and expenses. Of this amount, 14.4 cents 
was for Federal taxes and 9.1 cents was for State and local taxes. The dollars 
set aside for Federal taxes totaled over 1 billion in 1956 and exceeded this 
amount in 1957. 

I realize you are interested only in Federal taxes, but I hope you will keep 
in mind the magnitude of the State and local tax burdens, since such taxes 
are an important factor in determining the rates that our customers must 
pay. 
The fact that Federal income taxes are a particularly large item for com- 
panies such as the electric utilities, which have to make a heavy investment 
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per dollar of annual revenue, is a matter of serious concern to us. Electric 
companies on the average require about $4 of property to obtain a dollar of 
annual operating revenue. In addition, the regulatory authorities, Federal, 
State, and local, having jurisdiction over us, together with good business prac- 
tices, dictate that a substantial part of the taxpaying electric companies’ capi- 
talization be in risk or equity capital. They also set our rates of return. Thus 
the average utility seldom has over 60 percent of its capitalization in debt and 
many have much smaller proportions. We are forced to earn enough income 
after taxes to attract the risk capital required to meet the ever-growing needs 
of the people we serve. We must, however, stay within the rates of return 
set by the Commission. All we can earn is fair wages for the money furnished 
by the investors. 

You will get a better idea of the end result of thees factors when I tell you 
that while the electric companies’ total sales are less than 1% percent of the 
total gross sales of all corporations, the electric companies pay over 4 percent 
of the corporate income taxes of this country. 

Now I want to tell you about just one feature of the invisible part of the 
tax burden of the electric companies that is of a very serious nature to us. 

The holders of the securities of the electric companies must pay Federal 
income taxes on the interest and dividends they receive from the companies. 
The amount of tax revenue received from this source must be very large, but 
unfortunately exact figures are not presently available. The utility companies 
must pay high enough interest and dividend rates to enable them to sell their 
securities in competition with tax-free bonds marketed by the public bodies in 
the power business. This income-tax component paid by the investor is, of 
course, included in the rates paid by the customers of the taxpaying electric 
utilities for electric service. 

Federal power projects are in the main financed by appropriations by the 
Congress and by retained earnings. Although these Federal projects may re- 
turn to the United States Treasury a portion of the money advanced by the Con- 
gress, they do not pay any Federal taxes. 

State and local political bodies finance in the main with tax-free bonds. There 
are some $2 billion of such bonds applicable to the utility operations of State and 
local bodies. No Federal income taxes are paid on the interest received by the 
owners of such bonds. Obviously such securities are attractive to people of 
large means. 

As previously pointed out, 9.1 cents of every dollar of operating revenue col- 
lected by the taxpaying electric utilities is paid out in State and local taxes. 

Save for a nominal amount in lieu of such taxes paid by TVA and Hoover 
Dam, Federal power projects pay no State and local taxes. 

Some State and local political bodies in the power business, and some rural 
electric cooperatives, pay taxes or make payment in lieu of State and local taxes, 
but the average of all payments for both groups is less than 3 cents of each dollar 
of operating revenue, as compared with 9.1 cents for the:taxpaying utilities. 

In 1925 about 4% percent of the electric energy generated was produced by 
public bodies. Visible taxes incurred by taxpaying electric utilities in that year 
took a little more than 9 cents of every dollar of operating revenue. 

By 1940 the percentage of electric energy generated by public bodies had 
jumped to 11.58 percent. Visible taxes incurred by taxpaying electric utilities 
that year took 17.7 cents of every dollar of operating revenue. 

In 1956 the percentage of electric energy generated by public bodies had again 
jumped to 23.58 percent. Visible taxes incurred by taxpaying electric utilities in 
that year increased to 23.5 cents per dollar of operating revenue. 

The non-income-tax-paying segment of the electric-utility industry has many 
special privileges besides its freedom from Federal income taxes and its relative 
freedom from State and local taxes. But the tax advantage is the destructive 
factor, It is so important that taxpaying businesses find it increasingly difficult 
to compete with that part of the industry enjoying its benefits. 

There are probably many methods by which the Federal Government can tax 
State and local bodies as well as Federal projects, and it seems to us that in 
view of the need by the Federal Government for additional revenue, the existing 
inequity between the taxes borne by the customers supplied by taxpaying electric 
utilities and those served by utilities which do not pay taxes, it would be wise for 
your committee to make a complete study of this situation. 
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We would like to suggest that it would be appropriate for you to ask your staff 
to investigate the problems which we have outlined and to report their findings 
back to your committee. 

We will assist you in every way that we can and will put our legal and tax 
people at the disposal of your staff. In this connection, I understand from law- 
yers expert in the field of taxation that there is no constitutional obstacle to 
Federal taxation of Federal power operations. Federal power projects account 
for more than 70 percent of the power produced by the non-income-tax-paying 
segment of the industry, a large part of which is supplied to other non-income-tax- 
paying utilities. Substantial relief of this unfair situation can be secured imme- 
diately by placing upon these Federal projects the equivalent of the Federal tax 
burden that is now borne by taxpaying utilities. The taxing of State and local 
bodies may be a little more complicated, but from our studies we are sure that 
it can be done, and we believe that your committee will arrive at a satisfactory 
solution to this problem. 

I thank you for the opportunity of making this statement. 


(Whereupon, at 2:50 p. m., the committee recessed, to reconvene 
at 10 a. m., Friday, January 10, 1958.) 
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(Rates and Miscellaneous Provisions of the Internal Revenue 
Code—Continued) 


FRIDAY, JANUARY 10, 1958 


Houses or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEAns, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in the hearing 
room of the Committee on Ways and Means, House Office Building, 
Hon. Wilbur D. Mills (chairman) presiding. 

The Cuarrman. The committee will please come to order. 

The first witness is Mr. James R. Davie. Mr. Davie, will you give 
your full name, address, and the capacity in which you appear for 
the record, please ? 


STATEMENT OF JAMES R. DAVIE, PRESIDENT OF THE ALBANY 
CHAMBER OF COMMERCE, ALBANY, N. Y. 


Mr. Davie. My name is James R, Davie and I am president of the 
Albany, N. Y., Chamber of Commerce. 

I sincerely appreciate the opportunity of appearing before you as 
a representative of the business and professional people of the Albany 
area on the subject of tax reform. I am not an expert on taxes. In 
my many years in the banking business, however, I have come in 
close contact. with all types of business and have become more than 
casually acquainted with the general effect of our tax structure upon 
them. I might say in passing that I have a very personal knowledge 
of the effect of this same tax structure on the individual. 

Last July when your committee announced its plans to hold open 
hearings on tax reform, our chamber of commerce at Albany, N. Y., 
expressed immediate interest. Our national affairs committee made 
a careful study of several of the proposals circulating at the time. 
Most of the suggestions reviewed by our committee were one-sided 
in their approach or impractical in their application. What we were 
looking for was a combination of proposals—which offered a bal- 
anced plan which would spread the benefits of tax reform among 
the many segments of our community. 

Since your original announcement of these hearings, many events 
in the national and international scene have transpired to dim the 
original prospects and hopes for immediate tax reform. However, 
our chamber feels that the recommendations of our national affairs 
committee still offer a good principle for effectuating tax reform 
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when and if the overall climate offers such an occasion, and it is in 
this spirit that I am appearing before you today. 

The Albany, N. Y., Chamber of Commerce urges you gentlemen 
to give serious consideration to the principles of tax reform con- 
tained in the Sadlak-Herlong bill which of all the bills studied by our 
committee and as finally voted upon by our board, offers a balanced 
means of benefit to all segments of our community. In fact, as a 
fundamental approach, the bills introduced by the two distinguished 
members of your committee, Representatives Sadlak and Herlong, 
appear to be the only ones which go to the heart of the faults now 
found in our present tax rate structure. 

Since 85 percent of all business is unincorporated, a tax reduction 
aimed at freeing savings and capital of small business must deal with 
the personal income tax rates. The Sadlak-Herlong bill does this ad- 
mirably by reducing tax rates in all brackets both normal and surtax 
by a minimum of some 25 percent. 

We are particularly sensitive to the problems of small business in 
Albany because only 6 of the 77 manufacturers listed in the area in- 
dustrial directory of our chamber of commerce employ over 500 peo- 
ple. In fact only 16 of them have over 200. 

Now I realize it would make my case much stronger if I could cite 
chapter and verse as to how many of these firms—and others who are 
not manufacturers—are presently in a straightened financial condi- 
tion because of taxes or how many of them would expand tomorrow 
if taxes were reduced. This I cannot do because there are also a 
great many other elements which enter into both these situations and 
taxes is only one. I do know, however, that the present tax structure 
has stifled incentive to invest in growth and to start new enterprises. 
Many men—and women, too—who have the ability and capital to 
create new job opportunities do not do so because the possibilities of 
return do not justify the risks. This was not the way our country 
grew and it gives us in Albany, at least, cause for concern for the 
future. 

The Sadlak-Herlong bill also examines the need of corporate tax 
reduction, thereby permitting this segment of our industrial and busi- 
ness community to free savings and capital which would create new 
job opportunities and permit the replacement of obsolete machinery. 
In the last analysis, corporations are in the main merely groups of 
people working collectively and we all know that unless our corpora- 
tions are financially oil and have ample capital to work with, the 
jobs of millions of men and women may be in jeopardy—it seems as 
simple as that to us. 

What our chamber eee approves in the Sadlak-Herlong 
bill is its recognition of the needs of Government with the postpone- 
ment feature and the permissible 9-year spreadout. These features 
permit a flexible approach that will enable the growth factor of the 
economy to effect tax reform without hamstringing the Government. 
Finally, the bill as it is written will benefit all business small and 
large, as well as all individual taxpayers, without shifting any of the 
present tax burdens. ; 

We believe the bill is sound and we urge your committee to give 
it serious consideration at the earliest opportunity. 

The Cuarmman. Are there any questions ? 
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Mr. Davie, we thank you for your appearance before the committee 
and the information you have given us. We appreciate it. Thank 
you very much. 

Our next witness is Mr. Henry P. Taylor. Will you give your 
name, address, and the capacity in which you appear for the benefit 
of the record. 


STATEMENT OF HENRY P. TAYLOR, CHAIRMAN OF THE TAXATION 
COMMITTEE OF THE VIRGINIA MANUFACTURERS ASSOCIATION, 
WALKERTON, VA. 


Mr. Taytor. My name is Henry P. Taylor, and I am representing 
the Virginia Manufacturers Association. 

The Cuarrman. Before you begin, I notice that you have addi- 
tional material appended to your statement. Do you desire that to be 
in the record ? 

Mr. Taytor. Yes, sir. 

The Cuarrman. Without objection, it will be included. 

(The information is as follows :) 


ADDITIONAL STATEMENT OF Henry P. Taytor, TAXATION COMMITTEE OF THE 
VIRGINIA MANUFACTURERS ASSOCIATION 


The membership of the Virginia Manufacturers Association is keenly aware 
of the growing resistance to increased prices to cover the rising cost of labor, 
materials, and taxes—local, State, and Federal. This has resulted in a trend 
toward lower volumes and lowering return on investment in a growing number 
of categories of industry. Lowered returns are having the effect of not pro- 
ducing and attracting the funds necessary for the desired development and 
growth. 

In dealing with our proposal for a general reduction in Federal income taxes, 
we feel that it is desirable to comment on the major areas of Federal 
expenditures. 

DEFENSE 


The fact that we are faced with heavy and burdensome outlays for defense 
beyond the foreseeable future means that we will have to become more critical 
of every program in existence as well as those to be added. In 17 years of 
continuous heavy expense we have learned as we paid. As would be expected, 
many questionable causes have come to light which have been supported in the 
name of national defense. This is a kind of disease which must be recognized 
and stamped out lest it grow. The character of future research and weapons 
for defense is such that the cost will increase, we are told. This being true, it 
will be necessary to explore all opportunities for compensating reductions. 
Obsolescence and inefficiencies must be weeded out regardless of the entrench- 
ments or obstacles encountered. The American people have every right to expect 
the most for every defense dollar. 


WELFARE PROGRAMS 


Public welfare programs have added greatly to the fixed cost of doing business 
in recent years. Emergency programs become permanent programs, and they 
all grow, with the result that an increasing percentage of taxes is allocated for 
this purpose. The danger of welfare programs is that the purpose for which 
they were intended can easily be destroyed. 

Largely because of the great amount of funds taken in by the Federal Gov- 
ernment and the ease of getting at these funds, many projects of a local and 
marginal nature have been supported by Federal taxes. Both Federal and local 
officials have shared in the responsibility for this. It is fair to say that the 
Federal Government has not resisted this trend, that it has encouraged this 
to an alarming degree. Right at this moment, without too much discouragement 
from Federal bureaus, a mammoth number of requests for all kinds of special 
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local assistance programs are being pushed from all directions for every con- 
ceivable reason. The opportunity to get financial support quickly and easily 
is visualized by many. 

During the past session of Congress the people of this country let it be known 
in unmistakable terms that Federal aid to education and the controls which 
follow were not wanted—that we had already gone too far in this direction. 
It has been proven many time that local responsibility for local programs makes 
for real lasting progress and ultimately lower costs. What can give us greater 
strength and prosperity than strong, responsible local government for the long 
haul? What other way can our country build lasting and enduring strength? 
The framers of our Constitution saw this clearly. Nothing has happened to 
prove otherwise. 

The cost of welfare programs can be reduced by the elimination of the un- 
necessary and keeping the justifiable in proper balance. 


FOREIGN TRADE AND AID 


Are we meeting pure competition in the world markets with a growing number 
of our products without Government subsidies? Does the cost of our products 
(taxes, materials and wages) compare favorably with the cost of foreign prod- 
ucts (less our direct and indirect subsidies to them)? To be sure we are vitally 
concerned with increased foreign trade. How it is achieved determines its 
worth and effect. Trade and foreign aid, therefore, must always work in con- 
cert, not independently and at cross purposes as too often has seemed to be the 
ease. Our laxness in requiring reasonable performance as a condition of foreign 
aid has cost us and our friends dearly, and will continue to cost us unless we 
face up to it. 

We are a great country but small in comparison to the needs of the world. 
Can we indefinitely afford foreign aid on the basis of diminishing returns—aid 
administered in a way which does not produce effort and positive results on the 
part of the recipient? Our postwar experience would suggest that we have too 
often turned to the easy way of artificial supports to commerce at home and 
abroad and have thereby postponed and complicated the real solutions to the 
problems. It is believed that the elected representatives of the people are 
beginning to see this, and it is hoped that you will insist that we get more effort 
for less aid dollars, which is, in the end, our only hope for bearing the cost 
and improving the return on this investment at home and abroad. 


FEDERAL EMPLOYMENT 


We have often heard the cry of the lack of incentives to attract key personnel 
and management talent in government. With billions of dollars in the Federal 
payroll, it is indefensible that adequate economic incentives have not been 
established. Business and industry have proven again and again that this is 
the first order of business in running an organization. Across-the-board in- 
creases for all personnel is not the answer to the problem. It is exactly the 
opposite for the desired results. The contention of lack of incentives for key 
people and management talent would indicate that if more talent were employed 
more efficiency could be expected. This could result in a lower total personnel 
cost. 

CONCLUSIONS 


Time after time business and industry are faced with the problem of reducing 
costs in order to survive. Since enterprise supports Government operations it 
has every right to expect that government will practice efficiencies and cost 
reductions wherever possible in a like manner. Because of the lack of compe- 
tition it is realized that this is difficult to achieve in Government, but neverthe- 
less desirable. 

Our system of withholding Federal taxes makes management of enterprise 
responsible for collecting taxes and causes the masses of people to be unaware 
of the extent to which they are actually taxed. It has the effect of taking the 
pressure off of our elected representatives. While the ease of tax collections 
is recognized we should never lose sight of the dangers which go with it. The 
amount and ease of tax collections has produced the tendency to add Federal 
bureaus, to spend freely, and to cause an increasing number of local groups 
to seek and secure funds from the Federal Treasury. We view with alarm the 
growing tendency to expand and centralize Government services, all of which 
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is directly related to the great amount of revenues collected by the Federal 
Government. The increasing needs of State and local government are becoming 
harder to meet because of the continuing high level of Federal taxation. 

Business decisions are becoming more and more colored by tax considera- 
tions. Too often the effect of high taxes is the prime concern. The dangers 
are evident in the things we see—the growing number of unprofitable com- 
panies, the growth of cooperatives, and the increasing number of tax-exempt 
foundations. As a practical matter of salvaging equities, a growing number of 
questionable mergers and strange business combinations are taking place. Lower 
taxes—not regulation—is the remedy indicated. 

Federal Government is solely dependent on the fruits of enterprise and local 
government facilities and services for its funds and its trained manpower. The 
manner in which management of enterprise and local government is able to 
carry its responsibility will determine the destiny of this great country. Realiz- 
ing Our heavy responsibility we say to you that insufficient revenues are now 
being retained by enterprise and local government for the growth and develop- 
ment needed for our economic health. The members of this committee and 
the rest of Congress are urged to take the steps to bring about an orderly 
general reduction of Federal income taxes. 

Mr. Taytor. My name is Henry P. Taylor. I am and I have been 
for the past 3 years, chairman of the taxation committee of the Vir- 

inia Manufacturers Association. I have been engaged in industry 

or the past 30 years, and have been keenly interested in observing 

all levels of taxation and its effect on industry. I am president of 
Taylor & Caldwell, Inc., a food processing company located at 
Walkerton, Va. 

The Virginia Manufacturers Association has a membership of some 
800 concerns. Its membership includes all types of manufacturers 
ranging in size from 50 to 14,000 employees; 86 percent of its members 
employ less than 500 people and are small business. The association 
is the recognized and respected spokesman of manufacturers of Vir- 
ginia on matters pertaining to taxes, labor legislation, and develop- 
ment of natural resources. 

In the short time allotted, I should like to call your attention to 
growing and disturbing trends, which, we believe, suggest that the 
high level of Federal income taxes which are being borne by our 
economy has reached the point of diminishing return. 

During the past 15 years our State’s budget—not including bond 
indebtedness and road funds—for improvements and services has 
grown 600 percent while our population has grown about 34 percent. 
To a great degree the same thing has been true of our local govern- 
ments. These needs are not diminishing. To the contrary, the quality 
and quantity of facilities and services necessary for the foreseeable 
future are increasing faster than the ability to provide them. In this 
respect we are no different from our sister States. 

The Federal Government has during this same period continued a 
very high level of income taxes with the result that productivity has 
become seriously overtaxed. 

The situation is further aggravated by the fact that wages have in- 
creased by 5.5 percent annually while productivity has increased only 
about 3 percent annually—BLS. Wherever possible price increases 


have been used to make up the difference for wage increases in excess 
of productivity gains as well as the increases of taxes. There is now 
wideeprent evidence which indicates a growing difficulty in raising 
prices as a means of covering these added basic costs. 

Local growth and development is recognized as the foundation of 
our strength and existence. The first requirement for this is the in- 
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vestment in enterprise. Next and equally important are the funds 
required for load: governmental facilities and services to’ support 
expansions in population and enterprise. Funds for Federal opera- 
tions come after this, not before. Federal funds cannot be taken indefi- 
nitely at a rate which is detrimental to enterprise and local government 
without telling effects. This, gentlemen, is exactly the predicament 
we find ourselves faced with now. 

At the National Governors Conference last summer President Eisen- 
hower made the laudable proposal that functions and programs of a 
State nature be returned to the States along with corresponding reve- 
nues to support them. Last fall in referring to the requirements for 
national defense he said that all unnecessary Federal programs would 
have to be eliminated, and that wherever possible others would be 
curtailed. We many agree with the President on both of these obser- 
vations, and hope that the Congress will act accordingly. 

It is our belief that a general reduction in Federal income taxes at 
this time would have the healthy effect on growth which would soon 
result in little or no loss in Federal revenues, but it could be a tragedy 
to continue Federal taxes at a level which hinders growth and develop- 
ment of the very foundation of our economy. 

I would like to add that the board of directors of the Virginia Manu- 
facturers Association has approved the Sadlak-Herlong bill. Thank 

ou, sir- 
7 The CuarrmAn. Are there any questions? 

If not, Mr. Taylor, we thank you, sir, for your appearance and the 
information which you have given to the committee. 

Our next witness is Mr. Robert R. Nathan. Will you please come 
forward and give your name, address, and the capacity in which you 
appear for the record, please. 


STATEMENT OF ROBERT R. NATHAN, NATIONAL CHAIRMAN OF 
THE AMERICANS FOR DEMOCRATIC ACTION 


Mr. Natuan. Thank you, Mr. Chairman and members of the com- 
mittee. Iam Robert R. Nathan. Iam an economist, appearing here 
this morning as national chairman of Americans for Democratic 
Action. 

We come with no special interest. We would like to deal with this 
subject of taxation as we see it in terms of the interest of the economy 
rather than any particular benefits for our group or any specific group. 
We feel that today with the peril that faces the United States, the way 
in which we handle our economic policies and the way in which we 
seek to restore high levels of employment and overcome this recession 
from which we are now suffering in order to establish the highest pos- 
sible status of our free economy and free society among the nations 
of the world, necessitates the most constructive and imaginative type of 
tax and fiscal policy that we can conceive. 

We believe, Mr. Chairman and members of the committee, that tax 
policy is most significant in terms of the well-being of our country and 
our economy. In the last 25 years, a great many built-in stabilizers 
have been introduced which we are confident will prevent the recur- 
rence of a major depression severity and duration that we suffered in 
the early thirties. 
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There are many measures such as unemployment insurance, social 
security, minimum wages, bank-deposit insurance, and the like that 
we believe of all of the stabilizers that there are in the economy toda 
progressive taxation is by far the most significant and meaningful. 
Our tax system today based on ability to pay varying rates at varying 
income levels in a sense has given us a sensitive and responsive tax 
structure which tends to bring about a more rapid increase in revenue 
in the rising national income, with the result that in inflationary items 
you tend to have a counter-inflationary result in our tax system. 

In periods of decline in business, you tend to have a break or a check 
on the deflation because our revenue drops more rapidly than the na- 
tional income by the very nature of progressive taxes. From that 
point of view, we believe that a continuation of the progressive tax sys- 
tem, the one based on ability to pay with high rates for higher income, 
is very crucial for stability and prosperity of our economy. 

Especially since we have the withholding facilities in our tax law 
now, this is an instrumentality which permits a very speedy and rapid 
adjustment, and I would emphasize, Mr. Chairman, that this then 
gives us a tremendously important economic instrument stability and 
sustained high levels of employment consistent with the See 
Act of 1946. We feel over the last 25 years your committee has made 
great progress and has afforded the country great progress in terms 
of economic stability by its tax proposals, with the exception largely 
of the tax law of 1954. 

I think, Mr. Chairman, that before this committee you have already 
heard expression of views that our tax system has been destructive of 
incentive and is harming the free enterprise system. Now, we believe, 
Mr. Chairman, that taxes which become too high can destroy incentive. 
There is no question that confiscatory taxes can be harmful to free 
enterprise. On the other hand, I think it is very significant that 
despite the high taxes we have, we have had a very high level of in- 
vestment in the United States ever since the end of World War II. 

In the last 2 years, we believe that we have had an excessive amount 
of investment for the stability of the economy. Frankly, I personally 
cannot conceive the possible justification for anybody today saying 
that we need a reduction in taxes to induce more investment when we 
have just come through an investment boom which has caused a 
recession. 

If anything, I think what I would like to call the George Humphrey 
recession today is due in a sense to the Humphrey economic policies 
and proposals of the last 3 years, which, in a sense, brought an ex- 
cessive level of investments. Why are we having a recession in the 
United States today? Because in the last 2 or 3 years we increased 
our productive capacity more rapidly than we had an increase in 
consumption ability. That is why today we find in the face of a peril- 
ous world situation one-third of our steel capacity ideal, unemploy- 
ment increasing, and an ideal capacity in other industries, which cer- 
tony is harming the status of the United States throughout the free 
world. 

From that point of view, I think, Mr. Chairman, it is terribly im- 
portant that we evaluate our tax law in terms of what the impact 
of the 1954 tax bill was. 

We feel that the 1954 tax law made a great mistake of maximizing 
the tax relief to the higher income principally. We think the divi- 
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dend credit was a mistake and ought to be repealed, and above that, 
Mr. Chairman, we feel that the change in accelerated amortization, 
the permission of the double-declining method out of the 1954 tax 
law, was a major factor in bringing about the very rapid rise in plant 
and equipment and investment expenditures which brought on the 
recession which we have today. 

Now, we believe that the recession which we are suffering today is 
not only harmful to the status of the world, but, of course, it repre- 
sents a tremendous waste in terms of our resources. It is a waste of 
billions of dollars of production which could very effectively be 
utilized to provide a more adequate defense, to provide education, 
to provide housing and to provide for urban redevelopment, and to 
provide for health and many of the other essentials for an effectively 
functioning free enterprise democratic society. 

I think there are two basic problems that face this committee and 
the Congress this time, Mr. Chairman and members of the commit- 
tee. One is, what do we do to restore full employment? Wein ADA 
believe that with the ideal capacity that exists in the economy today, 
and in the face of our international peril, that the first task is that 
of determining what we need, or what do we in the United States, the 
people of America, need in terms or reestablishing our supremacy 
and our security and our strength throughout the world. 

We think that the first task is that of appraising the expenditures 
side, what do we need for an adequate defense. We ought to provide 
that. I think the talk that is taking place today that because of in- 
creased defense we have to cut down nondefense expenditures, in our 
judgment, is irresponsible. 

We believe that the defense of the United States is terribly im- 
portant, but I agree, certainly, with the President’s statement in the 
state of the Union message yesterday that we should seek, above all 
else, peace. Peace will mean ideological competition between the 
capitalistic societies and the Communist societies, In that ideological 
competition, we in the United States have to demonstrate that our 
system can supply the needs of mankind, and the needs of our people, 
better than the Communist system. 

The question is, do we supply those needs when we do not provide 
the funds needed for education when we have doubling up in the 
classes, and do we provide those needs when we fail to provide ade- 
quately for health facilities, and mental health and other kinds of 
health? Do we domonstrate that our democratic society is better than 
the Communist system when we fail to provide the housing and the 
urban redevelopment so desperately needed and which our economy 
can afford? 

I would emphasize, Mr. Chairman, that in the face of the unused 
capacity that you have today, the increasing unemployment and ideal 
industrial capacity, it is not more clearly demonstrated today than 
even a year ago that we have the capacity to provide these essential 
needs which can prove to the world that our society is more superior 
in meeting the wants and demands of the people than the commu- 
nistic or socialistic or any other kind of system. 

In overcoming this recession, Mr. Chairman, the first thing is to 
determine what the needs of the country are—whether they are se- 
curity or social welfare—and meet those needs. But if the increased 
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expenditures in providing those needs do not reverse the economic 
trends in a relatively quicker period of time, we may need temporary 
tax reduction. 

We would suggest that we observe and see what happens in provid- 
ing these needs in the next 2 or 8 months, and if the provisions for 
these needs and if the expenditures in relation thereto do not increase 
and it looks like a recession is going to go down deeper and extend 
for any substantial period of time, then we would recommend a tax 
cut temporarily. 

Now, a tax cut of course would mean an unbalanced budget. I 
think we are going to have an unbalanced budget anyhow because 
revenues are going down as the economic activity declines. But we 
would say a purposeful unbalanced budget temporarily, because we 
believe an unbalanced budget is going to be necessary to get out of 
this recession quickly. We do not favor an unbalanced Tesdinet in 
and of itself, but we prefer an unbalanced budget to unemployment 
and recession. 

Now, I think in coming out of this recession into prosperity, we 
are going to be faced with another problem, the same as we had com- 
ing out of the 1954 one, and that is how do we achieve and sustain 
prosperity without developing those unbalances which will cause an- 
other depression 2, 3, or 4 years from now. 

I would like to suggest for this committee, Mr. Chairman, that con- 
sideration be given to perhaps a flexible system of allowing accel- 
erated amortization. In other words, when the level of investment 
in the United States falls below some point—let us say falls below 6 
percent of the gross national product—at that point, or 7 percent, we 
allow the double-declining methods. If investments in the gross na- 
tional product today are $435 billion, if the total investment fell below 
$30 billion, we should put in the double-declining method in order to 
attract investment and make it more feasible to induce new invest- . 
ments. 

But if investment goes above 8 percent of gross national product, 
then we might well eliminate that double-declining method for fur- 
ther investment in order to try to keep the level of investment high 
enough to induce new plant and new equipment, but not so high as to 
induce a level which will cause a subsequent decline. 

I think this committee might well consider the possibility of flexi- 
ble systems of introducing this accelerated amortization so that when 
investment tends to go down, you stimulate it, but try to keep it from 
going so high that it becomes self-terminating. I would like to sug- 
gest this for consideration by the committee. 

Now, insofar as the further possibilities, we believe, as I said before, 
that the dividend credit ought to be repealed. We believe that some 
relief for small business is desirable. I think that a free enterprise 
competitive economy needs vigorous small enterprise. I think that 
the provision of a 30 percent tax rate for the first $25,000 income and 
then jumping to 52 percent is not consistent with the maximum help 
for small business, and we ought to develop some kind of a more 
graduated rate; starting at a lower rate and gradually moving up to 
the 52 percent in order to help small business. 

One other point which is very, very important, Mr. Chairman, is 
this: This relates to the problem of States and localities. In this 
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country of ours, traditionally and I think properly, subjects like edu- 
cation and health and many other measures relate to the welfare of 
the people. They are the responsibility of the State and local gov- 
ernments. I think the administration of these kinds of measures 
pney can be handled and should be handled there. But we must 
realistic in recognizing that State and local governments are having 
increasing difficulty in financing these essential services. Why are 
they ee difficulty? It is mainly because State and local govern- 
ments are financed by property taxes and sales taxes, which are not 
responsive eee to the rise in the national income. 
made a study recently and found that State and local revenues, in 
relation to the national income, are down one-third over the last 20 
years. In other words, the money State and local governments get 
relative to the national income is one-third lower than it was 20 years 
ago. I think if you took localities, as distinguished from States, it 
would be even worse. But Federal revenues in relation to the na- 
tional income is up threefold from what it was 20 years ago. This is 
mainly because the Federal revenues are financed largely by pro- 
gressive taxation—income and profits taxes. 

Now, either we are going to not have adequate education, and not 
have adequate health, and not have adequate housing and other needs 
of a prosperous society, or the Federal Government must do some- 
thing about them. We, in ADA, are against the Federal Govern- 
ment taking over the direct responsibility for education and housing 
and things of that nature. We think the responsibility should be 
kept locally, but we feel that the Federal Government must do some- 
thing about the financing side. 

Now, there are two alternatives. One is Federal grants in aid. 
In other words, it is to take part of the Federal money that comes in 
and grant it back to the States and localities so that they will have 
enough for these essential services. But there is another method 
which I would propose very strongly for consideration to this com- 
mittee and that is some way to coordinate Federal, State, and local 
revenues so that the States and localities can have access to this so- 
called progressive taxation. 

I would recommend, Mr. Chairman, that one method might be that 
the Federal Government enact legislation which would allow credit 
against Federal income taxes paid to the States or localities. It is 
not a deduction from the individual’s income in computing his taxes, 
but a credit against the Federal tax for income taxes paid to the 
States or localities, up to a given amount. 

For instance, say today a man pays $100 in the State of New York 
on the State income tax. He deducts that $100 in computing his 
taxable income in figuring his Federal tax liability. I would sug- 

est, Mr. Chairman and members of the committee, that instead of 
aladion that $100 from his income to compute his Federal tax 
liability, we give him a credit of $100 against his Federal tax liability, 
computed without taking that deduction. 

In other words, you give more of a benefit to the individual, and 
you give the opportunity to the States or the inducement or the in- 
centive to undertake taxation on the basis of income and ability to 
pay rather than property taxes and sales taxes. 

‘Mr. Chairman, one of the things this would do would be to encour- 
age States, which are now against income taxes, to use income taxes 
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basing their revenues on the basis of ability to pay. You remember 
the experience under the inheritance and estate taxes. This was 
adopted to encourage some States to equalize their inheritance and 
estate taxes in other States, and I do believe, Mr. Chairman, if we 
worked out a system whereby we allowed a credit against the Federal 
income taxes paid in the State to State income taxes up to a given 
level—it would have to be a limited level—we would then encourage 
States to shift their revenue more from the regressive sales and prop- 
“g taxes to the more progressive rated income taxes. 

his is rather complicated, but I think it is a subject certainly 
worthwhile, because if we want to keep the responsibility for these 
essential services such as education and health and slum clearance 
and so forth in the States, as compared with the Federal Govern- 
ment, then I think the Federal Government must do something to try 
to help make possible the financing of these services by the States 
and localities. 

Mr. Chairman, I have just one final point. I would again like to 
emphasize that we believe that now is the time, because of the peril 
that faces the United States and the world, and because we are in a 
recession—now is the time to give a very serious, thoughtful recon- 
sideration to our entire tax program. We would suggest a reversal 
of the trends of 1954. We would suggest introducing greater flexi- 
bility to assure sustained prosperity in our economy, and we would 
suggest very strongly read periou consideration to this problem of 
the States and localities and how we can tie together the Federal, 
State, and local revenue system for the benefit of our people for the 
maximum use of our resources, and for giving us the capacity to 
demonstrate to the rest of the world how superior our system is to any 
other. 

The Carman. Mr. Nathan, would you like to have your entire 
statement in the record ? 

Mr. Natuan. I would appreciate it. 

The Cuatrman. Without objection, the entire statement will appear 
in the record. 

(The statement is as follows:) 


TESTIMONY OF Rosert R. NATHAN, NATIONAL CHAIRMAN, AMERICANS FOR 
DEMOCRATIO ACTION ON FEDERAL TAx REVISION 


Mr. Chairman and members of the committee, my name is Robert R. Nathan. 
I am an economist, appearing here this morning as national chairman of Amer- 
icans for Democratic Action. 

ADA appreciates greatly this opportunity to present its views on this im- 
portant subject. In the course of your deliberations, you will hear varied 
testimony from many witnesses, many of them pleading frankly in their own 
particularized interests. ADA has no such interests. In formulating our views, 
we have tried to be guided by our best judgment of what would be best for 
the Government, for the national economy, and for the individuals and cor- 
porations whose earnings, spending, and savings determine how the economy will 
function. : 

This is a crucially appropriate time for examination of the Federal revenue 
laws. At a time when the United States is faced with a challenge as grave 
perhaps as any in its entire history—a challenge requiring all its economic as 
well as its spiritual and military strength—we find the American economy 
operating far below capacity, wasting manpower and productive resources which 
could and should be deployed in the fight for survival of freedom and perhaps of 
mankind. Simultaneous with this waste of resources, the demands on the 
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Government’s income are rising (more, I suspect, than we are yet being told), 
and they will unquestionably rise farther in the next few years. 

The decisions of this committee will largely determine not only the state of 
the Government’s finances but the state of the economy as well. Just as pro- 
visions of the Revenue Act of 1954 were in large part responsible for the pre- 
carious and self-terminating capital goods boom, whose slackening has become 
the slack of the economy, so your decisions in 1958 will be in large part re- 
sponsible for the degree of recovery. 


Economic implications of tax policy 

Most of the “built-in stabilizers” that are counted on to check the recession— 
as they checked the two that preceded it—had their beginnings in this com- 
mittee; notably, unemployment insurance, social security and the graduated in- 
come tax. Of all the built-in stabilizers, the income tax is much the most 
powerful and versatile. In spite of all the talk about ruinious taxes, the struc- 
ture of graduated income taxes has been largely responsible for preventing ex- 
treme inbalance between investment and consumption and for maintaining high 
production and employment during most of the postwar years. If businessmen 
would drop their economic blinders and think clearly and objectively, instead 
of inveighing against high rates and high yields of the income tax, they would 
be thankful for its gyroscopic effects in righting the economy and preventing 
the recurrence of severe depressions. 

This stabilizing effect, of course, derives from the relatively steep gradua- 
tion in the tax structure, which causes revenues to rise faster than incomes 
when incomes are rising, and to fall faster than incomes when incomes are 
falling. Thus the income tax trends to brake inflation as the economy ap- 
proaches full employment, and tends to check deflation as the economy slackens. 
And particularly since you enacted the withholding system, you can, by adjust- 
ing rates, influence significantly and almost instantaneously the flows of dis- 
posable income to and from and among various groups within the population and 
the business community. This characteristic makes the income tax truly our 
most potent instrument for sustained prosperity. 

In my view, both as an economist and as chairman of ADA, you have used 
this instrument skillfully and constructively, and generally in the interests of 
the economy as well as of the Government. Nevertheless, some of the provisions 
of the law, and particularly some of those enacted in 1954, seem to us now, as 
they did then, to be unwise and ill-suited to the short- and long-run needs 
of the economy. 


The Humphrey boom and the Humphrey recession 


It is possible to trace a large part of the source and stimulus of the capital goods 
boom now ending to certain provisions of the 1954 Act, especially those granting 
preferential treatment to dividend income and liberalizing depreciation of capital 
goods. There is no mystery about the effects and never was. Mr. George Hum- 
phrey, the architect of that boom, as of so many of our present troubles, designed 
those provisions quite accurately for the purpose. He made it quite clear that his 
first concern was for business, in the belief that if business was well provided 
for, prosperity would trickle down to workers and consumers. He contended that 
postwar taxes had dulled the incentive to save and invest (although the high, 
sustained. rate of postwar investment gave clear evidence to the contrary), and 
insisted that additional tax advantages were required to sharpen the incentives. 
This myopic concentration on business spending had just the effects many of us 
feared: it overstimulated investment and neglected consumption which, in our 
economy, provides both the market for business and the incentive to invest. 

Now that the Humphrey capital boom, as we feared, has receded into the 
Humphrey recession, we must set about restoring a healthy balance between 
investment and consumption that will permit the economy to resume the rise in 
per capita consumption and to grow, not only in capacity but in output, by at least 
3.5 or 4 percent, and hopefully by 5 percent a year—even more if we are to match 
the increases of the U.S. S. R. 

The dimensions of the recession, looked at in perspective, show what a serious 
and formidable task this is. Just remember that even at the average annual rate 
of growth of the national product over the past decade (4 percent in real terms, 
leaving aside the increase in the price level), the American economy should grow 
by $18 or $20 billion a year for the next several years. For every year in which 
the economy just “holds its own” or “slides sideways”, as it has been recently, the 
country loses $18 or $20 billion of output which it can never regain and which it 
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can ill afford in these critical times. Think of it : $18 or $20 billion which would 
more than pay for all the increases in defense, in foreign aid, education, and urban 
renewal and in social and economic welfare that we need in the coming year. 

And in any year when there is a “mild decline” or “readjustment,” say of 3 or 
4 percent, as now seems likely in 1958, the loss is twice as much. So you can see 
the magnitudes we are dealing with. They represent the difference between the 
economy being easily able to “afford” what we need, and straining to get it. More- 
over, they also make a great difference in the Government’s revenues: An addi- 
tional $20 billion of national product would return 3 or 4 billion dollars to the 
Treasury, at present rates. 


Restoring full employment 


So I submit, Mr. Chairman, that as the committee considers the ways and 
means of meeting the demands that are mounting and will continue to mount on 
the Government, it should give first consideration to those fiscal policies which 
give greatest promise of restoring economic growth, promoting a balance between 
consumption and investment, and maintaining full production and employment. 

This is an urgent necessity. With industrial production below a year ago, 
with employment and earnings falling, it is clear that we must quickly find other 
demands to replace the falling off of orders for producers’ plant and equipment. 
Undoubtedly, increases in Government expenditures, if they materialize soon 
enough and fast enough, will fill part of the gap in purchasing power—assuming 
they are not balanced off by increases in tax revenues drained off from the pur- 
chasing power of consumers. But it is doubtful that Federal expenditures will 
increase fast enough to restore total demand to full employment levels speedily 
enough. We still do not know the extent of the speed-up and the build-up of 
expenditures for defense and foreign aid, though many of us suspect they will 
have to be greater than the administration has yet indicated. As for education, 
housing, slum clearance, and urban renewal, social security and other programs 
for the general welfare, expenditures need to be greatly increased. But even if 
Congress takes the initiative in proposing what the Administration will not, there 
seems little likelihood that outlays for these purposes will be greatly increased 
in the next few months or, indeed, at all in 1958. We must therefore face the 
likelihood that Federal outlays will not be increased soon enough to fill the gap 
in demand. A quick tax cut may be required in addition. 

An increase in Federal outlays in the first half of 1958 at the annual rate of, 
say $2 or 3 billion, coupled with a decline of a like amount in Federal income 
might arrest the recession if it has not proceeded too far. Much depends on the 
behavior of consumers and their ability and willingness to maintain or increase 
their expenditures in this recession as they did in the past two. We must recog- 
nize that per capita purchasing power is lower now than at any time in the past 
2 years, and it is doubtful whether it can take up the slack in demand unless 
it is augmented. This is why we believe it may be necessary to increase con- 
sumer purchasing power by a selective, temporary tax cut to those consumers 
who will most likely and most quickly spend the added income; namely, the 
lower-income taxpayer. This is not only good economics; it is equitable tax 
policy. (It might be noted in passing that the same reasoning argues even more 
cogently for expanded and increased social security benefits and public assistance 
grants. 

We would, therefore, recommend that if there are not early signs of economic 
recovery within the next months, the Congress should enact a tax reduction to 
expire in a year, in the amount of $2 to $3 billion a year, mainly accruing to the 
lowest taxpaying brackets. This could be done either by dollar credit for every 
taxpayer and every dependent, or by splitting the lowest bracket and applying 
a lower base rate on the lower part. 

To those who say that these measures would unbalance the budget, I can only 
answer, I hope so. The purpose of a tax cut would be to increase total demand 
and take up economic slack, not to curtail Government services. I hope espe- 
cially it would unbalance the cash budget and lead to Federal outlays substan- 
tially in excess of income, in the first half of 1958 particularly. I do not see 
otherwise how the economic tide is to be turned quickly and strongly toward full 
employment. And in this all-import task I hope you are not diverted by cries 
of “inflation”. It hardly needs to be said that inflation is not the problem now, 
even if the high priests of the administered price system try to maintain, or 
even increase, their prices in the face of falling demand and idle capacity. 

In addition to a tax program to reverse the recession, I think we should try 
to be sure that we do not repeat the mistake of overstimulating a capital-goods 
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boom with no limits but its own. To prevent a recurrence of this, I think you 
should look to those provisions of tax law which, at existing rates, most influence 
investment decisions. Since it is possible to trace the connection between the 
liberalized depreciation formulas and the late-lamented boom, we recommend 
that these provisions be modified to permit comparatively fast writeoffs only 
when investment in plant and equipment needs to be stimulated in the interests 
of the economy as a whole. This might be done, for example, by making such 
provisions applicable by the Treasury only when expenditures for plant and 
equipment are less than a healthy, sustainable rate, say 7 percent of gross 
national product. This would help to smooth out fluctuations in the economy 
such as those we are passing through, as well as relatively extreme fluctuations 
in the capital goods industries themselves. I submit that this would be a more 
directly efficient means, and with far fewer harsh and damaging side effects, 
than the manipulations of the interest rate of the kind we have been suffering 
from. 


Correcting inequities 


So much for questions of the levels of taxes and their effects on revenue and 
economics. Apart from these, there are certain questions of equity which we 
feel you should consider. The first concerns the preferential treatment of divi- 
dend income—another of Mr. Humphrey’s pets. In spite of all the talk about 
“widows and orphans” and the “people’s ownership of American corporations,” 
there is plenty of evidence that the preferred status of dividend income benefits 
a relatively very small group of higher-income taxpayers (for whose benefit, of 
course, it was really proposed), and that it has thus not mitigated inequities in 
the law but added to them. We suggest that it be repealed forthwith. 

Another long-standing inequity for which relief has been long promised by 
both parties is in the treatment of small business. The effect of the revenue 
laws in inhibiting the accumulation of capital in new and growing business is 
well-known to you. Its effect is to prevent the growth of competition and to 
make the way of the small business, which is hard enough in any case, even 
harder. There are many ways of affording relief; we recommend that the 
committee, after weighing them, adopt those which seem likely to encourage 
materially the growth of small business. 

Consideration of inequities would not be complete without a reference to the 
multitudes of loophole devices by which the income-tax base has been and is 
being eroded. These have been pointed out and described—expertly and 
graphically in testimony before this and other committees within the past 
several years. As you know, Mr. Chairman, it was estimated in 1955 before a 
committee under your chairmanship that about $9 billion of business income 
and upwards of $2 billion of individual income was then escaping taxation. It 
would seem to us that both equity and good fiscal policy require close scrutiny 
to see which of these escape hatches are really justified in the national interest, 
and to close those which serve only private or particular interests. The enor- 
mous leakages represented by percentage depletion allowances and various spe- 
cial treatments of depreciation, as two of the largest, deserve your close 
serutiny. 


Financing the long-run growth of public services 


Finally, Mr. Chairman, I would like to look for a moment to the longer 
run. As the national output and the standard of living rise, it is inevitable 
that, as consumers become better stocked with goods, a greater part of the 
rising standard will be in the form of services, including public services. In- 
deed, this is essential if we wish our society to advance and our civilization 
to become better—not merely better supplied. On this agenda, education on a 
scale perhaps double the present ranks very high. So does health, especially 
mental health. So does the complex of goods and services needed to renew 
our cities and enrich the values of urban living. So do social security, and 
other measures to expand our welfare services and make progress toward elim- 
ination of poverty and want in the United States. And so does a long-term pro- 
gram of investment in the future of underdeveloped countries of the free world. 

Because many of these services cannot be provided by the market but only 
by the organized resources of Government, under statute, it is both necessary 
and inescapable that Government revenues continue to rise—except, of course, 
to the extent that the long-hoped-for reduction of international tensions and of 
armaments would permit lower expenditures for defense. The growth in nonde- 
fense Government expenditure, wisely programed and efficiently administered, 
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is not something to fear or shun, Rather, it is a reflection of a richer and 
more wholesome standard for all our people. 

Government revenues will rise, year by year as the national income rises— 
but faster, because of the progressive rate structure of the income tax. These 
rising revenues will provide the means for financing the greatly enlarged pro- 
grams that are so essential in making our working democracy a living example 
that a free society can better meet the needs of its people than can a Communist 
system. Without this example I do not believe we can win decisively in the 
competition of coexistence, no matter how strong our military defenses. 

Many of these services are local in application and administration, and should 
remain so; but they can be adequately financed only if there are heavy infusions 
of Federal money. This is true because State and local revenues are too de- 
pendent on mined-out, regressive property and sales taxes which simply will 
not yield the needed increases in revenue; whereas the Federal revenue system, 
deriving three-fourths or more of its yield from income taxes, is both more 
equitable in the way it raises revenue and more responsive to the rise in na- 
tional income. In short, a large part of the money will be raised from Fed- 
eral sources, or a large part of it will not be raised. 

There are two ways in which Federal funds can be used to further public 
services administered by States and localities. One is by extension of the famil- 
iar and successful grants-in-aid programs. The other is by providing a “flow- 
back” of Federal money to States and cities not for earmarked uses but for the 
general use of relieving the unendurable strains on their finances and especially 
to ease the inequitable and uneconomic impact of sales taxes, property taxes and 
other taxes on consumption. We of ADA favor both of these systems, in com- 
binations that will encourage needed services and encourage also more rational 
and more equitable tax systems. 

As we move toward greater tax equity, I think we should bear in mind that 
mass consumption and mass purchasing power provide the base of our economic 
prosperity, supporting the market for American business and offering the sound 
and sustained incentive to invest. ADA therefore believes that as fiscal and 
economic requirements permit, our long-run objectives should give priority to 
the relief of the small taxpayer, in order to undergird the base of purchasing 
power which more than anything else gives strength, vitality, and stability to 
our enterprise economy. This need not be incompatible with revenue require- 
ments: the closing of loopholes alone could make billions available for low- 
income tax reductions which equity and good economics alike require. 


The CuarrmMan. Are there any questions ? 

Mr. Curtis of Missouri will inquire. 

Mr. Curtis. I think that your paper raises a great many very basic 
and very important issues, and ical wish that we had the oppor- 
tunity of going more fully into that. You certainly put your finger 
on the real issue between different groups of this thing. That is, the 
importance of the consumer dollar and the investment dollar and how 
our tax laws bear upon them. 

I disagree with you as you probably know from our previous con- 
versations. It seems to me in the economics of the thing the invest- 
ment dollar indeed has been taxed too much in recent years. 

You feel it is the other way around and it is the consumer dollar 
and we need to increase that flow. 

I recognize the sincerity and certain logic to that. To me this 
thing is a matter of balance. I wish that we had all of the economic 
— available so that we could honestly and accurately weigh that 
yalance. 

As I see the recent inflation we went through, it was really a short- 
age of investment capital and a lot of people did not think of invest- 
ment capital as a market commodity for which there could be a 

reater demand than there was a supply. But as soon as the demand— 
in this instance it was not the supply of investment capital that solved 
our problem, regrettably, was cut back and our industries abandoned 
many of their plans for expansion, we see this present decline. 
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I am not certain that putting in consumer dollars would solve it. 
But I think that is the area that we would have to investigate. 

Ihave one other major comment. I do think that we have to be con- 
cerned about the possibility of inflation under the proposals you make. 

I am not saying it would occur. But you say, “I hope that we are 
not diverted by cries of inflation.” 

I hope we are not diverted by phony cries of inflation, but inflation, 
in my judgment, is one of the most damaging, if not the most dam- 
aging, thing to our economy. So I raise that question. 

Then finally the comment I would like to make is that I am very 
happy to see your suggestions that if we do go to the consumer dollar, 
it will not necessarily be merely giving the additional $100 or $200 to 
dependents, but you are saying that splitting the lowest bracket and 
applying a lower base rate on the lower part might be the best way. 

I have long felt that if we go to the consumer area that that would 
be giving us the better results. I just wanted to make those com- 
ments. 

Mr. Narnan. If I could make one comment, Mr. Chairman, I think 
this problem Congressman Curtis raises about investment and con- 
sumption in essence goes to the key of economic stability. You see 
where I disagree with the Congressman very strongly is that I think, 
Congressman Curtis, what we have had is too much investment in the 
last 2 years relative to consumption. Some people say we have not 
had enough investment financing to do the investing we needed. 

But what is it that justifies the businessman or encourages him to 
invest and keep investing? I think it is the market for goods. I do 
not care how much money is available for investment, he is not going 
to keep on building plant and equipment if he cannot produce the 

roduct. 
Mr. Curtis. Take housing as an example. Lord knows, there is a 
demand for housing and also the ability; but on the financing end we 
have a problem. 

Mr. Naruan. I was thinking of plant and equipment. I do not 
think you can expect the automobile industry or the steel industry— 
automobiles is a better illustration—to increase its capacity 5 percent 
every year while consumer demands is increasing 2 percent a year. I 
think in the last 2 or 3 years we have had a rate of increase in invest- 
ment. 

In 1954 to 1955 manufacturing expeditures on plant and equipment 
in the manufacturing industries went up almost 35 percent. In total 
industries, it went up 22 percent. We had a big jump again in 1956. 
It seems to me that rate of increase, Mr. Curtis, was such that it was 
self-terminating and it just could not increase at that level if consump- 
tion were going up slower. : 

Mr. Curtis. Let me suggest another factor to look at. It is possible, 
and I think we see it in one big segment of our economy to actually 
get to the point of consumer satiation. 

Take agriculture for instance. We do have some people that do 
not get enough to eat but even if we supplied all of the food and 
surpluses we had to them, we still would have more agricultural prod- 
ucts than our society can consume. They have the ability or the money 
to buy it, but there is such a thing as reaching satiation. Putting 
more money in the hands of the consumer would not solve that. 
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I am not saying that applies to the rest of the economy, but I do say 
it is a factor that has to be weighed. 

Mr, Naruan. I think you have to watch it, but I think most people 
per like to consume and spend 2 or 3 times as much as they have 
today. 

Mr. Exsernarter. Mr, Nathan, I think you have presented ideas to 
the committee which have not been presented before and have deviated 
quite a bit from the testimony of previous witnesses most of whom 
suggested, without any qualification, a reduction in taxes which would 
result in a reduction in revenue at this time. I think many members 
of the committee do not think it is proper to reduce revenues at this 
time, 

Do you think it is a propertime for us to take any action whatsoever 
that might reduce revenues in this period when we need all of the 
money we can get for national defense? 

Mr. Naruan. Mr. Congressman, I would certainly agree with Con- 
gressman Curtis that inflation is a serious matter, and I do not take it 
lightly, and I think inflation is dangerous. 

I do not think today there is any danger of inflation. Ithink in the 
immediate period the danger is deflation. I do not know what the 
January level of unemployment is going to be, but I think it is going 
to be up near 4 million. 

For instance, in the next 2 or 3 months if the decline in economic 
activity persists and we see no signs of a reversal, and we see no 
increased spending then we ought to consider a temporary tax cut; I 
would say that would not only not be irresponsible but I would say it 
would be responsible because we need to get a reversal of the economic 
situation and we need to do it quickly. 

Mr. Exsernarter. Is the question, which is most important—money 
for defense or money that will bolster up the economy ¢ 

Mr. Naruan. I think there is a problem. Money for defense in a 
sense reflects resources for defense. I would say that the most im- 
portant thing of all is the full utilization of our resources with high 
levels of employment. With that we can provide the defense we need. 
I would say that if one says because we must spend more for defense, 
therefore we cannot afford a tax cut or we cannot afford other essen- 
tials, then I think that he is being stymied by this conception that the 
balanced budget, the highest endeavor of mankind, and we must never 
have an unbalanced budget. 

I would say I would rather have an unbalanced budget and full 
employment than a recession. 

Mr. Esernarter. I agree with that statement. 

Mr. Hotmes. There has been a break in the continuity of the dis- 
cussion, because I was very much interested in the colloquy that took 
place between you and Mr. Curtis. I was wondering if you both 
were not talking about the same thing except that you were talking 
about effect of demand in relation to the consumer dollar over the short 
run and he was talking about the effect of supply over the long run 
of the investment dollar. 

Mr. NatHan. It may be so, Congressman Holmes, but in the long 
run there is no question. We need a lot of investment. We want to 
modernize and we want to replace, but I still say that the problem 
is that our fluctuation is in the economics or short run. 
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I think in order to prevent those you have to have enough con- 
sumer demand to buy the goods which new capacity produces in order 
to induce new capacity, and there has to be a balance between the 
two. Otherwise you have these big swings in the short run. 

Mr. Houmes. I think that you are correct there because the demand 
factor in the short run is the major factor as far as the stability of 
marketing is concerned. That is why I was thinking that perhaps 
both arguments were leading to the same point. 

However, you have another factor in that short run in relation to 
demand. That is the fickleness of it, the elasticity versus the in- 
elasticity of that demand in commodity fields. 

Now that is an awfully hard thing to control for the cyclical be- 
havior within the cycle. If you are going for cyclical stuff, I think 
that point about those cyclical factors on short run demand is awfully 
important, and I would not be a bit surprised but what some people 
are talking themselves into some psychological factors right now. 

Mr. Natuan. I think that there is something to that. Of course, 
in the secular movement of investment, I think that the businessman 
is smart enough and has sense enough and imagination enough as to 
where opportunities are to adapt his investment pattern to the chang- 
ing needs of the economy. 

t is in the short run where we have the accumulations. It is not 
the selective piece here and there. It is the short run where the whole 
situation tends to depress the investment opportunities and then you 
get it all over the lot rather than selective. 

Mr. Hoimes. It is contagious and it spreads. Now, to come back 
to one other point concerning this accelerated amortization you picked 
as a hypothetical case, a point where investment capital reached a 
certain amount: 

Suppose you had John Brown’s business and he wanted to get this 
and he could afford it. Suppose he wanted to wait. What would 








happen then? 
r. NarHan. If the rate of investment were very high and pre- 
cariously high, it would be good for him to wait for a year or so. 

Mr. Hotmes. Suppose that you got double amortization or accel- 
erated amortization, Mr. Nathan, while waiting for that investment 
to come down to 6 or 7 percent or any point of departure. Would it 
not stagnate the situation ? 

Mr. Natuan. Oh, no. 

Mr. Hotmes. Why would he not wait? 

Mr. Naruan. I think it would be desirable if the rate is too high. 
Let us turn this into an absolute figure. Let us say that the gross 
national product today is about $435 billion. Let us say that we said 
that when the oy and equipment expenditures fall below 7 percent 
which is 30 billion or, say, 6 percent, 33 billion dollars, at that point 
you trigger off the accelerated amortization, but when it goes up to 9 
percent or 10 percent which is 35 or 40 billion dollars, say, the econo- 
mists agree it is not sustainable and you are getting up at a level which 
is likely toturn down. Iam saying that it is good to have John Brown 
wait a year until it goes back to $32 billion. 

Mr. Hotmes. Suppose John Brown’s company had money to invest 
and they were in no rush about it and probably would be less in a rush | 
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about it if they thought that the level of investment capital was going 
to come down. 

Then why would it not be just the same as anticipating a cut in 
an excise tax and putting on a buyer’s strike ? 

Mr. Naruan. Inasenseit would. But I am convinced, Mr. Holmes, 
that what Congressman Curtis said about inflation is this: 

When the expenditures go up around 9 percent of the product, we 
have real inflation. Then we want to hold down and not to deflate. 
But we want the holddown to avoid inflation. 

Mr. Homes. I think your concept works all right on the upside 
and I do not know how it would work on the downside. 

Mr. Natuan. It would have to come in fast. 

The Cuatrman. If there are no further questions, we thank you 
for your appearance before the committee and the information you 
have given us, 

Our next witness is Mr. Charles Stewart and Mr. Terborgh. 

Mr. Stewart, are you to testify ? 

Mr. Stewart. I am to testify in an introductory way and then turn 
to Mr. Terborgh. 

The CuairMan. Will you give your name, address, and the capacity 
in which you appear for the benefit of the record, and also identify 
the gentlemen with you, including Mr. Terborgh ? 


STATEMENTS OF CHARLES STEWART, PRESIDENT, AND GEORGE 
TERBORGH, RESEARCH DIRECTOR, MACHINERY AND ALLIED 
PRODUCTS INSTITUTE, WASHINGTON, D. C. 


Mr. Stewart. Mr. Chairman and members of this committee, my 
name is Charles Stewart, and I am president of the Machinery and 
Allied Products Institute, and the chairman of our affiliated organiza- 
tion, which is known as the Council for Technological Advance- 
ment. 

On my right is George Terborgh, research director of the Machinery 
Institute, and on my left is Roland Brown, who is staff counsel of 
the institute. 

I should like to say a brief word in introduction about the organ- 
ization which we represent. The institute is the organization which 
represents the capital goods manufacturers of the United States. 

If the chairman had studiously attempted to develop a contrast be- 
tween two positions, he could not have been more successful than to 
have heard the testimony of Mr. Nathan, with reference to matters 
of capital investment, and then comments from this organization, 
including the views of Mr. Terborgh. 

We should like to proceed in this way, if it please the Chair. I 
will make a brief introductory statement, and try to put our views 
in perspective, and then Mr. Terborgh will present certain economic 
data pertaining particularly to our tax philosophy. 

We should like to file our full statement, however, if it please the 
chairman, for the record. 

The CHarrman. Without objection, the entire statement will be 
in the record. 

(The statement referred to follows :) 
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STATEMENT OF MACHINERY AND ALLIED Propucts INSTITUTE ON FEDERAL Tax 
REVISION 


Presented jointly by Charles W. Stewart, president, and George Terborgh, 
research director 


Mr. Chairman and gentlemen of the committee, the Machinery and Allied 
Products Institute, representing manufacturers of capital goods and allied 
industrial equipment, together with its affiliate, the Council for Technological 
Advancement, is engaged in economic research and the furtherance of tech- 
nological and economic progress in the United States. As these objectives are, 
of course, significantly influenced by Federal tax policy, we are grateful for 
this opportunity to present the institute’s views with reference to general tax 
revision. 

Since the original announcement of these hearings we have assumed that 
this study constituted a recognition by the committee of the pressing need for 
tax reform. Obviously, attendant circumstances have been altered since that 
announcement, but the requirement for tax reform is in no wise diminished in 
our judgment; indeed, we believe recent events make it even more urgent. In 
this connection Chairman Mills stated in his address before the Tax Foundation 
on December 2, “This combination of circumstances gives very great emphasis 
to the necessity for tax revision.” 

For nearly two decades we have moved from crisis to crisis in our national 
life. War and the threat of war have demanded enormous revenues. We have 
raised the bulk of these sums by resort to income tax rates that are—and for 
some time have been—among the very highest in the world. 

Throughout this period no complete examination of the tax structure and 
proper distribution of the tax burden has been undertaken, although the 1954 
Code represented an important achievement in codification and reorganization. 
It was inevitable that during these emergency periods inequities, disincentive 
features, and deficiencies crept into the tax system. Most of these have been 
perpetuated. 

We face now a new emergency “over an unknowable period of time,” in the 
words of Secretary of the Treasury Anderson, who said further in this con- 
nection, “Our military and our economic strength are inseparable.”* This 
newest emergency, involving, as it does, the absolute necessity of maintaining 
and increasing our economic strengh, requires consideration of tax reform— 
which was already so badly needed before the ascent of Sputnik I. We are 
especially pleased that the committee is proceeding with its initial plan despite 
intervening developments which have had a profound effect on the current 
revenue picture, and which raise new questions with respect to the system of 
taxation which produces the required revenue. 

Not having had the opportunity to study administration testimony on current 
budget and fiscal policy requirements, we find it difficult to offer specific recom- 
mendations as to timing or amount of tax adjustments. Moreover, the insti- 
tute has not completed a comprehensive tax study, although certain preliminary 
results of the current institute inquiry in this field—of which I shall have more 
to say later—will, I believe, be of some considerable interest to the members 
of the committee. I should add in this connection that it has been our practice 
to concentrate on certain specific issues as to which we believe we have special 
competence. 

We can, however, at this time do three things: (1) Indicate what is, in our 
opinion, the general direction that tax reform should take; (2) suggest certain 
considerations that we deem essential to this undertaking; and, (3) identify a 
number of specific provisions in the code requiring revision. 


COURSE OF ACTION 


If we are to improve—indeed if we are to maintain—our relative position in 
the present military and economic struggle with Soviet Russia, we must imme- 
diately adopt a long-range tax policy directed toward a distribution of tax 
burdens favorable to productive capital formation in order that those conditions 
necessary to the expansion of our economy may be more fully realized. This 
economic growth is prerequisite to both further improvements in the level of 
living, creation of jobs, and the realization of defense requirements. It is our 


1 Remarks of Secretary Anderson before the Advertising Council, Biltmore Hotel, New 
York City, December 2, 1957. 
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conviction that the present tax system contains serious impediments to con- 
tinued economic growth and that from the standpoint of offering incentives for 
capital formation it is among the very worst. The accomplishment of this ob- 
jective will demand considered and determined action by Congress and by the 
administration on two equally important fronts. 

First, we must reappraise the basic objectives of national policy sought to be 
realized through our system of taxation. 

Second, there must be a thoroughgoing reevaluation of the impact of our tax 
structure on our economy and a basic reorientation of our approach to the prob- 
ability of raising vast revenues for an indefinite period of time into the future. 

Within this framework we should like to outline what we consider to be an 
essential course of action for the Congress to adopt at the earliest possible 
moment: 

1. A realistic appraisal, insofar as possible, of our long-range budget require- 
ments over the next 10 to 15 years. 

2. The development of a long-range tax program sufficient to meet these re- 
quirements, with special emphasis on removal of impediments to continued 
economic growth and expansion. Such a fundamental tax reform may of course 
result in a temporary decline in revenue during the transitional period, but, 
in our view, only such a long-range stimulant to growth will ultimately produce 
the funds necessary to support our national-security effort and at the same time 
maintain a vigorous and healthy economy. Revisions which involve simply 
year-to-year alterations in our present rate structure in response to short-run 
surpluses or deficits do not, in our judgment, constitute an adequate program 
for the long and difficult period ahead. 

The Fiscal Policy Subcommittee of the Joint Economic Committee—under the 
able direction of your distinguished chairman—has already held lengthy and 
most useful hearings on the question of long-range tax policy, at which our 
research director, George Terborgh was privileged to testify. The important 
thing now is to conclude the study as soon as possible, to decide upon a plan, 
and thereafter to legislate. 

3. Attention should be given to restructuring our tax system with a conse- 
quent reduction in personal and corporate income-tax rates. This does not 
esenene imply any corresponding reduction in Federal revenues over the 
ong run. 

4. Less emphasis should be placed on tinkering with the tax system, built-in 
special-treatment provisions, etc. What we need is an overall revision. 

5. Assuming development of a clear program of action, definitive plans should 
be prepared and approved to implement it, probably in gradual stages. Whether 
this should be accomplished by a specific legislative enactment or by preparation 
of a special report to the Congress with an accompanying resolution to implement 
the program through a series of subsequent legislative proposals is a matter 
which this committee will wish to consider carefully. In any event, the burden 
should be placed on those who would defer its implementation. 

6. Much more attention should be given by Congress to insure that administra- 
tive implementation of tax statutes is consistent with legislative intent. 

Quite aside from the imperative necessity for tax reform in terms of economic 
health, we think time is of the essence in this matter for at least two other 
reasons. First, it seems to us that Congress has the obligation of offering a 
specific program of tax relief to those taxpayers who have for so long borne 
such a heavy—and, we believe, disproportionate—share of the total tax burden. 
Second, if the present business picture worsens, a stimulative rate adjustment 
may be considered necessary by Congress some few months hence. In that 
eventuality we should have our basic thinking done so that we will not be forced 
to rely on opportunistic or expedient devices. In this connection we would add 
that we strongly favor relief from excessive tax burdens rather than increased 
Government spending primarily designed as a business stimulant. Further, we 
are greatly concerned that any temporary tax stimulants should not be built 
into the tax structure without reference to long-range, sound tax planning. 


ORGANIZATION OF TESTIMONY 


Our testimony consists of two sections. First, our research director, Mr. 
George Terborgh, will briefly outline the preliminary result of the current 
institute inquiry into the effects of the corporate income tax on capital formation 
and productive investment. Mr. Terborgh’s findings are preliminary and thus 
purely suggestive evidence at this stage, although our studies are now sufficiently 
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advanced to convince us of the soundness of the general conclusions. I think 
you will find Mr. Terborgh’s testimony of interest, particularly as it relates 
to existing impediments to productive investment and, hence, to continuing eco- 
nomic growth. 

In addition, we should like to advance a number of specific suggestions for 
tax reform as well as some other current tax problems which we believe the 
committee should study. Included are recommendations with reference to income- 
tax rates, small business, depreciation, tax treatment of dividends, foreign-source 
income, taxation of accumulated earnings, tax treatment of loss carrybacks, 
reserves for estimated expenses, and the treatment of certain prohibited trans- 
actions in employers’ handling of pension funds. We respectfully urge the con- 
sideration of these matters as part of the overall study upon which the committee 
has embarked. 

In concluding my introductory remarks, I should like to point out that the final 
results of the study which Mr. Terborgh will now describe will be made available 
to the committee and its staff upon completion. 


MAPI’S BASIC TAX PHILOSOPHY ” 


Mr. Stewart has asked me to present briefly the basic philosophy of the 
Machinery Institute on reform of the Federal tax structure. I say “basic 
philosophy,” for we are not offering a comprehensive program at this time. My 
task is simply to indicate the general direction which we think tax reform should 
take and to outline the reasons for our view. 

We start from the proposition that the American economy is not growing fast 
enough. I am not speaking of the current situation, or even of the last couple 
of years, but rather of its average growth rate as evidenced by its performance 
over the past decade. This is something more than 3.5 percent annually in total 
output, something less than 2.5 percent in output per worker. 

Under ordinary circumstances, this rate of progress might be deemed quite 
satisfactory. Indeed, it compares favorably with earlier periods of our history. 
But the present circumstances are not ordinary. We are in deadly competition, 
militarily and economically, with a country that has sustained in recent years. 
and seems likely to sustain for some time ahead, a growth rate approximately 
twice our own. 

I hardly need comment on what this means for our prestige before the world. 
If the Soviet Union can manage to outpace us so dramatically for another decade, 
it will be hard to convince even our friends, particularly the people of the un- 
developed countries, that the Communist economic system is not the wave of the 
future. Neither is it necessary to stress the implications of this situation for our 
ability to compete with the Soviets in military and related expenditures. If they 
continue to gain on us in production, this competition will become progressively 
easier for them and harder for us. 

The reasons for the rapid gain just referred to are, of course, complex, and 
I have neither the time nor the competence to attempt an assessment of their 
relative importance. One factor is clear, however. The Soviets devote a far 
higher proportion of their national output to productive capital formation than 
we do. Whatever else may be involved, this is basic. For nothing is more 
important over the long pull than the expansion and improvement of productive 
facilities. 

The moral for the United States is obvious. If we hope to step up our rate 
of progress to something nearer the Soviet tempo, we are going to have to provide 
both the financial wherewithal and the incentive for a higher rate of productive 
investment. This brings me at once to what I referred to as the basic philosophy 
of the institute on tax reform. Whatever the specific program, the broad general 
direction of reform is clear: it should work toward a distribution of tax burdens 
favorable to productive capital formation. 

The present tax structure is definitely unfavorable. It falls with extreme 
severity on the very sectors of income that provide the bulk of the funds for 
productive investment—corporate earnings and substantial personal incomes— 
while impairing at the same time the incentive for such investment. From this 
standpoint, it is one of the worst tax structures in the world. 


2 Presented to the committee by George Terborgh, MAPI research director. 








GENERAL REVENUE REVISION 469 


It is even worse, in fact, than it appears. For the high nominal rates are 
applied to an overstated reckoning of taxable income. The overstatement arises 
from adherence to historical cost in computing tax-allowable charges for the 
consumption of inventory and fixed assets. During and after a period of in- 
flation, these charges—reflecting earlier, and hence lower, price levels—are in- 
sufficient for the restoration of the real capital used up in production. To the 
extent of the deficiency, the tax falls on what is really capital consumption. 

Because of the wartime and subsequent inflation, the overstatement of tax- 
able income in recent years has been very substantial. By the same token, the 
effective tax rates have been well above the nominal rates. This is illustrated 
for corporations by the chart on page 11, taken from a recent institute pamphlet, 
Corporate Profits in the Decade 1947-56 (August 1957). For the decade as a 
whole, effective rates have averaged nearly 7 percentage points above the 
stated rates. For the second half of the period, 1952-56, during which the 
stated rate was 52 percent, the effective rate averaged 57.1 percent. For the 
most recent year, 1956, it was 57.9 percent. If we bear in mind that many of 
the important industrial States superimpose State corporate income taxes on 
the Federal, we come up with the conclusion that the true combined rate for 
the corporate system as a whole is crowding 60 percent. 


Effective vs. Stated Federal Corporate Income Tax Rates” 
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For the moment, to be sure, this overstatement of taxable income is some- 
what abated by the sidewise movement of prices during a business recession. 
In our view the relief is temporary, however. We expect a resumption of 
creeping inflation with economic recovery—due largely to wage increases in 
excess of productivity gains—and we expect accordingly a persistent excess of 
effective over nominal corporate tax rates. Whether the effective rate will 
hover near the 60-percent level of recent years remains to be seen. 

Few people realize what a tax rate of this magnitude does to the incentive 
for new business-capital investment. It is in fact a hurdle of the most formida- 
ble character. For it requires of new investment prospective pretax earnings 
two and a half times the after-tax earnings needed to make the commitment 
attractive. Thus, for example, if the minimum attractive after-tax return is 
10 percent, the commitment must promise a pretax return of 25 percent. This 
automatically excludes the whole range of investments that would be eligible 
in the absence of the tax, or at lower tax rates. It limits eligibility, in other 
words, to situations of extreme urgency. 

The main effect of such a high investment threshold is of course to hold an 
umbrella over existing productive facilities. They have to get much more 
decrepit and inefficient before they become replaceable. Their service lives 
are extended. The economy drags along in consequence with a productive 
mechanism of greater average age, and with more accumulated deterioration 
and obsolescense, than would obtain under a lower tax rate. 

Mr. Stewart has persuaded me to offer the committee a couple of charts 
I prepared recently in connection with a study of the effect of taxes on invest- 
ment. I do so with some hesitancy, for the study is still in process and has 
not yet been written up. Moreover, the subject is technical; the necessary 
structure of assumptions is complex; and it is not feasible to go into explana- 
tions here—though I shall of course be glad to do so with your staff if desired. 
At any rate, you may find the results suggestive. 

Briefly, the next of our charts, on page 13, shows our calculations of the 
effects of two different corporate income-tax rates (50 and 60 percent) on the 
economic service life of durable productive facilities. Graph (1) shows these 
effects on the assumption that the capital invested is entirely equity; graph 
(2), on the assumption that three-quarters of it is equity. The horizontal scale 
is the service life in the absence of an income tax, while the vertical scale 
gives the percentage increase in the service life resulting from the tax. 
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Estimated Percentage Increases in Economic Service Life 
of Productive Facilities Resulting from Effective Corporate 
Income-Tax Rates of 50 Percent and 60 Percent, Assuming: 
(1) All Equity Investment; (2) Three Quarters Equity 
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Estimated Percentage Increases in Economic Service Life 
of Productive Facilities Having a No-Tax Life of 20 Years, 
for Effective Corporate Tax Rates Up to 80 Percent, 
Assuming: (1) All Equity Investment; (2) Three Quarters Equity 
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Let me point out two things. First, the relative effect of the income tax on 
the service life of facilities increases with longer lives. . Second, over the 
entire service-life range, the 60-percent tax rate produces substantially more 
effect than the 50-percent rate. 

Suppose now we take a 20-year no-tax service life as a reasonable average 
for productive facilities in general and trace the tax-caused increases over the 
whole range of rates, not simply 50 and 60 percent. These increases are shown 
in our last chart, which appears on page 15. The higher curve assumes all- 
equity investment, the lower, three-quarter equity. You will note that both 
curves mount very steeply indeed as the tax rate rises above its recent near-60- 
percent level. You will note also that a reduction from this level down to say 
40 percent offers drastic reductions in the service life. To be specific, the reduc- 
tion is 21 percent on the all-equity assumption and 16 percent on the three- 
quarters equity assumption. 

These are theoretical calculations to be sure, but we believe they are reliable 
enough to justify the conclusion that at the recently prevailing effective cor- 
porate tax rate the economic life of productive facilities averages a third to a 
half above what it would be in the absence of the tax. A second conclusion is 
equally important. At this level of taxation, service lives are highly sensitive 
to changes in the rate either up or down. Further rate increases shoot them 
up abruptly; reductions produce relative large benefits in shorter lives. 

To sum up, the present level of corporate taxation is a formidable drag on 
economic progress. It imposes a very high threshold for the launching of new 
enterprises and holds an umbrella over inefficient productive capacity that would 
otherwise be replaceable. It populates industry with mechanical zombies. If 
we aspire to compete with Soviet economic expansion over the long pull, we are 
going to have to revaluate not only this but other features of our tax structure 
with a view to encouraging the capital investment necessary to meet the challenge. 


RECOMMENDATIONS * 


The recommendations which follow can be divided into two broad categories. 
The first discusses some fundamental changes which we believe should be taken 
into consideration in any overall revision of our tax structure. The second is 
concerned with a number of specific recommendations for improving various 
provisions of the code which do not entail significant revenue impact, as well 
as certain administrative matters with which the committee would be involved 
should remedial legislation be required. 


Income tag rates 


I believe Mr. Terborgh’s remarks amply demonstrate the serious implications 
arising from the indefinite continuation of our present 52 percent corporate tax 
rate, which, as has been pointed out, is more realistically described as an effective 
rate of approximately 60 percent. While the 1954 code represents an admirable 
achievement in improving many of the provisions of our complex income tax 
structure, it does not deal with the fundamental problem—the high level of 
rates. Expediency continues to govern the extension of these rates. The ad- 
ministration and the Congress will again be faced with decision as to the further 
extension of the present corporate rates beyond July 1 in the face of a rising 
military budget. We strongly recommend that your committee take this occasion 
to carefully consider the alternatives as well as the longer-range revenue impli- 
cations which a gradual lifting of this heavy drag on our economy would have, 
taking into consideration all factors including the current business picture. 

Thus far our testimony has been concerned with corporate rates. The high 
personal income tax rates similarly pose a significant drag on the economy 
through their effect on unincorporated enterprises, venture capital and equity 
financing of corporate growth. 

To an even greater extent than corporations, unincorporated enterprises expand 
through the reinvestment of earnings. The curtailment of such reinvestment by 
extremely high taxes on the incomes of proprietors is a substantial deterrent to the 
growth of successful undertakings. Similarly—though in lesser degrees—the 
present very high personal income tax rates slow or limit the growth of 
corporations. 

The holding of corporate securities is largely concentrated in the upper-income 
brackets, and the stiff tax rates applicable to incomes in those brackets have 


% Presented to the committee by Charles Stewart, MAPI president. 
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greatly reduced the ability and the willingness of individuals affected to expand 
their holdings of corporate equities. 

In sum, it seems to us a matter of grave concern that those elements of the 
national income on which we are most dependent for the support of risk taking 
and new enterprise are required to shoulder a disproportionate share of the heavy 
tax burden. In the desperate ecenomic and military contest in which we are now 
engaged, we respectfully submit that this country no longer can afford the political 
shibboleth of “soaking the rich.” Further, the almost confiscatory personal income 
tax rates in the very high brackets are not important revenue producers; their 
retention, therefore, cannot be justified primarily on revenue grounds. 

We believe the revision and reduction of personal income tax rates are an in- 
dispensable part of any long-range program of tax reform in the interest of 
economic progress and security. 

Small business —We welcome the growing awareness in the Congress, in the 
administration, in the press, and among the public generally that immediate steps 
must be taken to improve the position of small business in this country. Through 
a variety of research and management assistance activities the institute has con- 
sistently sought means by which we might help to overcome the difficulties which 
beset small business in our economy today. We frankly acknowledge a special 
interest in this area since small- and medium-sized manufacturing companies 
are characteristic of the capital goods and allied equipment industries. 

We are convinced that an improvement in tax climate would substantially en- 
hance the growth potential of such firms. A number of proposals have been 
advanced for giving some form of immediate tax relief to small business. We 
would not quarrel with most of these suggestions; indeed, we are generally in 
sympathy with such recommendations as those included in President Eisenhower's 
letter to this committee on July 15, 1957. Nevertheless, to the extent that they are 
in the nature of expedients which ignore, and thus do not cure, he more funda- 
mental problem, they fail to meet our basic objectives. 

The special tax problems of small-business men, in our view, are really no 
more than results—in a particularly acute form—of the debilitating nature of our 
high income tax structure. The disincentive aspects of our high personal tax 
rates, the difficulty of retaining sufficient earnings for growth, and the confiscatory 
nature of our estate taxes combine to reduce the number of new business starts, 
retard the growth of existing small businesses, and cause the successful enter- 
preneur to sell out eventually to his larger and publicly owned competitor. 

We have thus far limited our discussion of the problems of small business to 
the matter of rates. We shall have more to say on the impact of our present 
tax system on small business in the course of discussing specific provisions. 


Depreciation (sec. 167) 


Provisions of the Internal Revenue Code of 1954 substantially improved tax 
treatment of depreciation by adoption of more realistic writeoff methods. During 
public hearings on that revision, the institute recommended that adoption of such 
writeoff methods should be the first step in improvement of tax depreciation 
policy. At that time, moreover, we suggested that this step should be supple- 
mented, as soon as budgetary conditions permitted, by recognition for tax purposes 
of underdepreciation through inflation. 

We should like briefly to reiterate our concern over the problem of under- 
depreciation. As the institute study, Capital Goods Review No. 29, Under- 
depreciation From Inflation, February 1957 (copy attached) discloses, the de- 
ficiency of historical cost depreciation is greater today than ever. American 
industry paid income tax in 1957 on something like $6 billion of capital con- 
sumption. This is a curious state of affairs in a country as devoted as this one 
to the ideals of progress, economic expansion, and rising standards of living. 
The taxation of capital consumption as income is not only inequitable; it has 
one certain effect in the retardation of progress through curtailment of funds 
available to industry for capital investment. Under present conditions, histori- 
cal cost tax depreciation is a built-in decelerator of progress. 

In the interest of future economic growth we feel obligated to bring this 
matter once again to the attention of this committee. 

Application of new writeoff methods to used assets—When Congress was 
considering the adoption of more realistic depreciation writeof methods in 
1953-54, we suggested that there was little valid reason for restriction of their 
use to new assets. Many of the same considerations prompting adoption of 
these more realistic methods are equally valid when applied to used equipment. 
Certain of the congressional committees which have studied the tax problems 
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of small business have recommended removal of this discrimination. We concur 
in these recommendations and suggest that neither the technical difficulties nor 
the small loss of revenue which might result is sufficient to justify further 
postponement of the application of the new methods to used assets acquired 
after the effective date of the amendment. 

Useful lives—One further aspect of depreciation policy—the estimation of 
useful lives of productive plant and equipment—is worthy of special mention. 
Quite properly, the formulation of guidelines for estimation of useful lives is 
essentially an administrative matter under the cognizance of the Commissioner 
of Internal Revenue. However, the committee and its staff should be made 
aware of the impact which too narrow an administrative interpretation of 
applicable statutory provisions can have on otherwise sound depreciation policy. 

Depreciation accruals represent the largest source of funds for replacement 
of obsolete or worn-out facilities, particularly for smaller business firms. Un- 
fortunately, these annual accruals have been insufficient in the past, due pri- 
marily to inflation and unrealistic depreciation accounting methods. The latter 
impediment has been substantially resolved by the 1954 code. Unrealistic esti- 
mates of future life expectancy of plant and equipment, however, can nullify the 
effect of this achievement. For determination of future life estimates plays an 
important part in the establishment of adequate depreciation accruals. 

Unfortunately, many business firms have been forced in recent years to retain 
equipment long beyond the period of economic justification due to war and 
postwar shortages and inflation. These same taxpayers, however, frequently 
find themselves in the position of being required to establish unrealistically long 
future life estimates on new equipment as a result of their unfortunate historical 
experience. The taxpayer is thus effectively trapped into depreciation and re- 
placement policies which are unsound both for the taxpayer and for the economy 
as a whole. 

As you know, the Treasury is now considering a revision of bulletin F lives. 
The institute, along with many other groups and individual taxpayers, has 
offered its suggestions to the special advisory group appointed to study the 
problem.¢ We should like to repeat our expression of hope that the outcome 
of this study will be a simplified procedure and a clear recognition that present 
bulletin F lives are unrealistically long. 

Salvage.—There appears to be some concern, both in this committee and within 
the Internal Revenue Service, that present depreciation methods and procedures 
might lend themselves to abuse in the case of short-lived assets with relatively 
high resale values. We respectfully suggest that this problem is likely to arise 
only under conditions of critical shortage and extreme inflationary pressure and 
then only with regard to certain types of equipment for which there is a well- 
organized and readily available resale market. For most productive facilities 
there is, in fact, no salvage other than scrap. The costs of dismantling and 
removal more than offset this. 

We are convinced that existing Treasury regulations, if intelligently and 
reasonably administered, can and will forestall serious abuse in the area of 
salvage. Accordingly, we should like to record our misgivings at the possibility 
of new legislation designed to correct this problem by changing the entrance re- 
quirements for the use of new writeoff methods. Thus, we recommend against 
such legislation as H. R. 4806, which would provide that equipment having a 
useful life of less than 10 years would not qualify for the more rapid writeoff 
methods. 

It is now generally recognized that the writeoff methods currently available 
under the 1954 Revenue Code are wholly realistic in most situations. This is as 
true in the case of short-lived assets, of, say, 5 years, as it is in the case of assets 
having useful lives of 40 years or more. Any substantial increase in the present 
3-year useful-life limitation would only serve to introduce further artificiality 
and discrimination into the picture. 


Dividends (secs. 34, 116, 243, and 1503) 

Nineteen hundred and fifty-four Revenue Code amendments represent a sig- 
nificant step toward removal of the discriminatory double taxation of dividends. 
We urge that the committee continue to work toward eventual elimination of 
this problem. 


In this connection, we believe the committee should consider, as a part of 
general code revision, the elimination of certain provisions in our complex revenue 


*MAPI letter to the Commissioner of Internal Revenue Service, July 22, 1957. 
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structure designed primarily to achieve objectives other than the raising of 
revenue. Two examples of such provisions are the corporate-dividend tax and 
the penalty tax on consolidated returns. It appears that both were originally 
intended as deterrents to the creation of holding companies and to intercorporate 
holdings generally. As they now exist in the overall tax structure, they are 
crude devices for which no sound, supporting evidence can be adduced. The 
objectives sought to be attained by these tax provisions—if, indeed, they remain 
the objectives of Congress—can be achieved through more direct legislative 
means. 


Foreign-source income 

One of the areas in our Federal income-tax structure in which substantial 
reform is long overdue is that of income earned abroad. The reasons which 
prompt such reform stem not only from our avowed policy of encouraging United 
States direct private investment overseas, but, also, from a growing recognition 
that our present tax structure in this area is cumbersome, formalistic, and 
frequently inequitable. 

We must deal with this matter at some length as compared with our other 
recommendations because of the complexity of the problem and because our 
previous statements have not explored the tax treatment of foreign source 
income in any detail. 

We do not offer here a comprehensive program of legislative reform. However, 
based on the experience which we have had in recent years in studying the 
methods of operation and the needs of capital-goods manufacturers expanding 
their international operations, we should like to recommend certain fundamental 
objectives which we believe the committee should carefully consider in dealing 
with this problem. These can be briefly described as follows: 

1. Permit, under adequate safeguards, the deferral of corporate-income taxes 
on all income earned abroad so long as this income is retained for further foreign 
investment. 

2. Adopt a more realistic concept of foreign-source income. This would in- 
clude, in addition to dividends, interest, and branch earnings, such items as 
royalties, fees, and that portion of income derived from export sales which is 
attributable to foreign activities. 

3. Take measures to improve the operations of the foreign-tax credit and 
remove some of the unnecessarily restrictive qualifications for income of Western 
Hemisphere trade corporations. 

Private investment.—I believe we can all agree that there is an urgent need 
for increasing the economic strength of the entire free world while at the same 
time exploring the means by which the cost of our sizable foreign-aid program 
ean be progressively reduced. Private capital is being asked to play a greater 
role in shouldering the burden. Almost without exception, every advisory group 
which has been appointed in recent years to study United States foreign-aid 
policy has stressed the need for greater private investment. This is not to imply 
that private investment can completely take the place of foreign aid under exist- 
ing conditions, but it can go a long way toward contributing to the economic 
strength of the free world, expanding international trade, and helping offset the 
chronic imbalance in international payments. 

Taz deferral.—As in other areas of economic activity which we have dis- 
cussed, tax policy plays an important role in determining not only the magnitude 
but the form of business activity. There have been many legislative proposals 
which would provide special incentives to foreign investment. Many of these 
take into consideration the special risks of foreign operations and the conflicting 
interest of various taxing jurisdictions. Most of these would involve substantial 
permanent loss of revenue unless they were so strictly limited in scope of appli- 
cation as to be practically unworkable and inequitable. Without passing judg- 
ment on any of these proposals, we respectfully suggest that the adoption of a 
broad tax-deferral approach for foreign income, together with the further steps 
suggested below, would go a long way toward facilitating increased foreign 
investment while at the same time enabling United States companies to organize 
and administer their international operations on a more rational basis than is 
eurrently feasible under our existing tax policy. Moreover, any revenue loss 
would be in the form of postponement of taxes rather than reduction. The 
amount of tax deferral would, in any case, reflect the amount of new foreign 
investment which it facilitated. 

Emphasis on form in our present tax structure—Our present tax structure 
places great emphasis on the legal form in which various overseas operations are 
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undertaken. The earnings of foreign subsidiaries are not taxed by this country 
until the income is remitted to the United States parent in the form of dividends. 
Such subsidiaries have, therefore, been able to expand their operations through 
the retention of all, or a substantial portion, of their earnings. However, no 
provision is made for the tax-free transfer of earnings from one foreign sub- 
sidiary to a new investment in another country unless the latter is organized as 
a part of the former. 

On the other hand, the income from foreign branches and from other forms of 
international operations, such as licensing of patents and know-how, manage- 
ment and technical assistance contracts, and export sales, are not treated in a 
manner comparable to that accorded foreign dividends, either from the stand- 
point of effective rates or deferral of United States taxes. Thus, the amount of 
annual earnings available from these latter sources for further foreign invest- 
ment is reduced by the applicable United States taxes. 

The result, of course, has been a great utilization of foreign subsidiaries where 
retention of earnings is a primary factor and, more recently, the widespread 
use of foreign-base corporations through which all foreign earnings from sub- 
sequent foreign investment are channeled. It can readily be seen that, in the 
ease of a company which is alert to the legal and tax implications of various 
organizational methods, much can be done despite our existing tax structure to 
achieve a maximization of available investment funds. However, because of the 
tax consequences of the transfer of existing assets and for many other administra- 
tive, financial, legal, and tax factors too numerous to list here, most companies, 
particularly those who have pioneered in the foreign-investment field in earlier 
years, find themselves locked into established methods of operation which do not 
permit the flexibility of operation which is necessary to achieve these results. 

United States foreign-business corporation.—On the basis of our experience 
in studying the methods of doing business abroad of manufacturers in general and 
the capital-goods industries in particular, we firmly believe that our tax struc- 
ture should be substantially changed to enable United States companies to obtain 
the same tax results, regardless of the legal form adopted for any particular 
operation. 

In our judgment, the proposal which best serves this purpose without any 
undue permanent loss of revenue is the concept of establishing a special class 
of domestic corporation through which a United States parent corporation could 
organize and administer all of its foreign operations. 

This United States corporation, whose operations would be limited exclusively 
to foreign activities, would be permitted to operate directly in any foreign country 
either through its own foreign subsidiaries, through branches or any other 
customary arrangement. Provision would have to be made for the tax-free trans- 
fer of existing foreign investments and income-producing arrangements to this 
new corporation. 

In keeping with the unitary concept of approaching international operations, 
which has become popular in modern management, this subsidiary could also 
engage in export operations, licensing of patents, and providing technical and 
management services abroad. Expressed in another way, this might be thought 
of as simply bringing the foreign-base corporation, which has been utilized in 
recent years, back to the United States. 

Applying the deferral approach previously recommended, the United States 
foreign-business corporation could defer United States taxes on all of the earnings 
which it retains for further foreign investment. The United States parent would 
continue to pay the same rate of tax on the income received from this subsidiary 
as it would on income received from any of its foreign subsidiaries under our 
present law. 

This approach is not novel. It was originally proposed in an extensive study 
of foreign investment undertaken by the Harvard Law School international 
program in taxation in which it was given the name “United States Foreign 
Business Corporation.”* Since then, various modifications of this concept have 
been offered by other tax specialists. 

Recently the United Kingdom, hard pressed as she has been for revenue but 
with a national policy similar to ours of encouraging foreign investments, and 
recognizing the desirability of retaining the operational control ef private foreign 
operations within its own boundaries, adopted legislation providing for an 


5E. R. Barlow and Ira T. Wender, United States Tax Incentives To Direct Private 
Foreign Investment, Harvard Law School, 1954. 
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Overseas Trade Corporation.’ The mechanics of our proposal and the British 
plan are not identical inasmuch as they reflect the differences in our two tax 
structures, but the principle and the objectives are the same. 

Defining foreign income.—Space does not permit us to develop the many rea- 
sons which have prompted or forced United States business firms to establish 
operations abroad in any one of the multitude of forms currently utilized, 
ranging from wholly owned subsidiaries to licensing, subcontracting, ete., but 
any tax system which fails to take into account the variety of methods by 
which investment has been undertaken abroad will only produce inequities and 
discourage foreign investment. 

In our judgment there is no clear line of demarcation in the manufacturing 
area between foreign income attributable directly to foreign investment and other 
foreign income. Companies are continually undergoing gradual transition from 
purely export operations to manufacture of their products overseas. Normally, 
the transitional stages will vary considerably from country to country and from 
product to product. 

Even well-established foreign investors in highly industrialized areas find 
themselves supplementing their foreign production with imports of components 
from the United States and the distribution of additional lines of equipment 
which cannot be feasibly manufactured abroad even in these countries. Further, 
what constitutes manufacturing can range from complete manufacturing to 
various assembling operations, rebuilding, field erection, etc. Moreover, local in- 
vestment laws and policies as well as tax laws may result in the same manufac- 
turer operating through a variety of legal forms to accomplish the same basic ob- 
jectives. Thus, while a subsidiary may provide the soundest approach in the 
United Kingdom, a branch operation may prove more suitable in India, a con- 
tractual arrangement for production in West Germany, or a licensing arrange- 
ment in Japan. Moreover, even where subsidiaries are used, the typical manu- 
facturer’s income will not be derived entirely in the form of dividends. Addi- 
tional fees for technical and management services, research and development, 
licensing of patents and trademarks will normally be involved. 

Therefore, in addition to providing the United States company with a unitary 
method of handling its international operations, this committee should adopt 
a broader definition of foreign income than has been contained in previous 
legislative proposals in this area. We strongly recommend that all income 
earned by any such United States Foreign Business Corporation, regardless of 
whether it is in the form of dividends, fees, interest, or resale profits on exported 
products, should qualify for deferral treatment. Adequate provisions can be 
adopted for insuring that the domestic manufacturing profit does not qualify 
for such deferral treatment and that only that portion of the profit from the 
export sale which represents the foreign sales activity of the international 
corporation is included. 

Source of income.—Before passing to other technical amendments in this 
area we should like to point up the current difficulties which arise in deter- 
mining the source of income from the sale of products manufactured in this 
country and sold for shipment abroad. Part of the present difficulty arises from 
the tendency to vacillate from an emphasis on the form of the sales transaction— 
the passage-of-title test—to the “substance” of the sale, the “intentions of the 
parties” and “all the circumstances of the sale.” The courts in recent years 
have tended to follow the former test and the Revenue Service has recently 
served notice that it intends to revert to the latter.’ Exporters are therefore 
left in a quandary. 

Another aspect of the problem is that while the United States exporter can 
normally be expected to arrange his overseas sale in such a way that title is 
retained until delivery to the purchaser overseas and otherwise insure that the 
substance of a sale occurs outside the United States, other important financial 
factors may intervene to effectively prevent this. Thus a manufacturer of 
heavy equipment frequently finds that his foreign customer wishes to take title 
to the goods in the United States in order to facilitate the payment of insurance, 
shipping, etc., in his own soft currency. Similarly, there are other commercial, 
financial, and legal factors which on occasion will necessitate the passage of 
title of equipment in the United States despite the amount of activity carried 
on abroad in developing the sale, performing the necessary engineering evalua- 
tion, and servicing the customer. 


See MAPI Foreign Trade Memorandum No. 4 
7 Treasury Decision 6258, October 24, 1957 OMAP! *ulletin 3486). 
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We believe that the destination test for export income currently proposed 
for Western Hemisphere trade corporations in identical bills H. R. 128 and 
3805, introduced by Congressman Curtis and Boggs, respectively, would be 
equally sound when applied to the deferral approach above. 

Foreign tax credits —Much improvement can be achieved in the operating 
mechanies of our foreign tax credit device to avoid the incidence of double tax- 
ation and other arbitrary results. In this connection, we endorse the carryover 
and ecarry-back concept which is contained in section 37 of H. R. 8381, the 
so-called technical amendments bill. We believe more attention should be given 
to the problem of defining those foreign taxes which qualify as income taxes for 
credit purposes. 

Western Hemisphere trade corporations.—Our final recommendation in this 
area has to do with the equitable administration of the provisions relating 
to the special class of corporations established by sections 921 and 923 of the 
code. As long as these provisions for a special class of corporation exist in our 
tax structure, every step should be taken to insure they operate realistically 
and equitably for all those United States corporations carrying on business in 
the Western Hemisphere. 

Two aspects of the present law fail to meet this objective. The first is the 
formalistiec approach to source-of-income rules previously referred to. For the 
same reason previously cited these make very little sense in the context of 
the Western Hemisphere trade corporation provisions. More equitable results 
would be obtained by adopting the proposals contained in H. R. 128 and 8805. 
We respectfully call your attention to the testimony presented to the Senate 
Small Business Committee on October 2 of last year explaining the small-busi- 
ness implications of the present source rule problem. 

Second, we suggest that the limitations placed on purchases outside of the 
Western Hemisphere have no place in the qualification of income of a corpo- 
ration carrying on all of its income-producing activities in this hemisphere. 
The Treasury regulations implementing this statutory limitation lead to absurd 
results. For example, they would*® disqualify the entire income of a company 
organized exclusively to carry out mining operations in South America if it 
makes purchases outside of this hemisphere of machinery and equipment neces- 
sary to the conduct of its business which in the particular year of acquisition 
were substantial in relation to its income. We can see no justification for 
determining the qualification of income on the basis of where and how much the 
particular company spends for replacing or expanding its productive capacity. 


Accumulated earnings (secs. 581-585) 


We have already referred to a number of Federal tax provisions which tend 
to restrict economic growth. The accumulated earnings tax should also be 
placed in this category. With the increasing complexity of modern technology 
and the growing size of capital investment per worker, the problems of accumulat- 
ing sufficient earnings for reinvestment in growth have become more acute. We 
should note in passing that the very nature of the tax imposes an especially 
heavy burden on capital goods manufacturers who must operate in terms of 
long-production cycles and, correspondingly, long-range planning and heavy in- 
vestment. Moreover, for such companies which manufacture highly engineered 
products extensive reserve funds for research and development represent the 
lifeblood of the organization. 

In adopting the 1954 Revenue Code the Congress made considerable progress 
in minimizing the threat of a deficiency assessment against corporations ac- 
cumulating funds for legitimate business purposes and in restricting the applica- 
tion of this provision in the case of smaller companies. Nevertheless, the prob- 
lem continues. Further, we believe that the objectives underlying the 1954 
legislative provision are not being fully realized in practice. Unfortunately, 
no implementing regulations have been issued by the Treasury and this absence 
of definitive guidelines is aggravated still further by a recent Tax Court decision 
which raises serious doubts as to the effectiveness of legislative changes.’ 

One significant change adopted in 1954 was a wholly procedural one—the 
shifting of the burden of proof to the Commissioner under certain circum- 
stances in proceedings before the Tax Court. A recent Tax Court decision, 
the Pelton Steel Castings Company case, would seem effectively to nullify this 


® Treasury Decision 6249, August 22,1957 (MAPI Bulletin 3466). 
® Pelton Steel Casting Company v. The Commissioner, 28 TC No. 20 (1957). 
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important technical change in the statute insofar as it was retroactively applied 
by subsequent amendment to cases arising under the 1939 code. Further, we 
have some concern that the Tax Coufft may extend the reasoning of that case to 
the provisions of the 1954 code. In order not to burden our principal statement 
with unnecessary detail, we attach a supplementary memorandum outlining 
the problems created by the Pelton decision. 

The committee may also wish to consider the possibility of simplifying pretrial 
proceedings under section 534 of the code so as to reduce the amount of actual 
litigation and to avoid the possibility that the threat of such litigation may be 
used by revenue agents to induce settlements. We suggest finally that the com- 
mittee consider broadening section 534 to make its provisions applicable to cases 
arising in forums other than the Tax Court. 


Carryback of losses (sec. 172) 

The current business adjustment suggests the desirability of immediate action 
to increase further the authorized carryback of losses. This change would not 
involve any substantial impairment of revenue. 

The institute has for many years given the most careful attention to the averag- 
ing of business income for tax purposes because of the unusually wide fluctua- 
tions in annual income of many capital-goods manufacturers. Our original re- 
search on this question, based upon the experience of capital goods manufacturers 
during the 1930's led us to advocate a 10-year averaging period.” At that time no 
averaging was permitted. By gradual modification the law has been amended to 
permit an 8-year averaging period—consisting of a 5-year carry-forward and a 
2-year carryback. 

We continue to believe that a longer period of averaging is justified and we urge, 
therefore, that the carryback period be increased beyond the present 2-year limit. 
We note that Arthur F. Burns, the distinguished former Chairman of the Council 
for Economic Advisers and current president of the National Bureau of Economic 
Research, has urged such an extension beyond a 2-year period as one of the 
principal steps to be taken in strengthening the economy’s resistance to recession.” 

The increased carryback would be most helpful in the present ecenomic situation 
when many companies may incur losses during the coming fiscal year. The carry- 
back provision effectively cushions the taxpayer’s purchasing power in such 
periods. It is an essential protection which permits the company which has sus- 
tained a loss to avoid serious cutbacks in employment and to maintain its com- 
petitive position. It is a strong contracyclical device. It is, we think, partic- 
ularly attractive in the current situation in which we find a sharp contraction of 
business activity with a possible increase developing sometime in the near future. 


Reserves for estimated expenses 

When in 1955 Congress repealed section 462 of the 1954 Code dealing with 
reserves for estimated expenses, the institute informed this committee of its 
concern with the future treatment of certain reserves for contingencies which com- 
panies had regularly maintained for a number of years. This is particularly true 
of vacation pay reserves. We respectfully call to the committee’s attention the 
language of the Senate Winance Committee report on Public Law 74, indicating 
that further legislative action would be taken at the earliest possible moment 
to correct this situation and to allow the deduction of certain specified reserves 
subject to the transitional problems of revenue. We urge that such action be taken 
at this session of the Congress and that companies not be forced to suffer the loss 
of vacation pay deductions which would result from Revenue Ruling 57-325. 
Extension of charitable contributions (sec. 170) 

We are all aware of the tremendous—and increasing—needs of our educa- 
tional system. There will of course be a sharp increase in enrollment of high 
school, college, and graduate students during the next 10 or 15 years. Of equal 
importance, we are becoming increasingly aware of the need for improving the 
quality of our education. The challenge which the Soviet Union’s educational 
system poses for those of us in a free society will require careful thought, action, 
and sacrifice on the part of all segments of our society. The cost of enlarging 
and improving our educational system will be heavy. 

It must be recognized that our excessively high personal tax-rate structure has 
reduced a large portion of the funds which colleges formerly looked to for indi- 


1 Capital Goods Industries and Federal Income Taxation, 1940, 
nd ¢rvhat ine Prosperity Without Inflation, The Millar Lectures, Fordham Univer- 
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vidual endowments. The statutory provisions allowing for personal and corpo- 
rate donations have partially served to offset this problem. We would recom- 
mend, however, that the present 5-percent limitation placed on corporate dona- 
tions to charitable and educational organizations either be increased or a more 
liberal averaging device than now permitted be adopted. While we are aware 
of the fact that most corporations have not as yet seen fit or been able to make 
annual donations to the full extent of the present allowance, it has come to our 
attention that there are many firms, particularly those of medium and small 
size, which have been hindered from making larger gifts by the present limita- 
tions. On the basis of current experience a liberalization of these provisions 
would certainly not involve substantial impairment of revenue and indeed cost 
far less and result in more direct value per dollar than comparable Federal ex- 
penditures in this area. 

MAPI’s affiliate, the Council for Technological Advancement, will be giving 
further attention to the problem of increasing private support of scientific and 
engineering education, including the removal of any other impediments in the 
present tax structure, to the attainment of that end. If our current study de- 
velops further specific recommendations we will bring them to your attention. 


Prohibited transactions (sec. 503 (c)) 


We should like to refer briefly to certain prohibited transactions in the han- 
dling of pension funds. Many smaller companies find it increasingly difficult to 
operate within the policies adopted by the Internal Revenue Service concerning 
the need for adequate security of their own indebtedness.“ We urge that con- 
sideration be given to granting wider latitude than is now permitted pension 
trusts in purchasing the debt obligations of the employer. The privilege should 
be extended beyond the limits authorized in section 25 of H. R. 8381. 


Form 1040 and expense reimbursements 


We have taken the liberty at several points in this statement of discussing 
matters which, at least for the moment, are primarily administrative in char- 
acter. We have done this not only because these subjects are of broad signifi- 
cance and are closely related to the general inquiry of these hearings, but be- 
cause in our judgment they may ultimately require remedial or clarifying 
legislation. 

A further topic coming within this category is the widely publicized announce- 
ment by the Commissioner of Internal Revenue last fall that form 1040 had been 
revised to require the specific itemization of reimbursed expenses, out-of-town 
travel expenses, and similar items of expenditure incurred by an employee on 
behalf of his employer. The immediate problem of reconstruction of records 
which would have arisen from the retroactive application of this requirement 
was eliminated by the Commissioner’s subsequent withdrawal of the requirement 
for 1957. The problems, however, which this amendment to form 1040 poses for 
the future remain unresolved. The institute, like many other business and pro- 
fessional groups and tax practitioners, has placed before the Commissioner rec- 
ommendations for ameliorating the current burdensome proposals. 

We should make it clear that the Commissioner has been most cooperative in 
receiving and considering recommendations for administrative action in this 
area, and we are confident that he will make every effort to deal with the problem 
constructively. On the other hand, if certain legal problems should arise, par- 
ticularly with reference to the definition of gross income, which under present 
law would bar the logical and most simple solution on an administrative level, 
we trust that the Congress will be alert to the problem and will act promptly 
to facilitate administration. We therefore bring the matter to your attention. 

Although the Commissioner has insisted that this new filing procedure does 
not represent any change in basic policy on the part of the Revenue Service, it is 
rather obvious that the change in form 1040 itself raises many problems which 
have not heretofore been faced either by the taxpayer, his employer, or indeed 
the Internal Revenue Service. A number of interpretative problems have arisen. 
More fundamental, however, is the question of whether certain funds expended 
by an employee on behalf of his employer, where the former is in fact acting 
solely as the agent of the company, can properly be considered as gross income 
of the employee. Finally, and perhaps of the greatest practical significance, 
is the tremendous burden this will impose on every employee and employer which 
is in no way commensurate with the benefits which are being sought by this 


12 TIR No. 27 (November 8, 1956). 
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requirement. We believe the magnitude of this entire problem was greatly 
underestimated by the Service in its decision last summer to change form 1040. 

We have noted that various Members of Congress who have become aware of 
the magnitude of the problem have suggested legislative means for restricting 
the scope of application. We continue to believe, however, that the solution to 
the problem lies in a simple change in administrative approach together with 
the formulation of workable criteria. Our recommendations to the Commis- 
sioner were designed to achieve this objective. 

Essentially, this new requirement stems from a concern that some personal and 
family expenses are being met by business expense accounts without an attendant 
increase in tax liability. While this practice is but another consequence of the 
present extremely high rates, we are in accord with the Commissioner’s basic 
objective of insuring that each taxpayer properly assumes his statutory obliga- 
tion and does not avoid the tax burden which the Congress has seen fit to impose 
on him. There is no disagreement with respect to objectives. We have, how- 
ever, taken strong exception to the means by which the solution is being sought. 
To impose upon all taxpayers and their respective employers an additional burden 
of recordkeeping, itemization, and filing in order to avoid misuse of expense 
accounts in isolated instances only serves to further weaken public regard for our 
tax system and increase the cost of compliance beyond any attendant benefits. 
It is in direct contradiction to the recent efforts to simplify reporting procedures. 
We have noted with gratification that many individual companies have come 
forward with solutions which would enable the Revenue Service to evaluate 
the problem at its source, the auditing of expense account procedures at the 
company level. 

The nature of the solution to this problem as well as the speed and clarity with 
which the Revenue Service acts will all have profound implications on general 
tax administration. We respectfully urge that this committee keep in close 
touch with this problem. 

Renegotiation 

In conclusion, we should like to draw the committee’s attention to a subject 
which is clearly within the taxing area but, except for the membership of the 
tax-writing committees of Congress, is not generally so recognized—the process 
of renegotiation of Government contracts. 

Renegotiation from a procurement standpoint was designed as a retrospec- 
tive review on an overall basis to determine whether any “excessive profits” 
not contemplated in the original negotiations had subsequently developed. 
To accomplish this the Renegotiation Board is given broad and practically un- 
limited powers of discretion to determine the level of profits which each con- 
tractor will be permitted to retain. To guide the Board a set of general criteria 
are provided by statute. But these are so broad and their application in prac- 
tice has been so vague that the process is tantamount to a taxing authority 
without standards. The only recourse available to the contractor is a cumber- 
some de novo review by the Tax Court, which, for practical reasons, in many 
situations amounts to no recourse at all. 

When this committee is studying the impact of our tax structure on economic 
growth, incentives, efficiency, etc., we respectfully suggest that these additional 
excess profits taxes be examined in this context. In our judgment there is no 
law on our statute books which gives a more unlimited grant of power to an 
administrative agency than the Renegotiation Act. No matter how conscien- 
tiously it is administered it is by its very nature an altogether arbitrary and 
completely inscrutable process. 

We strongly recommend that the act should not be extended beyond its 
present termination date, December 31, 1958. Our detailed views supporting 
this recommendation were submitted in 1956 to the Joint Committee on Internal 
Revenue Taxation in the course of its study of the act, and we would be glad 
to make them available to this committee. 


ACCUMULATED EARNINGS Tax (Secs. 531-537) 


Supplementary memorandum accompanying the MAPI statement to the House 
Ways and Means Committee on Federal tax revision, January 10, 1958 


The 1954 code revision effected substantial changes in the tax treatment of 
corporate accumulated earnings. In adopting sections 531 to 537 of the new 
code to replace the former section 102 the Congress stated that its objectives 
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were “to minimize the threat to corporations accumulating funds for legitimate 
purposes and to restrict the application of the provision in the case of small 
companies.”* A number of changes were adopted in order to avoid the situa- 
tion of small taxpayers yielding to a proposed deficiency “* * * because of 
the expense and difficulty of litigating their case under the present rules.’’? 
Several years having passed since the enactment of these changes, it is appro- 
priate to examine how these provisions have been implemented and the degree 
to which the objectives cited above have actually been attained. 

Unfortunately, we have as yet found no guide to Treasury policy. As of 
this date no implementing regulations have been issued even in proposed 
rulemaking form, although we have been informed by Revenue Service officials 
that their long-awaited publication is imminent. ‘There has, however, been 
some recent litigation which may indicate the manner in which the Tax Court, 
at least, will give effect to certain of the new provisions of the act. 

One of the most significant changes adopted by the 1954 Code was a procedural 
one—the shifting of the burden of proof to the Commissioner under certain 
circumstances in proceeding before the Tax Court. Section 534 provides that 
in proceedings before the Tax Court the taxpayer may shift to the Commissioner 
the initial burden of proof with respect to the issue of whether the earnings 
and profits were permitted to accumulate beyond the reasonable needs of the 
business, providing the taxpayer follows the prescribed procedure. It is still 
too early to have had any judicial interpretation of this procedure in situations 
arising under the 1954 Code. However, by reason of the fact that, by subsequent 
legislation,® section 534 was made applicable to all cases arising under the 1939 
Code which are tried on the merits after August 11, 1955, the Tax Court has at 
least had the opportunity to consider the new burden-of-proof rules. 

The court in the Pelton Steel Casting Company case‘ held that the burden of 
proof shifted to the Commissioner only with respect to the allegation in the 
Commissioner’s notice of deficiency that profits had been permitted to accumulate 
beyond the reasonable needs of the corporation and where this issue is essential 
to a decision in the case. The court went on to hold that the burden of proof 
remains with the taxpayer in establishing the absence of a purpose to avoid the 
imposition of surtax upon its shareholders by the failure to distribute in whole 
or in part the earnings or profits accumulated during the taxable year. . Follow- 
ing the line of reasoning laid down in earlier cases, the court held that the 
reasonableness or unreasonableness of an accumulation may constitute a factor 
in arriving at an ultimate determination, but the statutory prohibition may apply 
irrespective of this factor whenever the proscribed purpose appears. 

The combination of the effect of this restriction in scope of application of 
section 534, together with a steadfast unwillingness on the part of the court to 
rule on pretrial motions on the issues of the burden of proof and the sufficiency 
of the taxpayer’s statement and grounds, is serious. It effectively nullifies the 
congressional intent of reducing the expense and difficulty of litigation for the 
small taxpayer. An extension of this approach to cases arising under the 1954 
Code would, in our judgment, be wholly indefensible. 

The court in the Pelton case was faced only with the interpretation of the 
language of section 534. However, all sections dealing with the penalty tax on ac- 
cumulated earnings (secs. 531 to 537) must be viewed in their relationship with 
one another and not as a series of isolated provisions. Thus, while section 534, 
the burden-of-proof provision, refers to a deficiency based in whole or in part 
on the allegation that profits have been permitted to accumulate beyond the 
reasonable needs of the taxpayer’s business, the term “accumulated taxable 
income” is now defined by section 535 as excluding that portion of the profits 
which are retained for reasonable business needs. Therefore, the question of 
the existence and the amount of profits accumulated for reasonable business 
needs would appear to be in issue in every case regardless of the basis of the 
Commissioner’s argument. The question of the burden of proof should not be 
brushed aside as the Tax Court did in the Pelton case. 

We recognize that the courts thus far have had to interpret section 534 with- 
out reference to the other provisions of the 1954 code, that even such decisions 
are largely interlocutory in nature, and finally that the Treasury’s policy on the 
implementation of these provisions has not yet been formalized. Nevertheless, 


1§. Rept. 1622, 88d Cong., 2d sess., p. 68. 

2 Ibid., p. 70. 

8 Public Law 367, 84th Cong., 1st sess., sec. 4. 
428 T. C. No. 20 (1957). 
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we urge that this committee and its staff give careful attention to developments 
in this area and take whatever steps that might be necessary in order to preserve 
and effectuate a rather clear legislative intent. 


[From the Capitol Goods Review, Machinery and Allied Products Institute, February 1957] 
UNDERDEPRECIATION FROM INFLATION 


About 10 years ago the vigorous upsurge of prices following World War II 
touched off a lively controversy over the resultant inadequacy of depreciation 
charges based on historical cost. This controversy, which engaged academi- 
cians, business management, the accounting profession, and Government agencies, 
extended over several years and generated a sizable literature.’ 

Throughout the debate, the Federal agencies concerned with the regulation 
of business accounting practices—the Internal Revenue Service, the Securities 
and Exchange Commission, the Federal Power Commission, the Federal Com- 
munications Commission, the Interstate Commerce Commission, and others— 
stood uncompromisingly for original-cost depreciation.? The accounting profes- 
sion (in its official pronouncements at least) went only so far as to suggest 
annotations to accounting statements—the “footnote” solution. Management 
might thus append its estimate of the inadequacy of the original-cost deprecia- 
tion charged, but the notation would have no effect on the accounting results. 
As for management itself, where it took an interest in the issue it was uncertain 
what to do.* 

THE GREAT ILLUSION 


These largely negative results of the great debate may be attributed in part 
to an illusion shared by most of the participants. It was assumed that the 
stiff wartime and postwar inflation had about run its course, and that if nothing 
were done about the underdepreciation problem it would gradually shrink and 
disappear. 

How wrong this assumption was we can now see in retrospect. Chart 1 on 
page 3 shows the movement of a comprehensive index of the prices of business 
capital goods, based on the period when the debate was most active, 1947-49. 

The present level of this index (beginning of 1957) is 37 percent above 1947- 
49. Inflation did not end with the postwar readjustment. Indeed, a glance 
backward on the chart suggests the continuation in recent years of an irregular 
uptrend that was going on before the war and that has now lasted nearly 25 
years (since 1933). 

REVIVAL OF INTEREST 


The gradual realization by business executives and accountants that the 
basic assumption of the early postwar debate was false has led to a revival 
of interest in the issue after several years of relative quiescence. The pressure 
for action is again building up. As illustrative of this trend, we quote from a 
recent statement by a leading corporate financial officer : 

“It is my belief that as members of the accounting profession we have a con- 
siderable opportunity and an even greater obligation to review most critically 
our attitudes toward accounting for depreciation. A resurgence in thinking with 
respect to these matters is on the way—it is indeed being forced by the evolu- 
tion of inflationary events in our time. It would be far more to our credit to be 
in the forefront of that thinking, guiding it wisely in the light of our accumu- 
lated experience with the principles of accounting, than it would be to be 


1 The institute helped to launch the discussion with a pamphlet, Depreciation Policy and 
the Postwar Price Level (1947). 

2There has been one exception to this solid front, though it does not involve the regula- 
tion of accounting practices. The Department of Agriculture has long used current-dollar 
depreciation in computing the production expenses of farmers. 

This uncertainty was enhanced by the experience of a leading steel company, which 
undertook to charge price-adjusted depreciation on its own books (not for tax purposes), 
only to be attacked by the combined forces of the Securities and Exchange Camuelas on and 
the New York Stock Exchange. 
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dragged reluctantly along in the backwash as must otherwise surely be our 
fate.” * 

We quote also from a recent statement by a leading public accountant: 

“It is imperative that we adopt some method for correcting the tax on capital 
which has resulted from limiting depreciation to historical cost in the face of 
vastly increased costs of replacing wornout plant and equipment. _In the absence 
of such an adjustment vast amounts of new capital will be needed just to main- 
tain existing capacity, leaving a shortage of capital for actual expansion of 
output.” 

The revival of management interest in the underdepreciation problem is particu- 
larly marked in industries that constructed a substantial volume of facilities 
under certificates of necessity granted during and immediately after the Korean 
affair. The decline of capital-recovery deductions accompanying the completion 
of amortization on these facilities (a decline already underway and destined to 
proceed rapidly hereafter) will entail a sharp increase of income-tax liabilities 
and a corresponding decrease of internally-generated capital funds. The im- 
pending* exhaustion of amortization can present an acute problem for such 
industries, especially when they are confronted by heavy capital expenditure 
requirements.® 

While it is quite natural that the runoff of amortization should prompt a new 
look at the adequacy of normal depreciation based on historical cost, the latter 
problem is of course of much broader impact. It affects all users of long-lived 
productive facilities acquired at lower price levels. There is evidence that the 
intellectual ice is breaking up quite generally on this question, both in management 
and in the accounting profession. 


THE COST OF INACTION 


If the current prices of business capital goods had remained at the 1947-49 
level as expected, the addition of new assets to the existing stock and the progres- 
sive retirement of old assets acquired at earlier and lower price levels would 
have gradually raised the average of prices underlying historical-cost depreciation 
toward parity with current prices. Because of the continued uptrend of current 
prices, however, this convergence of the two series was seriously retarded, though 
some convergence did occur. The ratio of current to underlying prices declined 
from about 1.43 in 1947-49 to 1.83 at the present time. But since the annual 
amount of depreciation increased greatly over the interval, the application of this 
reduced ratio to the present historical-cost accrual yields a much larger dollar 
deficiency than prevailed in the earlier period. 

We shall develop this picture in two steps, showing first the movement of the 
ratios of current to underlying prices and then the dollar amounts by which cur- 
rent-price depreciation has exceeded the historical-cost accrual. Chart 2 presents 
the ratios. 

Because plant assets (building and structures) are much longer lived than 
equipment, and because the existing stock turns over much more slowly, the 
average of prices underlying historieal-cost depreciation lags far behind current 
prices. Here the present ratio for conversion to current-price depreciation is 
1.73. For equipment, the corresponding ratio is 1.25, the combined ratio, as 
already indicated, being 1.33." 


*W. A. Walker, vice president and comptroller of the United States Steel Corp. An 
address before the metals manufacturing congress, 25th annual national conference, Con- 
trollers Institute of America, October 1, 1956. 

5 Leslie Mills, partner, Price Waterhouse & Co., and chairman of the tax administration 
subcommittee of the American Institute of Accountants, Federal Tax Reform in 1957— 
Taking UP Where 1954's Revision Left Off, an address before the 373d meeting of the 
National Industrial Conference Board, January 17-18, 1957. 


®*This can be illustrated by the case of the steel industry, which in recent years has 
obtained as much tax benefit from amortization as from normal depreciation. 

7It is interesting to note in passing that the plant ratio did not get down to 1.0 even 
in the great depression of the 30’s. The equipment ratio was below 1.0 for several 
years, the combined ratio, for 2 years only. 
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We turn now to the second step in the presentation, the indication of the dollar 
deficiency of historical-cost depreciation as compared with the current-cost 
accrual, or, to put it the other way around, the dollar amounts by which the 
current-cost reckoning exceeds the historical cost. This appears in chart 3. 
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Notwithstanding the fact that the ratio of current to historical-cost deprecia- 
tion has declined since 1947-49, the amount by which the former exceeds the 
latter has continued to rise. For plant and equipment combined, the present 
excess (deficiency of the historical-cost accrual) is 1.65 times the 1947-49 aver- 
age. Even if we restate this excess (which is of course in present dollars) in 
terms of 1947-49 dollars, it remains 1.21 times the average for the earlier period. 
The cost of inaction has been going up, not down. 
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A GOVERNMENT STUDY 


The United States Department of Commerce recently published a study of the 
relation between current-cost and original-cost depreciation in manufacturing 
since 1929. It is interesting to compare its results with those derived above 
for all business. Chart 4 on page 5 is reproduced from the Department’s study. 


8 Donald G. Wooden and Robert C. Wasson, Manufacturing Investment Since 1929, 
Survey of Current Business, November 1956, p. 19. 
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While the ratios of current to historical-cost depreciation for manufacturing 
alone could not be expected to coincide with those for all business even if the 
methods of computation were the same (the methods are in fact rather different), 
the picture is broadly similar to that of chart 2 for the same period of time. The 
most recent ratios (in this case for 1955) are somewhat higher than ours in aD 
three categories. 

CONCLUSION 


We do not intend to argue the case for current-dollar depreciation here—a 
task we have performed elsewhere, and more than once.’ Our purpose is rather 
to bring the measurement of underdepreciation down to date and to emphasize 
again that this problem cannot be waived aside. It is not going away. On the 
contrary, the deficiency of historical-cost depreciation is greater today than ever. 

American industry will pay income tax this year on something like $6 billion 
of capital consumption. This is a curious state of affairs in a country as de- 
voted as this one to the idea of progress, economic expansion, and rising stand- 
ards of living. For the taxation of capital consumption as income is not only 
inequitable, it has one certain effect: the retardation of progress through «ur- 
tailment of the funds available to industry for capital investment. Under 
present conditions historical-cost tax depreciation is a “built-in” decelerator of 
progress. 


Mr. Srewarr. We would like to furnish to the committee our pre- 
sentation to the Internal Revenue Service on Bulletin F, either for 
staff study or for inclusion in the record as the chairman pleases. 

The CuHatrMan. Without objection, it will be included in the 
record. 

(The document referred to is as follows :) 


MACHINERY AND ALLIED Propucts INSTITUTE, 
Washington, D. C., July 22, 1957. 
Mr. Russert HARRINGTON, 
Commissioner, Internal Revenue Service, 
Washington, D. C. 


Dear Mr. HARRINGTON: For some months the Machinery and Allied Products 
Institute, as a part of its economic research in the tax field, has been engaged 
in a thoroughgoing study of the problem of useful lives of productive equip- 
ment for depreciation purposes. This study was, of course, undertaken as a 
result of your appointment of a special advisory group to consider revision of 
Treasury Bulletin F and your request for the suggestions and pertinent data 
of interested taxpayers and business organizations. 

As national spokesman for capital goods and allied equipment manufacturers, 
we welcome this study. We commend it not only because the present bulletin 
F is out of date but, more importantly, because the very fact of the inquiry 
would seem to betoken an increasing Treasury interest in the broader subject 
of depreciation policy generally. 


Our approach to the study 


Industry has been asked to provide the advisory group with its specific recom- 
mendations as to: (1) items of equipment to be added to bulletin F, and (2) 
average life estimates for assets already listed therein. We are anxious, of 
course, to make our statement wholly responsive to the needs of the.advisory 
group. However, a sampling of experience in the capital goods area has con- 
vinced us that the information sought is so voluminous and detailed as to make 
the compilation of such data virtually impossible and, if compiled, so varied 
as to be inconclusive. Moreover, much of the essential data is not readily 
available in a form suitable for use by the advisory group. In this connection 
it should be borne in mind that the contents of bulletin F have been organized 
on a user basis which complicates even further definitive and representative 
response on the part of any single organization to the questions asked by the 
advisory group. 


® Realistic Depreciation Policy (1954), Depreciation Policy and the Postwar Price Level 
(1947), Inflation and Postwar Profits (1949), and Capital Goods Review No. 12 (1952) 
and No. 25 (1956). 
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Despite these problems, the Machinery Institute recognizes a special responsi- 
bility to assist in the current study. Accordingly, and in order to be as respon- 
sive as possible to the study’s broad objectives, we have sampled approximately 
400 capital goods and allied equipment manufacturers by means of comprehen- 
sive and detailed questionnaires on matters relevant to the inquiry being under- 
taken. 

Both as manufacturers of the majority of items of productive equipment ap- 
pearing in bulletin F and as substantial users of capital goods, the experience 
of companies represented in this survey would seem to carry special weight in 
any study of the useful lives of depreciable property. Copies of the question- 
naires employed are attached. 

Much of the information collected is not tabulable in any statistical form; 
the responses contain, moreover, considerable information of a confidential 
nature, particularly with respect to new products. We are pleased, however, to 
furnish the advisory group with illustrative excerpts from the survey which are 
summarized in exhibits A and B appended to this statement. Exhibit A, based 
for the most part on responses to the questionnaire entitled “Technological 
Progress and More Rapid Obsolescence,” summarizes certain trends in industry 
which will, in our judgment, increasingly affect the useful lives of productive 
equipment. Exhibit B illustrates the nature and range of these trends by a 
representative series of specific product line histories. 


Scope of the study 


We recognize the limitations apparently placed on the scope of the curren. 
study announced by the Internal Revenue Service. We should like, however, . 
respectfully to suggest that the Service and the advisory group can—and should— 
broaden the range of their inquiry to include a review of certain fundamental 
questions. 


The broader issues 


We urge that the advisory group consider the revision of bulletin F in its true 
perspective as but one of a whole complex of inextricably related problems. We 
should like briefly to call attention to the most important of them. 

(1) Methods of writeoff—tIn the 1954 revision of the Internal Revenue Code, 
Congress has taken an important step toward more realistic depreciation prac- 
tice for tax purposes by authorizing the use of writeoff methods which do much 
to rectify the deficiency in original-cost depreciation resulting from the straight- 
line writeoff of assets. 

(2) Underdepreciation from inflation.—An equally serious problem remains— 
the loss through inflation of much of the purchasing power of dollars recovered 
by depreciation. As depreciation allowances account for a large portion of the 
funds available for fixed capital expenditures of American industry, the matter 
assumes such importance as to justify consideration and recommendation by the 
advisory group now reviewing bulletin F lives. On the basis of recent research 
conducted by the institute, we estimate that American industry will pay income 
tax this year on something like $6 billion of capital consumption. 

This is not, of course, the forum in which to present the details of the case 
for current-dollar depreciation. We should like, however, to call the advisory 
group’s attention to a number of products of institute research which deal with 
this problem.’ Copies, of course, are available to you. We stand ready, more- 
over, to discuss this problem further with members of the Revenue Service and 
the advisory group should they decide to incorporate such a study as a part of 
their approach. 

(3) Bulletin F.—Finally, in considering a revision of bulletin F it would 
not seem to us improper to review once again the reasons for bulletin F’s existence 
and—without prejudgment in any direction—to weigh the validity of those rea- 
sons in the light of present circumstances. 

Considered as an aid both to Government and to the taxpayer, does bulletin 
F perform its function Are there available to the Revenue Service alternatives 
which are more desirable from the standpoint of all interested parties? Can 
the simple revision of bulletin F give due weight to an explosive and continuing 
revolution in technology? 


+ Realistic Depreciation Policy (1954); Depreciation Policy and the Postwar Price 
Level (1947); Inflation and Postwar Profits (1949); and Capital Goods Reviews Nos. 
12 (1952), 25 (1956), and 29 (1957). 
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All of these questions, we believe, are germane to the present inquiry. We 
assume, moreover, that the Internal Revenue Service and the Treasury cannot 
but be interested in these more fundamental problems. The occasion of bulletin 
F’s revision presents a natural and wholly proper opportunity for this broad- 
er study and, in our judgment, the advisory group is singularly well quali- 
fied to make the more searching investigation which we suggest. 

Further, there is the question of the effect of bulletin F on depreciation prac- 
tice and on the broader economic questions to which we have briefly alluded. 
Although—as we shall develop later-—bulletin F has not been an important in- 
fluence in the establishment of depreciation rates among capital goods manu- 
facturers, bulletin F tables do have the potential of restricting the benefits to 
the taxpayer of the more realistic writeoff methods authorized by the 1954 code. 
Moreover, bulletin F tables contain a built-in—and probably inescapable—bias 
stemming directly from emphasis on historical replacement practices. No one, 
we think, will seriously dispute, for example, the distortions in the 1942 edition 
of bulletin F lives resulting from a protracted period of economic depression. 

Summary.—The primary concern of the advisory group must be the Govern- 
ment’s interest. With this in mind, we venture the suggestion that the long-term 
interests of the Government—as well as those of taxpayers generally—will 
best be served by enlarging the scope of this study along those general lines of 
inquiry which we have outlined. In passing we should point out that most ex- 
perienced taxpayers—including certainly the preponderance of manufacturers— 
depreciate their capital assets without reference to bulletin F schedules. As 
a consequence, the matter of the Federal revenue would not seem to be importantly 
affected regardless of what is done with bulletin F. 

In brief, for the advisory group to limit its work simply to a revision of bulletin 
F tables without consideration of interrelated problems would represent, in 
our judgment, too narrow a view of the task at hand and the loss of a rare 
opportunity to study within a single frame of reference the whole of this more 
important problem. 

A prerequisite to revision 

Before proceeding to detailed discussion of our general views, we should like to 
state what might be considered a primary prerequisite to revision of bulletin F. 

Reduced to its simplest form, our concern in the matter of revision of bulletin 
F goes to the question of approach. In estimating future developments, will 
primary emphasis be placed on historical precedent or on informed judgment of 
the implications of current and already discernible economic and technological 
trends? Certainty and the elimination of guesswork are commendable and neces- 
sary objectives in establishing sound procedures for determining tax liability. 
We can fully appreciate, therefore, the inclination of those responsible for formu- 
lating and administering our revenue laws to rely on the past as an indication 
of what can be expected to occur in the future. In determining the reasonable- 
ness of depreciation accruals, however, such an emphasis on historical data and 
past practice can produce highly distorted results, the effects of which would be 
far more harmful to our economy than those which might conceivable arise as the 
result of occasional errors of judgment introduced by a reliance on informed 
estimates of future developments. 

This question of approach is not wholly limited to the problem of service lives 
of equipment. We have already noted the distortion inherent in the present 
depreciation policy during periods of inflation as the result of looking to historical 
cost. Another, though less dramatic, example is that of estimating salvage. The 
renewed emphasis, at least in some revenue districts, which IRS agents seem to be 
placing on estimates of terminal salvage is undoubtedy prompted to a considerable 
degree by the tendency of looking back to the high salvage values occasionally 
realized on certain general purpose tools and facilities by some taxpayers during 
a period of prolonged and rising inflation and postwar shortages. Approaching 
this problem from the point of view of what terminal salvage can reasonably be 
expected in the future, unprejudiced by the unusual history of the past decade, 
would certainly minimize its importance in all but the most unusual circumstances. 

In summary, in approaching the matter of estimating future lives of depreciable 
assets, either from the point of view of revising bulletin F tables or in a day-to-day 
appraisal by Internal Revenue Service agents of individual estimates on the part 
of the taxpayer, this matter of whether emphasis will be clearly shifted from the 
past to the future—both in policy and administration—is the most important 
issue before the advisory group. 
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The uses and limitations of Bulletin F 


Without losing sight of our suggestion that any study of useful lives of depre- 
ciable property should extend beyond Bulletin F, let us turn now to that document 
itself. 

As “a guide or starting point” in the determination of useful lives of depre- 
ciable property, Bulletin F tables were originally published in 1931 and revised 
in 1942. The bulletin further characterizes itself as “an indication of Bureau 
practice and the trend and tendency of official opinion. * * *” How well has 
Bulletin F served this general purpose; how useful can it be in the future, even 
in revised form; what are its limitations? These, it seems to us, are proper 
questions. 

We cannot offer conclusive evidence from the Government’s standpoint with 
reference to the use of Bulletin F as an administrative aid by field personnel of 
the Internal Revenue Service. We assume that it has been of some use to the 
Service in its relations with taxpayers with limited experience on which to base 
their estimates of useful lives, although even in these cases its application is 
far from universal. 

As for capital goods and allied equipment—indeed, manufacturing generally— 
a field in which we may claim some special knowledge, we have the most serious 
reservations about Bulletin F’s present and future usefulness. We should like 
to review in some detail our reasons for this conlusion. 


Bulletin F’s relative importance 


At most, Bulletin F is but one of several factors entering into a determination 
of useful lives, and its importance varies inversely with the extent of the tax- 
payer’s individual or industry experience. 

Where company ewperience is available.—The limited application of Bulletin 
F in the process of useful life estimation as practiced among capital goods manu- 
facturers was indicated by a recent institute poll. Out of some 200 companies, 
only a handfull have had any occasion to employ Bulletin F tables. Moreover, 
the Bulletin’s obsolescence has little or no bearing on its disuse. Rather, the 
companies involved—both large and small and representing a broad range of 
capital goods production—had available to them sufficient company and industry 
experience to arrive at independent estimates of useful lives of their respective 
capital assets, presumably to the satisfaction of revenue agents. 

The experience of capital-goods manufacturers, then, would seem clearly to 
indicate that these industries have slight need for “a guide or starting point” in 
the form of Bulletin F or some similar document. In brief, Bulletin F currently 
serves no useful purpose among the great bulk of these taxpayers. 

Taxpayers with limited experience.—As we have previously suggested, bulletin 
F has served a useful function in those areas where the taxpayer in the absence 
of pertinent experience requires a guide. Nevertheless, even where it has 
served a purpose, its inescapably stultifying effect on equipment replacement 
practices arising from its unrealistic estimates and extended periods between 
revisions raises certain questions which the Advisory Group will wish to study 
regarding its usefulness in practice. 

Backing into the future——Any revision of bulletin F lives would seem, of. ne- 
cessity, to have its origin in some concrete record of historical replacement prac- 
tices. We have already adverted to the distortions of present bulletin F lives 
based on historical data; we suspect that any current revision of such lives, 
which would depend in large part on industry replacement practice of the past 
15 years, will almost inevitably include a variety of similar distortions arising 
from two wars and almost continuous inflationary pressures. Thus, we face 
tomorrows’ game bound by yesterday’s rules. 

We are reassured in some degree by what we understand to be the Advisory 
Groups’ premise that recent historical records of asset tenure will be of very 
limited value to this study. Nevertheless, in an economic and technological 
climate as dynamic as that now obtaining in the manufacturing industries 
generally, the revision of bulletin F could well become an exercise in futility— 
the revision beginning to go out of date before it is completed. 

Field administration of bulletin F.—Bulletin F itself stipulates that tables 
of useful lives contained therein are not to be considered as anything more than 
a guide. This caveat has recently been publicly affirmed by both Treasury and 
Revenue Service personnel. We have previously indicated that in the great 
majority of cases in the capital goods field, bulletin F has not been important 
or influential in the establishment of useful lives. This is not to say, however, 
that in the case of inexperienced—and particularly small— taxpayers revenue 


20675—58—pt. 1_—-33 
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agents have not improperly employed bulletin F in some cases and applied it as 
the final authority. Where a taxpayer is employing useful lives shorter than 
those contained in bulletin F, this has sometimes been taken as a signal by 
the revenue agent to use this issue in negotiating on unrelated items. 

We have been pleased to note a distinct decrease in this tendency in recent 
years. Experience would suggest, however, that publication of revised bulletin 
F tables is very likely to renew emphasis on use of this document by IRS person- 
nel as a substitute for individual determinations. This we view as a real and 
important danger. And we are concerned that any admonition to the field not 
to use the new document as anything more than a guide would by itself be 
insufficient. 

The revolution in technology.—Before proceeding with our recommendations 
we should like to discuss one more general consideration of overriding im- 
portance. We have in mind the startling technological revolution now taking 
place in American industry. 

In the current study of bulletin F lives we think it imperative that the Ad- 
visory Group give its most careful attention to the broad sweep and explosive 
pace of technological development. Toward this end we command exhibits A 
and B (attached) to the Advisory Group’s thoughtful review. 

Perhaps the most significant of our findings for the purposes of this study 
is an apparent general trend toward increasingly rapid introduction of new 
products, new models, and major innovations in existing equipment. 

This trend—and its probable acceleration in the future—has been supported 
by the substantial and increasing expenditures for research and development. 
It is confirmed for a broad range of American industry by a recent McGraw- 
Hill survey * which reports an annual total of $6.1 billion in business research 
and development expenditures in 1956 and predicts an increase in this figure to 
$7.3 billion in 1957. Industry reportedly already plans to spend annually about 
$9.3 billion for research and development by 1960, a figure which may be ex- 
pected to be far exceeded at the present rate of increase. The development of 
new products and processes which are inevitable from this investment can be 
expected to result in a more rapid replacement of equipment during the next 
decade than during any comparable period in our history. 

The financial dimensions and the gathering speed of the explosion in tech- 
nology are impressive—and, it goes without saying—fraught with implications 
for the risky business of estimating future economic lives. Perhaps even more 
significant is the range. Few industries have escaped the quickening pace 
of technological development ; an examination of exhibits A and B to this state- 
ment reveals the broad cross-section of capital goods industries affected. Beyond 
these individual industry advances there are developments which improve the 
technology of industry as a whole; for example, better materials handling; in- 
creases in the automation of production; newer and harder metals. Under- 
lying this technological progress are equally important developments in manage- 
ment approach. A broader spread of engineering knowledge is making indus- 
trial management more receptive to new ideas and equipment than heretofore. 
Consciousness on the part of industry of design and stlying is increasingly evi- 
dent, and closer ties between product designer and manufacturing engineer 
are leading to major innovations. 

Further, as the population is expected to increase at a rate substantially 
greater than that of the labor force over the next 20 years, the emphasis will be 
on increased productivity and the development of new labor-saving equipment. 

What is the significance for Bulletin F lives of this technological revolution 
which we have outlined? We venture the suggestion that most of our manu- 
facturing methods will undergo drastic changes in the next 10 to 20 years, and 
that facilities and equipment now considered competitively productive for a 
normal span of years will be outmoded and replaced long before their inherent 
usefulness is exhausted. One industrial leader has said—and wisely, we think-—- 
we are now entering a period of “galloping obsolescence.” When you combine 
automation; new metals; new technologies in electronics, atomics, etc.; tremen- 
dous increases in size and horsepower of end products and related plant and 
productive equipment—as, for example, in the case of turbines—the impact on 
obsolescence is extraordinary and its prediction correspondingly difficult. 





2 Business’ Plans for New Plants and Equipment, 1957-60. McGraw-Hill, Department 
of Economics, April 1957. 
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Further, we should not lose sight of the unprecedented effects on productive 
equipment technology which will flow from the revolution in military weapons 
systems, illustrated by the shift from piloted aircraft to missiles.’ 

Replacement practices.—One concomitant of our continuing technological 
revolution deserves special mention. In recent years there has been a growing 
adoption of more scientifie equipment acquisition and replacement practices. 
(See the list of companies and Government representatives attached as exhibit 
C which have participated over the period 1953-57 in MAPI-sponsored seminars 
on equipment analysis.) Our research indicates that this will almost certainly 
step up the tempo of replacement not only of individual machines but, on the 
basis of a relatively new phenomenon, mass replacement addressed to a whole 
production process as distinguished from piecemeal replacement. The intro- 
duction of true automation concepts in our production assembly lines will neces- 
sitate a still more drastic and overall replacement of facilities. 

In the past decade the demands for greater total capacity in most industries 
have led to the expansion of existing facilities rather than the replacement 
of existing plant and equipment. This emphasis on expansion rather than 
replacement has served further to accentuate the distortion of historical replace- 
ment records. The forces of competition acting on an already high productive 
capacity will begin to produce a reversal of this trend. The need for greater 
productivity will accelerate modernization in many cases rather than expansion 
of existing facilities. Although current expenditures for increased capacity 
still exceed those allocated to modernization, the McGraw-Hill survey cited 
above indicates that current plans for capital expenditure in the period 1958-60 
call for a reversal of such allocations. 


SPECIFIC RECOMMENDATIONS 


Thus far we have discussed a variety of considerations bearing on the current 
review and proposed revision of Bullétin F lives of depreciable property. Be- 
cause of this exposition’s length it might be desirable to consolidate by sum- 
marizing the ground already covered, and then state our specific recommen- 
dations. 

We have reported our inability to comply exactly with the IRS request 
for pertinent data, but—acknowledging a special responsibility in the area— 
we have undertaken a separate study of pertinent Company experience, the 
results of which are included in the exhibits attached. We recognize the limi- 
tations apparently placed on the study by your office, but we have urged the 
Advisory Group to so broaden its inquiry as to include consideration of other 
and, indeed, more important matters which are inseparably related to the 
question of useful lives. 

The almost unanimous experience of capital goods manufacturers suggests 
the very limited usefulness and the distinct limitations of bulletin F as applied 
to such taxpayers, although we recognize it may have some value in relations 
between Government and some inexperienced taxpayers. We have considered 
briefly the character and scope of the current revolution in technology and its 
almost certain effects upon the estimation of useful lives. 

With this background in mind, we recommend: 

1. That the Internal Revenue Service undertake a further development of 
general criteria for estimation of useful lives of productive equipment, giving 
primary emphasis to current and prospective technological advances. Such 
criteria should stand alone and be published separately. They should have sepa- 
rate status from bulletin F in the event it is reissued. 

For application in those areas where bulletin F has little or no value, we 
suggest that a broader development of Treasury criteria would be of greater 
assistance both to Government and industry than a mere revison of the tables. 
Further, the separate publication of such criteria is vital. When general stand- 
ards for estimation of useful lives and bulletin F tables are placed in juxta- 
position one with the other, the temptation is always present—at least in close 
cases—to rely upon the illusory certainty of the tables. This temptation would 
be accentuated by reissuance of bulletin F in revised form. 


®See Annual Survey of Airframe Requirements for Materials, Processes, and High- 
Temperature Testing. Aircraft Research and Testing Committee, Aircraft Industries 
Association, May 1957. 
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The statutory depreciation provisions simply refer to a “reasonable allowance 
for the exhaustion, wear and tear (including reasonable allowance for obso- 
lescence)” of business property. These have been amplified in the implementing 
Treasury regulations to include (1) wear and tear; (2) normal progress of the 
art, economic changes, inventions and current developments within the industry ; 
(3) climatie and other conditions peculiar to the taxpayer’s trade or business; 
and (4) the taxpayer’s policy with respect to repairs, renewals, and replacements. 
While these include important points to be considered in the estimating procedure, 
there is need of further amplification along the lines already achieved in the 
expanded provisions in the current regulations dealing with normal obsolescence. 
Basic to any amplification of these criteria is a need for the publication and 
unqualified acceptance as IRS policy of two fundamental propositions : First, look 
to the future rather than the past and, second, give full recognition to the 
informed judgment of the taxpayer as to the probable future impact of these 
criteria on the asset in question. 

A question arises immediately: Wherein would this differ from the present 
situation? In theory, perhaps little. In practice, however, we believe the rec- 
ommended approach would limit the situations where bulletin F is imposed as a 
final arbiter. Furthermore, we believe the net effect of this enlarged develop- 
ment and separate publication of general criteria would make the task of esti- 
mating future lives more realistic and less susceptible to arbitrary challenge. 
In passing we would express the hope that any separate publication of such 
general guidelines would avoid the restrictive character of the textual mate- 
rial—since withdrawn—which appeared in the 1942 edition of bulletin F. 

2. That if revised and republished, bulletin F should continue to serve solely 
as a guide in the absence of acceptable experience. 

This would require a strong policy instruction and administrative followup 
as to practice in the field. 

3. That if revised and republished, bulletin F tables should be simplified by 
reduction and consolidation of the number of categories in the light of user in- 
on experience, and greater effort should be made to keep the document up to 


In view of the dynamic nature of current and prospective developments in 
productive equipment, it would seem to us impractical to develop and keep 
up-to-date tables covering every type of depreciable asset used in business. A 
simplified approach to the problem would seem to be in order. 

4. That if revised and republished, most bulletin F lives be substantially 
shortened by giving due weight to current industry practice and to a further 
adjustment occasioned by the reasonably foreseeable future impact of techno- 
logical developments. 

A minority of present bulletin F lives may require lengthening. The great 
majority, we believe—at least in manufacturing—require substantial shortening. 
At least two important factors deserve the advisory group’s special attention in 
any revision of specific lives: 

A. First, the advisory group should make a careful examination of current 
industry practice. Even when historical practice is considered, bulletin F 
lives are much too long, as indicated by a recent informal poll of capital-goods 
manufacturers. This poll shows that in these industries current depreciation 
accounting is based on lives which are from 15 percent to 30 percent below 
comparable averages in bulletin F. 

The recently published MAPI survey on equipment replacement and deprecia- 
tion policies and practices (copy attached as exhibit D) records a significant 
response to this question: “What is your present average service life for tax 
purposes on equipment?” Forty percent of the respondents indicated 14 years 
and under. Of this group approximately two-thirds reported 10 years or less. 

Further, two-thirds of the total number of companies responding to the 
question indicated lives of 17 years or less. Finally, the survey reveals that 
85 percent of the respondents take the same rate of depreciation for both book 
and tax purposes. 

As an initial benchmark, certainly Bulletin F lives should be based on the 
average of negotiated rates so as to place the inexperienced taxpayer on the 
same general footing as the average of businesses which establish depreciation 
accounts on the basis of company or industry experience. This is especially 
important to the small company. 

We should emphasize that we are suggesting here simply a line of departure 
subject to a further adjustment as outlined below. 
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B. Second, attention should be given to estimating what further adjustment is 
necessary to take into account the impact of foreseeable future trends in plant 
and equipment replacement, This step is particularly important if the revision 
is to amount to anything more than a periodic catching-up process. As we 
pointed out earlier, industry has been oriented by long-prevailing Revenue Sery- 
ice policy to a justification of its current estimates of future life expectancy 
of newly acquired assets in terms of historical replacement practice and those 
developments capable of a high degree of factual proof. 

The current industry pattern, though significantly different from the out- 
dated Bulletin F, still involves a substantial overstatement of the reasonably 
foreseeable useful life of an asset in the face of current technological develop- 
ments. Throughout the examples in attached exhibits A and B there runs a 
consistent trend toward greater emphasis on research and development, more 
rapid introduction of new equipment and processes, accelerated obsolescence, and, 

ultimately, more rapid replacement of our productive facilities. 

‘' May we again express our deep appreciation for the opportunity of par- 
ticipating in this important study. We trust that this presentation and the 
enclosed exhibits may prove of benefit to the advisory group. If the advisory 
group should desire further information or if its members have any questions 
concerning this statement, we will be glad to cooperate. 
Respectfully, 
CHARLES STEWART, President. 


APPENDIX 
TECHNOLOGICAL REVOLUTION IN THE CAPITAL GOops INDUSTRIES 


As our principal statement suggests, the question of determining economically 
useful lives of productive equipment must be considered against the backdrop 
of an unprecedented technological revolution. Nowhere are the effects of this 
revolution more apparent than in the capital goods and allied equipment indus- 
tries, which manufacture the vast majority of items of productive equipment 
now appearing in tables of useful lives in Bulletin F. 

As a means of dramatizing the nature and scope of this technological revolu- 
tion and its inevitable effects on the service lives of productive equipment, 
MAPI has requested member companies to provide their collective experience 
in this area on the basis of questionnaires which are attached. Responses were 
received from companies in the following industries : 

Aircraft components 

Automotive subassemblies 

Bearings 

Bottling equipment 

Blowers 

Chemical and petroleum processing equipment 
Construction machinery 

Conveyors and bulk materials handling equipment 
Diesel engines 

Electrical machinery and controls 

Farm equipment 

Food processing equipment 

Foundry equipment 

Heating and ventilating equipment 
High-vacuum equipment 

Measuring and testing devices 

Mechanical power transmission equipment 
Metalworking machinery and equipment 
Mining machinery and equipment 

Packaging machinery 

Pharmaceutical equipment 

Plastic molding equipment 

Printing machinery 

Pumps and compressors 

Railroad equipment 

Rolling mill equipment 

Steam generating and atomic energy equipment 
Textile machinery 

Turbines 
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Exhibits A and B are based on responses to these questionnaires. Exhibit A 
consists of a résumé of certain developments and trends which, in our opinion, 
will have a significant effect on the economic lives of industry’s productive 
facilities. Quotations are attributed to manufacturers of product lines iden- 
tified in parentheses following each quotation. Exhibit B supplements and 
corroborates this summary by providing a series of representative product line 
histories which vividly depict the trend toward more rapid obsolescence of 
productive equipment. 

Our principal statement calls attention to the importance for estimation of 
useful lives of rapidly improving equipment practice in American industry. Ex- 
hibit C lists those companies which have in recent years attended MAPI-spon- 
sored courses in equipment analysis. Exhibit D is a copy of the recent in- 
stitute study Equipment Replacement and Depreciation—Policies and Practices. 

Mr. Srewart. I understand also, if, as a result of testimony, any 
additional suggestions occur to us they might be received also, at least 
for staff study at a later period. 

The CHarrmMan. Without objection, you will have that privilege. 

Mr. Stewart. We entitle this “Federal Tax Revision.” We mean 
revision in the sense of reform. We also mean reform in the sense of 
overall reform. 

Our specific recommendations which fall at the later part of our 
statement are intended to point up, for the committee, certain areas 
in which we believe inequities or encumbrances to the economic sys- 
tem occur. We do not recommend that they be dealt with piecemeal ; 
however, we urge that this be an overall job. 

Since these hearings were first called, there has been a change in the 
attendant climate, both economic and international, as we all know, 
and I think it is well to keep the changes in mind. We have had the 
sputniks and what flows from them. We have had the reaction of 
the Congress and the executive department to that development, and 
the probable effect on revenue pictures. We have also had what most 
people term a business adjustment. 

We are in the unfortunate position in order to be fully responsive 
to the committee’s inquiry of not being able to relate our views to the 
full administrative budget and tax positions which have not yet been 
made available, but we are in a position, we believe, to be constructive 
to the extent of offering to you respectfully some guidelines which we 
think should govern the job of an overall tax reform. 

Those guidelines are set out on page 4 of our statement, and I 
should like to refer to them in some detail. 

I should say preliminarily that we do not offer you here today a 
definitive, detailed tax statement including recommended rates and 
changes across-the-board. We do, however, offer you a philosophy, 
a direction, and we believe rational and well-reasoned criteria. 

First, we believe that a realistic appraisal must be made insofar as 
possible of our long-range budget requirements over the next 10 to 15 
years. This problem was alluded to by your chairman in a recent ad- 
dress in which he pointed out that the impact from some of these pro- 

rams may be 2 or 3 years off. In other words, we believe we must 
ook at the long run. 

Second, we believe that there should be developed a long-range 
tax program sufficient to meet these requirements with special em- 
phasis on removal of impediments to continued economic growth and 
expansion. We believe that such a fundamental tax reform may, of 
course, result in a temporary decline in revenue during the transi- 
tional period, but, in our view, only such a long-range stimulant to 
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growth will utltimately produce the funds necessary to support our 
national security effort, and at the same time maintain a vigorous and 
healthy economy. 

We do not believe that we should continue to resort to revisions 
which involve simply year-to-year alterations in our present rate 
structure, in response to short-run surpluses of deficits. 

We believe that this committee and the Fiscal Policy Subcommittee 
of the Joint Economic Committee have developed a good deal of back- 
ground information in the past, which will be helpful in proceeding 
along these lines. 

We believe that attention should be given to restructuring our tax 
system with a consequent reduction in personal income taxes. 

We believe that less emphasis should be placed on tinkering with 
the tax system, including special treatment provisions. What we need 
is an overall revision in our judgment. 

Assuming development of a clear program of action, definitive 
plans meee be prepared and approved to implement it, probably in 
gradual stages. Whether this should be enacted by a special legisla- 
tive enactment at the timing direction of this Congress or by prepara- 
tion of a special report to be implemented over a period of time, is a 
matter for consideration of the committee. 

In any event, we believe the burden should be placed on those who 
would defer its implementation. 

We believe much more attention should be given by Congress to 
insure that administrative implementation of tax statutes is consistent 
with legislative intent. We are aware that informal liaison is main- 
tained for this purpose, and we recommend that it be expanded over 
time. 

We should like to emphasize with reference to the business adjust- 
ment to which your attention has been called so directly by Mr. Na- 
than, that we believe that in the eventuality that you decide to make a 
tax move later in this Congress on the grounds of business conditions, 
the thinking should be done in advance. 

The program should be worked out so that we do not indulge in 
opportunistic or expedient devices. We strongly favor relief from 
excessive tax burdens rather than increased Government spending in 
the form of pump priming as business stimulants. 

Further, and on this point we feel very strongly, we are greatly con- 
cerned that any temporary tax stimulants which might result from a 
sudden action for business stimulation purposes should be built into 
the tax structure without reference to long-range sound tax planning. 

Those, gentlemen, are our broad criteria. Mr. Terborgh will dis- 
cuss the basic tax philosophy of the institute, and offer you some 
statistical material in chart form, to which T call your attention es- 
pecially. 

I should say in his behalf and in behalf of the institute that we 
have rushed this to you prematurely so to speak, because his study 
work is not completed, and I apologize to you and to him for not hay- 
ing the full documentation available to you, although I believe that 
the conclusions will be clear from the charts which he has presented 
to you or will present to you. 

I would like to take just a minute or two to refer to the detailed 
recommendations which follow the material which Mr. Terborgh will 
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present to you so that it will not be necessary to revert back and forth 
in the testimony. 

Let me mention only a few that I believe deserve special mention. 

On the subject of depreciation, there is a very substantial difference 
of opinion between your prior witness and us. I don’t believe it is 
necessary to document it here, except to say that for the record it is 
our strong contention that the depreciation reform which was con- 
tained in the 1954 code was not an incentive device as such but was 
an effort to recognize fully real cost in the area of depreciation for 
the first time. Also, I think it is fair to say, and I believe Mr. 
Terborgh will support me in this proposition from an economic stand- 
point; that we would not urge in-and-out flexible utilization of de- 
preciation for purposes of moving the business picture up and down 
as Mr. Nathan suggested. 

In the area of depreciation, we have recommended that you concede 
application of new writeoff methods to used assets. We call to your 
attention the development of work on the administrative area, in the 
subject of useful lives and bring it to your attention because we be- 
lieve that unless the useful-life treatment administratively is sound, 
it can negate the progress that has been made under the statute. 

We believe that it is not necessary to enact legislation along the lines 
that your chairman has introduced with respect to the entrance test 
for eligibility for the depreciation methods by moving the entrance 
test to 10 years. Our reasons are referred to in the statement. We 
urge that the reform in the dividend area be continued. 

We have developed for you in some detail a program in the foreign 
sources income area which is a highly complicated subject. It is 
spelled out in detail in the statement, and I won’t burden you with a 
repetition of it. 

e believe that this is a middle-of-the-road, modest step in the 
right direction of reforming a very complex — which, I under- 
stand, you have had the joint committee staff working on. 

In that same area, we recommend that certain technical changes be 
made in the Western Hemisphere Trade Corporation Act. 

In the area of accumulated earnings, we call to your attention a Tax 
Court decision which may, to some extent, offset benefit obtained under 
prior amendment in the 1954 code, to the so-called section 102 pro- 
vision. 

Finally, gentlemen, I should like to call your attention to an aspect 
of technical parts of the law which we believe is probably before you. 
Although some may not agree it is a taxing statute, we think it is; 
namely, that is the renegotiation law, and we definitely recommend its 
termination at the end of this year. 

Mr. Terborgh will present the economic philosophy underlying our 
tax position, and, once again, may I urge you to follow him through 
the charts. 

The Cuarrman. Mr. Terborgh, you are recognized. 

Mr. Trrsorcu. I am George Terborgh, research director of the 
Mag eRy, and Allied Products Institute, Ring Building, Washing- 
ton, D. C. 

As Mr. Stewart has said, we have no comprehensive tax-reform pro- 

am prepared at this time, although we hope to develop one later. 
We will have to take a raincheck now. 
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All I can do is to indicate our thinking as to the direction that re- 
form should take. Let me sketch the faskeround of our thinking 
first. 

We are in a grim and grueling military race with the Soviets. We 
are also in an economic race which undergirds the military race. 

Our economic progress relative to the progress of the Soviet Union 
is a matter of international prestige when our respective economic 
systems are engaged in an international popularity contest. More- 
over, the relative growth rates of these two countries in economic 
production will have enormous impact on their respective military 
capacity. 

ow have we been doing? As we review the history of the past 
decade, we will find that this country has performed about as wall as 
it has done in prior periods of history. 

Our gross national product in real terms has expanded perhaps 
a little more than 314 percent per year. Our per capita output has 
gone up perhaps a little less than 214 percent per year. 

During this interval, the Soviet Union has maintained a growth 
rate approximately double ours in terms of the gross national product, 
and considerably more than double in terms of industrial production. 
Their gross national product is now estimated to be something like 
40 percent of ours, and if the growth rates of the past decade are 
continued for another decade, and I am not predicting that they will 
necessarily, they will be close to 60 percent of ours. 

There are a lot of reasons for this spectacular performance of the 
Russian economy which I shall not refer to. But one thing is cer- 
tainly obvious. They have devoted a much higher proportion of 
their national income to productive capital formation than we have. 
In the long run, investment in the tools and facilities of production 
is the controlling factor in the rate of advance. 

I think this country should by all means attempt to set up its rate 
of economic growth to something more nearly approximating what 
the Soviets are doing and it is in that context that we have to look 
at our tax structure. Let me interject to say that what I am about 
to offer has no immediate relevance necessarily to the immediately 
current situation. It is the context of my discussion of long-range 
policy and tax reform. 

Our present tax system, I think, is ill suited to the objective that 
I just stated. 

It is unfavorable as compared to the tax structures of many other 
countries, and with what our own should be. It is unfavorable to 
business capital formation. We rely to an inordinate extent on direct 
taxes on income, both on corporate income and very heavily on middle 
and upper bracket personal income. We tax thus the major sources 
of savings and investment funds. 

At the same time these tax rates abate the incentive for invest- 
ment. We have a scissors effect. It hits us on both sides. The tax 
rates are actually worse than they appear to be because of the tax 
accounting which is on a historical-cost basis for largely inventory 
and wholely for fixed assets. Taxable income overstated by a failure 
to reckon the costs of capital consumption in the same dollars in 
which the revenues of the company are reckoned, namely in the dol- 
lars of today. Capital consumption costs are reckoned in the dollars 
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of yesteryear, and they are matched in the accounts with revenues 
of today in smaller dollars. The result is a gross underestimation 
of the proper and legitimate charges for the consumption of existin 
capital. L estimated some time ago that this underestimation with 
reference to fixed assets alone is running currently at the rate of $6 
billion a year. 

What this means is that our effective tax rates are much higher than 
our nominal rates. I prepared a chart which you will find on page 11 
of our exhibit to which I will allude in passing. This is ee 
from a study that we published a while ago on profits in the postwar 
decade. It is a comparison of stated versus effective tax rates on cor- 
porate incomes. The shaded bars reflect the effective rates, and the 
hollow bars the stated rates. 

As you will notice, there is a considerable disparity. If you take the 
decade as an average, the effective rates have run about 7 percentage 
points higher than the nominal rates. That is shaded a little in recent 
years, but if you take the last 5 years of the decade, ending in 1956, the 
effective rates average 5 percentage points above the nominal rates, 
and for the last year of this record, 1956, they were about 6 points up. 

In other words, the true effective corporate tax rate for 1956 was not 
52 but 58 percent. That is not all, because many of the larger industrial 
States, as you know, superimpose State corporate income taxes on the 
Federal, with the result that the corporate system is leaving today 
under an actual tax burden of approximately 60 percent, and it is very 
close to it. 

Now, very few people realize what a tax rate of this magnitude does 
to the incentive for business capital investment. It is in fact a hurdle 
of the most formidable character. It requires of new investment, a 
prospective pretax return 21% times the aftertax return that is needed 
to make the commitment attractive. 

Thus, for example, if minimum attractive after-tax return is 10 per- 
cent, the commitment must promise a pretax return of 25 percent. 
This automatically includes the whole range of investments that would 
be eligible in the absence of the tax or at lower tax rates. It limits 
eligibility, in other words, to situations of extreme urgency. 

The main effect of such a high investment threshold is of course to 
hold an umbrella over existing productive facilities. They have to get 
much more decrepit and inefficient before they become replaceable. 

Their service lives are extended. The economy drags along in con- 
sequence with a productive mechanism of greater average age and with 
more accumulated deterioration and obsolescence than would be ob- 
tained under a lower tax rate. 

Mr. Stewart has persuaded me to offer the committee a couple of 
charts that I prepared recently in connection with a study of the effect 
of taxes on investment. He hasalerady alluded tothem. I doso with 
some hesitancy for the study is still in process and has not yet been 
written up. Moreover the subject is technical, and the necessary struc- 
ture of assumption is complex, and it is not feasible to go into explana- 
tions here. Of course, I should be glad to do so with your staff, if 
desired. At any rate, you may find the results suggestive. 

Briefly, the next chart which you find on page 13 shows our calcula- 
tions of the effects of two different corporation income tax rates, 
namely 50 and 60 percent, on the economic service life of durable 
productive facilities. 
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Graph 1 shows the effects on the assumption that the capital in- 
vested is entirely equity, and graph 2 on the assumption that three- 
quarters of it is equity. The horizontal scale is the service life in the 
absence of an income tax, while the vertical scale gives the percentage 
increase in the service life resulting from the tax. 

Let me point out two things. First the relative effect of the income 
tax on the service life of facilities increases with longer life. Sec- 
ondly, over the entire service life range, the 60 percent rate produces 
substantially more effect than the 50 percent rate. Suppose now we 
take a 20-year no-tax service life as a responsible average for produc- 
tive facilities in general, and trace the tax caused increases over the 
whole range of rates, not simply 50 and 60 percent. 

These increases are shown in our last chart which appears on page 
15. The higher curve assumes all equity investment, and the lower, 
three-quarters equity. You will note that both curves mount very 
steeply indeed as the tax rate rises above its recent near 60 percent 
level. You will note, also, that a reduction from this level down to 
say 40 percent offers drastic reductions in service life. 

To be specific, it is 21 percent on the all equity assumption and 16 
percent on the three-quarters equity assumption. 

These are theoretical calculations to be sure, but we believe they 
are reliable enough to justify the conclusion that at the recently pre- 
vailing effective corporate tax rate, the economic life of productive 
facilities averages one-third to a half above what it would be in the 
absence of the tax. 

A second conclusion is equally important. At this level of taxation, 
services lives are highly sensitive to changes in the rate, either up 
or down. Further rate increases shoot them up abruptly, and reduc- 
tions produce relatively large benefits in shorter lives. 

To sum up, the present level of corporate taxation is a formidable 
drag on economic progress. It imposes a very high threshold for the 
launching of new enterprises and holds an umbrella over production 
capacity that would otherwise be replaced. 

t populates industry with mechanical zombies. If we aspire to 
compete with the Soviet economic expansion over the long pull, we 
are going to have to reevaluate not only this but other features of our 
tax structure with a view to encouraging the capital investment nec- 
essary to meet the challenge. 

Mr. Stewart. That concludes our oral statement. 

Mr. Esernarter. We appreciate your appearance, and the com- 
prehensive information that you have given the committee. 

Are there any questions ? 

Mr. Mason. You made one statement that intrigues me. You say 
we rely to an inordinate amount or degree upon direct income taxes, 
corporation and personal. Is it true or not that we rely more upon 
income taxes, personal and corporations, than any other nation in 
the world ? 

Mr. Tersoren. I believe that is correct. Our percentage runs over 
80 percent, and while I am not a tax expert, I do not know of any 
other country that reaches that. 

Mr. Mason. England collects 50 percent from these direct taxes, 
and 50 percent from consumption or excise taxes. Canada collects 
56 percent from excise taxes or consumption taxes. We do, so far 
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as I have been able to discover, rely more upon income taxes, and 
direct taxes, than any other nation in the world. 

Now, your testimony is directly opposite to the testimony of the 

revious witness, My other question is this: Does not the ene: 
Sadlak bill encompass or cover most of what your testimony would 
suggest ? 

r. Stewart. May I answer that, sir. I think that certainly, first 
of all, we have no position on a specific piece of legislation. 

Mr. Mason. I know that. 

Mr. Stewart. Because of the fact we haven’t defined our program, 
but insofar as it involves the concept of a long-range program, we 
would say it is consistent with our testimony. Secondly, insofar 
as it is a step in the direction of relieving these excessive rates 1n 
the income-tax field, we certainly feel so. There are other questions 
which we believe should be a part of the overall tax reform study in- 
cluding a basic restructing of the system which I believe everyone 
would concede that the legislation you refer to does not go to. Is 
that responsive to your question ? 

are Mason. That is exactly what I wanted to bring out. That is 
all. 

The Cuarrman. Are there any further questions? 

Mr. Curtis. I appreciate your presentation. I snply wanted to 
pick up one item shiek is a little disturbing to me the way it was 
presented. That is the rate of growth of the Soviet Russian econ- 
omy. Naturally, in these days, we are very much concerned about 
it, and I neither want to see the matter overstated nor understated. 
Now, you were talking about rate of growth, which of course from 
a low level, is always rapid. Then as the approximation reaches a 
higher measure it tapers off. 

Even though the Russian rate of growth is more rapid than ours 
absolutely, in absolute figures, our economy is growing faster, is that 
not true ? 

Mr. Tersorcu. In absolute measures, you mean, not in the last couple 
of years, but it has been during the decade, that is correct. 

Mr. Curtis. Even in the last couple of years, I believe. 

Mr. Trersoren. We have grown very little in the last 2 years. 

Mr. Curtis. Well, you are accounting and rightly so, forthe in- 
flation, but there still has been a growth, and I think even there with 
the relation of our GNP to Russia, the absolute figure would still be 
greater. I haven’t it in front of me. 

Mr. TrersorcH. I would have to do some figuring to give a precise 
answer to that, but our estimated constant dollar GNP growth was 
about 2 percent in 1956 and about 1 percent in 1957. That is as against 
the normal 514 to4 percent. 

Mr. Curtis. We are now up to about $435 billion currently, and 
what is Russia’s? 

Mr. Trersorcu. Theirs is considered to be about 40 percent of ours, 
ry, be 
Mr. Curtis. Well, that brings out the point. I simply want that 
when we state this position relative to Russia, we state it accuratel 
so we neither understate nor overstate it. Sometimes, in dealing wit 
rates, we do not get the complete picture. 
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Mr. Trrsorcu. I accept that supplement very gladly, because I in- 
dicated that I wasn’t implying that the relative _—o rates would 
continue indefinitely. I ‘ not think that they will. 

The Cuarrman. Are there any further questions? 

If not, Mr. Stewart, and Mr, eae and all of you premen 
we thank you for your appearance and the information you have given 
the committee. 

Our next witness is Mr. James G. Patton. 

Mr. Patton, will you please come forward. 

Although we know you quite well, for purposes of the record, will 
you please give your name, address, and the capacity in which you 
appear. 


STATEMENT OF JAMES G. PATTON, PRESIDENT, NATIONAL 
FARMERS UNION, WASHINGTON, D. C. 


Mr. Parron. My name is James G. Patton. I am president of the 
National Farmers Union, and my residence is Denver, Colo. Our 
national headquarters is 1575 Sherman Street, Denver, Colo. 

The Cuarrman. We are glad to have you with us this morning, and 
you are recognized. Proceed in your own way. 

Mr. Parron. The objective of Federal tax policy should be to pro- 
vide revenues sufficient to balance the budget and yield some surplus 
under conditions of high employment and income. The size of the 
budget—amount of governmental expenditures—must continue to be 
determined by the Cenavaeh in its continuing examinations of the 
needs for national defense and security, aid and assistance to friendly 
countries, and the many domestic Federal activities and programs. 

Both the expenditure budget and the tax structure hak’, be such 
as to help the economy grow at a rate needed to maintain high employ- 
ment can at the same time maintain a stable price level. 

If a serious depression and accompanying deflation should set in, 
lower tax rates and deficit financing can contribute to economic recov- 
ery and stabilization. But in such a situation first attention should 
be given to monetary policies—lower interest rates and easing of credit 
restrictions. 

Obversely, in a period of serious inflation, such as that of the last 
few years, tax programs, if levied fairly on different segments of the 
economy, which yield a surplus of government revenue over expendi- 
tures can contribute to stability. 

From the standpoint of curbing inflation, the main requirement is 
that there be some surplus of revenue over expenses in times of pros- 
perity, and that the surplus be increased when actual inflation or the 
danger thereof is present. Such a budget policy, with a flexible mone- 
tary policy administered courageously, would constitute a strong 
bulwark against inflation. 

The explosive international situation, and the arms and missile race, 
call for continued high and possibly increased expenditures for de- 
fense and military aid. To improve our relations with friendly un- 
derdeveloped nations calls for continuation, and probably some expan- 
sion, of economic and technical aid. At home, urgently needed is 
more Federal assistance to schools, health programs, highways, hous- 
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ing, and other public activities needed to keep pace with and contrib- 
ute to the Nation’s continued economic growth. 

In fiscal 1958 more than $44 billion, about 60 percent of net budget 
expenditures, is being used for the major national security programs— 
military functions of the Defense Department, military assistance 
portion of the mutual security program, development and control of 
atomic energy, stockpiling, and defense production expansion. (See 
Economic Indicators, October 1957, p.31.) It is apparent that cuts in 
governmental expenditures and taxes of the magnitude which we all 
desire must wait until the danger of a catastrophic war has passed and 
we are assured of lasting peace. 

In the immediate future it may be wise to increase expenditures in 
some fields, e. g., missile development. On the other hand, improved 
legislation and administration could reduce the costs of some activities 
without impairing their effectiveness. The current farm program is 
an example. Legislation and administration along the lines of the 
family farm full parity income program, which the National Farmers’ 
Union has been urging, could reduce governmental expenditures and 
at the same time bring marked improvements in farmers’ incomes. 

Federal farm policy should be improved to enable farmers to have 
stronger bargaining power and a less disadvantaged position in the 
total economy. To do this requires extensive improvement in existing 
Federal laws, the major of which are amendments that would: 

1. Transform Farmers Home Administration into an effective yard- 
stick family farm credit agency ; 

2. Revitalize and expand more rapidly the crop insurance program ; 

3. Improve effectiveness of old-age and survivors insurance pro- 
gram as applied to farmers; 

4. Provide supplemental income improvement programs for par- 
ticularly low income farm families in denesnd rural areas; 

5. Amend existing Federal farm-price support and related pro- 
grams into a comprehensive system of workable commodity market 
proration programs and supplemental policies that will provide full 
parity of income protection for the family farm production of all 
farm commodities through giving farmers greater control over the 
market supply and price of their products, with adequate safeguards 
for consumers. The volume of farm marketings can feasibly be ad- 
justed to effective demand in a way that will improve farm income. 
They key is in the fact that reducing market supply will raise farm 
prices by a higher percentage than the reduction in volume of mar- 
ketings. This is true for most commodities and commodity groups 
and the ratio of price increase to reduced market supply is even greater 
for farm commodities as a whole. 

(a) Individual commodity market proration goals: Such programs 
as marketing agreements and orders, individual-commodity marketing 
goals, marketing quotas, marketing premium a stabilization 
funds and similar private and public individual-commodity operations 
adapted to the needs and economic characteristics of the different 
commodities, through which farmers producing each commodity 
would acquire the right and the power to cooperate with each other, 
privately or through Government programs, to balance market supply 
of the commodity with effective demand at a price that would return 
a parity of income to farmers by means of enforced marketing re- 
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strictions or by surplus removal operations with private and public 
funds, or both methods in combination. 

(6) All-commodity market proration goals: Establishment and 
operation of a compulsory all-commodity farm marketing goal and 
voluntary conservation acreage reserve program by which farmers 
would be enabled to balance the total volume of all farm marketings 
to effective demand at parity income equivalent prices. 

(c) Parity income formulas: Use of the parity farm income pro- 
visions of existing legislation (sec. 301 (a) (2) 7 U. S. C. 1281) 
to replace price parity formulas as the basis for measuring the effec- 
tiveness of farm commodity price and income improvement programs. 

(zd) Administered by farmers: sa the control and adminis- 
tration of governmental as well as private farm income and commodity 
price improvement programs in the hands of farmers themselves 
through Federal, State, county and township farm income improve- 
ment boards or committees, elected democratically by farmers, estab- 
lished within the United States Department of Agriculture. 

(e) Parity import controls: Automatic fluctuating parity level 
tariff or compensatory payments or both combined, as in sugar and 
wool programs, on competing imports. 

(f) Nationwide REA-type farmer-owned processing plants: En- 
actment and establishment of a nationwide REA-type program to 
extend loans and technical assistance to farmer-owned and controlled 
business enterprises to acquire or build and operate farm marketing, 
storage and tea facilities and services to serve as a yardstick 
to measure the necessity of and to slow down the steadily widening 
gap between prices received by farmers and those paid by consumers. 

6. Consumer safeguards: Establishment of this commodity supply 
adjustment and price-improvement program should be accompanied 
by enactment of the following safeguards for consumers, for foreign 
policy and other purposes: 

(a) National food allotment stamp plan to protect unemployed and 
other low-income consumers ; 

(6) Expanded school lunch and milk-for-children programs; 

(c) Additional international commodity agreements and an inter- 
national food and raw materials reserve este tact or in connec- 
tion with which United States export subsidy and expanded Public 
Law 480, point IV, and reciprocal trade agreement programs would 
largely operate. 

d) Farmers should be prohibited from using market supply ad- 
justments to raise farm prices above the parity income equivalent 
level ; 

(e) Parity deficiency or production payments, rather than market- 
supply reductions, should be used to make up for insufficiency of de- 
mand resulting from increase of unemployment above the frictional 
minimum. When payments are used, they should be subject to a 
family-farm cutoff, placing an upper limit upon the eligibility of an 
individual producer. 

(f) Establishment of a national safety reserve or security stockpile 
of storable farm commodities and of storable products of perishables, 
stored in strategic locations and in a volume determined as needed by 
the President, upon advice of the National Security Council and the 
Administrator of Civilian Defense. 
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A farm program such as we recommend would not only reduce the 
drain on the Treasury, but would also increase Federal revenue. 
As farmers’ incomes rose, their income-tax payments would increase. 
But the major legislative and administrative changes required could 
not be achieved quickly, and without such changes reductions in gov- 
ernmental expenditures would, almost certainly, mean a further drop 
in farm income. 


IMPROVING THE FEDERAL TAX SYSTEM 


Even though we believe that it would not be wise to reduce expendi- 
tures at this time enough to warrant any general reduction in taxes, 
we hope that conditions—national and international—will improve 
rapidly and that the time will soon come when taxes can be cut sig- 
nificantly and our tax system revised to improve its fairness to the 
different groups of taxpayers, and to make it more effective in pro- 
moting an expanding economy and an efficient democracy. me 
changes in the interest of farmers and other groups might be war- 
ranted now if reduction in revenue from any source wore Talaheed by 
increases from other sources. 

Personal income taxes: In considering tax reform now or in the 
future, we believe that first priority should be given to individual 
income-tax rates. Today, nearly 50 million individuals pay income 
taxes, and their payments account for about 50 percent of total Fed- 
eral revenue. e individual income tax should continue to be the 
lar single source of revenue, but many changes are needed. 

ersonal exemptions should be raised to more closely coincide with 
the per-person cost of a minimum adequate standard of living. Many 
whose incomes are below this level are now required to pay some in- 
come taxes. The personal exemption has not kept pace with the rise 
in living costs. All persons whose incomes are above this minimum 
level should pay some Federal income tax. As far as possible, per- 
sons with equal incomes should be taxed equally. An increase of 
$100 in the personal exemption would probably reduce annual rev- 
enues by $2 billion to $3 billion. 

The ey higher rates on high incomes should be retained, 
with, possibly, some tefaction in the lowest brackets, but rates in the 
higher brackets should not be so extreme as to slow down economic 
activity seriously or to impede the flow of savings and investments. 

There are many discriminations in the tax code among persons who 
are essentially in the same income position and who, therefore, ought 
to be taxed at the same rate. A host of special provisions—exclu- 
sions, exemptions, and deductions—have tended both to undermine the 

uity of the code and to channel savings and investment in directions 
where the tax burden can be reduced, but they do not necessarily pro- 
vide for balanced growth of the national economy. 

One example is the very wide spread between the tax on ordinary 
income and the tax on income that can manage to get counted as a 
capital gain. Therefore, there is a very strong incentive toward in- 
vestment in those types of activities that are likely to result in capital 
gains. There is, accordingly, a tendency to make business arrange- 
ments in such a way that the yield will be in the form of capital gains 
rather than taxable incomes. 
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Another example is the reduction—adopted in 1954—in taxes of in- 

dividual stockholders on income from dividends. 
_ Many other discriminations in the code have similar effects... There 
is the discrimination between the man who owns a home and the man 
who rents; the former can deduct his property tax and the interest on 
his mortgage; the latter has no similar recourse. There are discrimi- 
nations between various kinds of bondholders; the holder of State 
and municipal bonds pays no tax on the income from those bonds. 
Retirement income is often not considered income at all for tax pur- 
poses. And many employers and self-employed persons are per- 
mitted to regard as business expenses certain expenditures which other 
taxpayers must regard as personal expenses. 

Corporation income taxes: The corporation income-tax structure 
should be revised as soon as revenue requirements permit. High 
priority should be given to reduction of the rates on incomes of 
smaller corporations. The present high rates retard the growth of 
small businesses. These, together with tight money and high interest 
rates, are preventing expansion and cone Rate. £0 the failure of 
many worthy concerns. Special help to small business—in other 
fields as well as in taxation—is needed to avoid continuing concentra- 
tion of economic power in a few huge corporations. 

For all corporations, large or small, the present tax structure dis- 
torts business decisions and is capricious in its effects on different 
businesses. It tends to raise tax considerations to a dominant place 
in business decisions. We hope that careful consideration will be 
given to providing a progressive scale of tax rates for all corporations 
similar in principle to the graduated scale for personal-income taxes. 

There is no easy solution to this problem, but two things are clear. 
First, there will be no progress at all if the en of the 
corporation tax are never considered. Second, a piecemeal advance 
toward a solution is not possible because of the very close interrela- 
tionships that exist among the corporate-income tax, the capital-gains 

roblem, the individual-income tax, and estate and gift taxes. the 
Saath features of this whole structure are not considered at. the same 
time, there is great risk of adopting what looks like a good solution 
for one paat of the problem, only to find that this solution is in- 
compatible with other parts of the tax structure. 

Excise and sales taxes: Farmers Union has long deplored the 
existence of a selective excise-tax system because it discriminates 
among producers and consumers of different products and does not 
distribute the tax burden in accordance with ability to pay. The 
Federal taxes on alcoholic beverages and tobacco are of long, historical 
precedent, although not at present rates. We also continue to oppose 
proposals for the imposition of general Federal sales taxes at the 
retail or the wholesale or manufacturers’ levels. 

In closing, there are, of course, many important problems which 
I have not discussed, but which must be considered in the revision 
of our Federal taxing and spending policy to make it more fair and 
equitable to all groups in our society, based, insofar as ible, on 
ability to pay and without discriminatory provisions and loopholes. 
Your committee is receiving suggestions and recommendations from 
a large number of diverse groups and organizations. We trust that 
your committee and the Congress, in its revision of our fiscal policies 
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and programs, will be guided by these principles.and make every 
effort to bring forth a program which will make the maximum con- 
tribution to continuing economic growth and stability, improved 
living standards, and a lasting peace. We in the National Farmers 
Union believe that changes in line with our recommendations would 
be in the interest of the entire Nation as well as farm people. 

The Cuamman. Are there any questions? 

Mr. Patton, I appreciate very much your coming to the committee 
and presenting the views of your organization. I am sorry that we 
are operating under pressures of time. I had some questions that I 
wanted to ask you, as well as some of the other witnesses, but time 
does not permit. 

We appreciate your cooperation. Thank you very much. 

(The following letter and memorandum were received by the com- 
mittee :) 

House OF REPRESENTATIVES, 
Washington, D. C., February 20, 1958. 
Mr. Leo Irwin, 
Clerk, House Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

Dear Mr. Irwin: I am enclosing a memorandum which I would like to have 
inserted in the hearings of the Ways and Means Committee this session on the 
internal revenue bill of 1958. 

With kindest regards, I am, 

Sincerely yours, 
Joun L. McMILLan, 
Member of Congress. 


MEMORANDUM RE: DEDUCTIONS For SOIL AND WATER CONSERVATION EXPENDITURES, 
SEecTION 175, UNrTEp STaTES INTERNAL REVENUE CODE, AS AMENDED 


There is a factual situation which exists in my district in which the matter 
of definition of “land used in farming” under regulation section 1.1754 is 
involved. Let me give you the following example for purposes of your con- 
sideration : 

A peach orchardist desires to prepare a new field for planting of trees since 
the land he has previously been using, due to certain plant diseases, is unsuitable 
for further replanting of peach trees. The farmer must go to a piece of aban- 
doned land not hitherto used for peach orchards or other farming, but which 
is open land grown up in scrub forest. The farmer desires to spend his money 
in earthen terracing, contouring, and in earthen irrigation canals preparatory 
to planting his orchard. It would seem to me that this farmer should be helped 
by the section 175 deduction although the language of regulation 1.175-4 (2) will 
not allow him to take these deductions. 

Quite frequently soil and water conservation expenditures are most intelli- 
gently placed on lands which due to swampy conditions or lack of water have 
not been used for farming. Why could not the Internal Revenue Service permit 
land thus being initially prepared by the taxpayer to make it suitable for a 
particular farming use where it has not hitherto had any farming uses, due to 
its swampy or rugged condition, to be considered as being used at the same time 
as the taxpayer makes his expenditures for soil and water conservation or for 
erosion prevention, if within 12 months after the expendtiures have been made, 
the land is used in farming? 

In summary, in my opinion, the provisions of regulation 1.175-4 thwart the 
basic purpose of section 175 and the regulation should give a broad and practical 
interpretation to section 175°(c) (2) so that the conditions in this cited subsec- 
tion (before or simultaneously with the expenditures described in paragraph 
(1)) could be practically applied to farming needs in improving such lands. 
Subsection 175 (c) (2) is herein quoted in its entirety : 

“The term ‘land used in farming’ means land used (before or simultaneously 
with the expenditures described in paragraph (1) ) by the taxpayer or his tenant 
for the production of crops, fruits, or other agricultural products, or for the 
sustenance of livestock.” 
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It is strongly urged that the Commission of Internal Revenue and the Ways 
and Means Committee of the House of Representatives and the Finance Com- 
mittee of the United States Senate eliminate the present frustration to practical 
farming improvement, which frustration is present in the existing language of 
section 1.175-4 of the regulations, by amendment so that the practical farmer 
could have the benefits of deduction for soil and water conservation expenditures 
without indulging in the complex and technical standards which the Revenue 
is now using to thwart farmers in land improvement of new and unused land 
and swampy land and rugged land. 

This could easily be accomplished by giving a broad construction to the term 
“simultaneously with” in section 175 (c) (2), Internal Revenue Code of 1954. 


Our next witness is Mr. Stephen H. Hart. 

Mr. Hart, will you come forward. Will you give your name, ad- 
dress, and the capacity in which you appear, for the benefit of the 
record. 


STATEMENT OF STEPHEN H. HART, COUNSEL TO THE NATIONAL 
LIVESTOCK TAX COMMITTEE, DENVER, COLO. 


Mr. Hart. My name is Stephen H. Hart, and I am an attorney 
from Denver, Colo., and I represent the National Livestock Tax 


Committee. 

The National Livestock Tax Committee is sponsored by the great 
majority of livestock producers, and the association is countrywide. 
The sponsorship is shown on the letterhead of the statement which 
has been submitted to you. It represents some 9 or 10 national asso- 
ciations and some 40 or more State associations of cattlemen and 


sheepmen and horse raisers. 

y statement is to be highlighted, limited to 10 minutes which is 
a shorter time than would take me to read the prepared statement 
which I have. I would like the full statement to be inserted in the 


record. 

The Cuamrman. Without objection, your entire statement will ap- 
pear in the record. 

(The statement is as follows: ) 


STATEMENT By STEPHEN H. HART, ATTORNEY FOR NATIONAL LivestocK TAx 
COMMITTEE 


This statement is made by me as attorney for the National Livestock Tax 
Committee. The National Livestock Tax Committee is sponsored by the great 
majority of livestock producers associations countrywide, as is shown by the 
letterhead of the committee upon which this statement is written. It has 
represented such associations for a period of 16 years in Federal income-tax 
matters. These associations in turn represent a large proportion of livestock 
producers of this Nation, and they in turn are a substantial segment of the 
country’s small business. The committee’s status as spokesman for the live- 
stock industry has been recognized by the Internal Revenue Service, and the 
committtee has often worked with the Service in framing and revising regula- 
tions under code provisions which affect the taxation of the raising and sale 
of livestock. As attorney for the committee, I have for many years been 
exposed to the peculiarities of the industry, and I am very familiar with the 
tax problems which they raise. I have been authorized by the committee to urge 
the enactment of legislation to accomplish the following things: 

1. The establishment of self-employed individuals retirement pensions. 

2. The averaging of income. 

3. The revision of the involuntary conversion section of the code to provide 
greater flexibility, particularly with respect to replacement requirements. 

4. The revision of estate tax provisions of the code to provide for payment of 
estate taxes in installments. 
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Self-Employed Individuals Retirement Act—Amendment to section 217 and others 


The committee has studied various proposals to establish retirement benefits 
for self-employed individuals which in some measure, at least, will be compar- 
able to the retirement benefits presently available to employees of corporations 
pursuant to tax-favored plans provided for in the code. The committee is im- 
pressed with the proposed Jenkins-Keogh legislation. 

I am sure that arguments in support of the so-called Self-Employed Indi- 
viduals Retirement Act of 1957 have been ably presented to your committee 
many times and that further reiteration in detail would be of no purpose. Suf- 
fice it to say that this proposed legislation is particularly important to stock- 
men because the vast majority of stockmen are self-employed and like other self- 
employers, they should be entitled to the same tax-protected retirement benefits 
which the code now makes available to employees. 

Farmers and ranchers represent a large portion of the self-employed proprie- 
tors of small unincorporated businesses. Statistics show that in 1953 there were 
7,714,512 sole proprietorships and that those involving agriculture, forestry and 
fishery amounted to 3,209,565, or approximately 42 percent. Of this 3,209,565 
group, farmers account for 3,125,511. Im turn, there are roughly 1,243,400 
farms, 50 percent or more of the income from which is derived from dairy and 
livestock operations. Farmers represent one of the most important vertebra 
in the backbone of the Nation’s economy. They are traditionally independent 
people and want to work for themselves rather than for others. Their occupa- 
tion is a hazardous one financially. The history of farming and ranching is 
one of feast or famine, due to the vicissitudes of the weather and the tre- 
mendous difficuty inherent in the stabilizing of the national farm economy. One 
year a stockman will make good profits, the next year these profits can be wiped 
out by disease, drought, or storm, or merely lower prices. Under these circum- 
stances, it is very difficult for the stockman to save for his old age. Hence, in 
those years when a stockman does makes a profit he should be allowed to put 
part of it away, tax free, and in so doing help accumulate a sum of money which 
he can draw down bit by bit in the low-income years after his retirement at lower 
tax rates. 

In conclusion, the National Livestock Tax Committee feels that enactment of 
the proposed Jenkins-Keogh legislation is all-important to the livestock produc- 
ers industry which plays such a prominent role in the Nation’s economy. It 
feels that the elimination of the present discrimination against the self-employed 
will do much to help the morale and financial position of a group which is 
engaged in a business which is subject to such great weather and market fiuc- 
tuation hazards that the difficulty of saving for old age is particularly acute. 


Averaging of tawable income—Amendment of Subchapter Q of the Internal Reve- 
nue Code of 1954 by adding at the end thereof a new section, section 1348 


I am sure that this committee is generally familiar with the principle of the 
averaging of taxable income in order to avoid what amounts to virtual confisca- 
tion by heavy taxation of an unusually large income all of which is received 
within 1 taxable year. This inequity has been dealt with to a very limited 
extent in sections 1301 and 1302 of the 1954 code, which sections are designed 
to give tax protection to professional persons such as artists, actors, writers, 
and lawyers who, after working on a particular project for several years, sud- 
denly realize the fruits thereof by way of full compensation all within 1 taxable 
years. These taxpayers are allowed to average this compensation over a period 
of a few years, thereby avoiding the heavy tax which would be imposed upon 
the lump-sum compensation. These sections, however, do not overcome the 
chronic problem which faces a farmer and rancher during the entire period of 
his productive life. The problem is also somewhat eased by the carryback and 
earryover of operating losses, but these provisions also apply only to extreme 
fluctuations which result in actual losses, they don’t even out the peaks and 
valleys of profitable years. 

As has been previously mentioned, one of the greatest hazards, and possibly 
the greatest hazard, faced by the farmer is the fact that he sells his produce on 
a market which constantly fluctuates, frequently very violently. Specifically, 
I would like you to look briefly at the situation of the stockman. I have here a 
graph prepared in Denver for the National Live Stock Tax Committee by a rep- 
resentative of the United States Department of Agriculture. This graph covers 
a span of years from 1900 to 1955 and shows the value per head of cattle and 
calves as of January 1 of each of those years. In 1905, the value was approxi- 
mately $13; by 1920 the price had risen to a peak of almost $40; in 1922 the 
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price dropped to about $20; in 1930 the price had risen again to $40; in 1934 the 
price had dropped to about $11; in 1950 the price had risen to $180; and in 1955 
the price had dropped to $90. I think this graph shows dramatically how the 
income of cattleman is subject to tremendous ups and downs. The result of 
this and the graduated income tax is that in the good years, the profits earned 
by a stockman are in large part taxed away in the highest brackets, leaving the 
stockman with very little accumulation to carry him through the bad years. 
Clearly this is an entirely different situation from that of the wage earner 
whose earnings are roughly the same year after year, and whose total tax burden 
at lower rates on the same total income is, therefore, much less. This results 
in the stockman actually being penalized taxwise for his willingness to under- 
take the risks of farming, which are so essential to the economy of our country. 
It seems clear, then, that the stockman should be allowed to average his income. 

The National Live Stock Tax Committee has studied various methods pro- 
posed for the averaging of income and favors the proposal of Representative 
Curtis of Missouri whose bill, H. R. 7837, was introduced into the House of Repre- 
sentatives last year and was referred to the Committee on Ways and Means. 
Briefly, the proposal works this way: An individual who had a substantial in- 
crease in income in any one year would be allowed to spread the increase over 
that year and the 5 preceding years. His tax on the increase would be computed 
on the lower rates applicable to the preceding years. The proposal limits the 
adjustment to cases in which there is an increase in one year of more than 50 
percent over the average income of the past 5 years. The committee feels that 
this general method is realistic, simple, and fair. All of the income is taxed but 
at average rates. 

However, the committee feels that the proposal should be varied to increase 
the averaging period from 5 to 10 years in view of the fact that the highs and lows 
of agricultural price cycles would be more completely encompassed by a 10- 
rather than a 5-year period. 

In conclusion, the National Live Stock Tax Committee earnestly urges the 
serious consideration by your committee of an amendment of the 1954 Code 
which will permit the averaging of taxable income in substantially the manner 
proposed by Representative Curtis at the 1st session of the 84th Congress, in 
H. R. 7837, except that the committee would recommend a 10- rather than a 
5-year averaging period. 

The committee feels that this is of vital importance to the farmer and rancher 
in view of the fact that his income fluctuates tremendously and he is, therefore, 
penalized taxwise by the imposition of taxes at graduated rates on each year’s 
income rather than on his average income over a period of years. 


Nonrecognition of gain; involuntary conversions ; amendment to section 1033 


A matter of growing concern to the National Live Stock Tax Committee and 
the stockmen it represents is the ever-increasing activity of the Federal and 
State governments in the field of real property condemnation. In the recent 
past, millions of acres belonging to farmers and ranchers have been con- 
demned for defense purposes, for highways, and for national parks, for recrea- 
tion, and for wildlife refuges. It appears that under the proposed Federal 
highway program, there will be additional condemnations involving substan- 
tial amounts of land. Although the landowner is theoretically compensated 
for the taking of his land, nevertheless he is presented with serious prob- 
lems as a result. A most important problem to him is being ousted from what, 
in many cases, has been the home of his family for several generations. More- 
over, he is faced with other problems—financial problems—which result from 
the present provisions of the code, which are designed to protect him from un- 
fair tax treatment but which fail to accomplish this purpose effectively. 

The present provisions of the code which cover the so-called involuntary con- 
versions are contained in section 1033 and they provide, among other things, 
that if a man’s land is condemned, and the money which he receives therefor 
is more than he had originally paid for the land, thus resulting in a profit, this 
profit will not be taxed provided that the landowner reinvests all of the con- 
demnation proceeds in “property similar or related in service or use to the 
property so converted” within 1 year after the close of the first taxable year 
in which any part of the gain is realized or at the close of such later date as 
the Secretary of the Treasury may agree to. This section of the code has gone 
a considerable way in protecting a landowner from being taxed on a profit which 
he was forced to realize, thus reserving to him all of the condemnation proceeds 
for reinvestment in similar property, provided that he does so within the re- 
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quired period of time. I should point out that in many cases the tax profit 
made on condemnation can be quite sizable if the land condemned has been 
held for a good many years by the landowner. Property values have soared 
over the years so that the difference between the landowner’s original cost 
and the cost of the lands fair market value at the time of condemnation can 
be tremendous. A tax imposed upon this differential is a severe penalty since 
the landowner needs all of the proceeds tax free in order to purchase com- 
parable land, which also is highly priced. 

Unfortunately, however, although section 1033 is designed as a tax relief 
section, nevertheless the regulations and court decisions have limited the land- 
owner severely insofar as the use of the condemnation proceeds is concerned. 
The words “property similar or related in service or use” have been very narrowly 
interpreted. For example, the regulations state that there is no investment 
in property similar in character if “the proceeds of unimproved real estate, 
taken upon condemnation proceedings, are invested in improved real estate.” 
Under this regulation which has been sustained by court decisions, if a stock- 
man’s home, ranch, or farm were condemned, he could not take the proceeds 
and invest part of them in unimproved real estate, using the rest to build him- 
self a new house, barn, etc. 

Thus, the primary difficulty under the present section 1033 is that the land- 
owner is severely restricted as to the type of property in which he must invest 
the condemnation proceeds and the time within which he must do so. Certainly 
a landowner should be allowed to purchase similar unimproved real estate and 
use part of the proceeds to build a home and other improvements comparable to 
those he had on the property which was condemned. Certainly he should be 
given ample time in which to find property comparable to the property con- 
demned. In addition, he should be given greater latitude as to the type of 
property he may purchase since in many cases it is impossible or completely 
impractical for him to find property in the same area or in an area in which 
he wishes to live, which is comparable to his condemned property. If he is 
unable, for instance, to find another ranch or farm, he should be allowed to 
invest the condemnation proceeds in some other form of income-producing real 
estate. Under the present law, he would be restricted to purchasing another 
ranch or farm and he would have to do so promptly. It is true that he could 
extend the replacement period by agreement with the Government, but he is 
exposed to a serious sacrifice should he happen to slip up in meeting the exten- 
sion requirements. 

There were introduced into the last session of Congress many bills dealing 
with this problem. The relief asked for by these bills ranged all the way from 
eliminating the tax even though the proceeds were not used for reinvestment to 
merely relaxing the replacement requirements. One of these bills which we feel 
has particular merit provided for nonrecognition of gain provided that the tax- 
payer reinvested the proceeds in other income-producing property whether or 
not the new property was similar to the property converted. The committee 
feels that an amendment of section 1033 along these lines would be far more 
equitable to an ousted landowner than the present restrictive conditions, and, in 
addition, the committee feels that the time within which the converted property 
must be replaced should be extended to at least a 2-year period. 

As a minimum, the committee feels that section 1033 should be amended to 
provide that there will be no recognition of gain in the event that a taxpayer 
reinvests the proceeds in property of a like kind to be held either for productive 
use in trade or business or for investment. This provision presently exists 
under section 1031 (a) in connection with nontaxable exchanges of property 
held for productive use or investment, and under the regulations and cases inter- 
preting these provisions, a taxpayer may exchange improved real estate for 
unimproved real estate and he may exchange city real estate for a ranch or a 
farm, or a leasehold of a fee (with 30 years or more to run) for real estate. 
Certainly the law should not impose, as it now does, more stringent replacement 
requirements with respect to the rancher whose property is condemned by the 


’ Government against his will than with respect to the rancher who makes a vol- 


untary trade with another taxpayer. 

There is one other provision of section 1033 which the committee would like 
to see amended and that is the provision whereby the benefits of section 1033 
are extended to sales of breeding herd livestock forced by drought. In this 
case, the committee particularly urges that the replacement period be extended 
to 5 years in view of the fact that after a severe drought, it takes a rancher or 
farmer a number of years to recover fully and the stockman should not be 
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required to replace all of the sold breeding herd animals within 1 year after the 
sale. He should be allowed to buy back more slowly, and it is the consensus of 
the committee’s sponsoring associations that 5 years is realistic. A bill to this 
effect, H. R. 6143, has been introduced by Congressman Ikard of Texas. And 
in connection with this problem, the committee also is interested in relaxing the 
restriction as to the type of property which is required for replacement. The 
committee feels that a stockman should be allowed to replace breeding cattle 
with breeding sheep, or vice versa or, in fact, to be able to replace any type 
of breeding animal with any other type. 

In conclusion, it is the committee’s position that the provisions of section 
1033 with respect to the restrictions on the type of replacement property should 
be amended to give the taxpayer more latitude than is presently available under 
the interpretation of the words “property similar or related in service or use” 
so that a taxpayer may invest in any form of income-producing property or at 
least in property held for productive use in trade or business or investment of 
a like kind. Further, the committee feels that the time within which the re- 
investment must be made should be extended in general to 2 years and in the 
case of sales of breeding herd animals forced by drought, to a period of 5 
years. 


Payment of estate tax in installments—amendment of subchapter A of chapter 
62 by adding a new section at the end thereof, section 6157 


One of the greatest problems faced by farmers and ranchers is the payment 
of estate taxes. This is a greater problem for the farmer and rancher than for 
most other businessmen because of the fact that his estate assets have very 
little liquidity and there is customarily very litle cash on hand to pay estate 
taxes. More often than not the ranch or farm is mortgaged at the time of death 
and therefore it is not possible for the estate to borrow money against it. The 
only alternative, therefore, is to sell livestock or land. This is frequently a 
very serious alternative in that it can mean the end of the ranch or farm as a 
going business. The forced sale of a substantial part of a breeding herd 
which the deceased rancher or farmer and his family has taken years to build 
up may not only cripple the ranch financially but it also represents a great 
economic waste. The same can be true if a large part of the ranch or farm 
properties must be sold. Certainly the Government would do better to allow 
the tax to be deferred for a length of time by permitting the estate to pay in 
installments out of receipts from the ranch’s or farm’s normal operations. 

Under the present estate-tax law, the tax must be paid within 15 months after 
the decedent’s death with the exception that this time for payment may be 
extended at the discretion of the Secretary of the Treasury in so-called undue 
hardship cases. But this exception is not satisfactory for several reasons, 
among them, the fact that the extension is entirely discretionary with the 
Secretary or his delegate. In addition, the regulations which have appeared 
by way of interpretation of this undue hardship section give a very narrow and 
limited definition of an undue hardship. Under these regulations the estate is 
required to sell its assets if there is a market for them unless the sale would 
result in a substantial financial loss. In other words, it appears that the estate 
must sell unless the sale would be at a sacrifice price. Thus, although the 
Government's tax interests are well taken care of by such regulations, the 
family of the taxpayer is faced with almost inevitable ouster or dispersion of 
the livestock on farm or ranch. 

Because of the foregoing, the National Live Stock Tax Committee feels it to 
be very important that the estate-tax provisions of the 1954 code be amended to 
allow the estate of a farmer or rancher to pay the estate tax in installments 
over a period of years. The committee has studied a number of bills which 
have been introduced in Congress, including those of Senator Malone and Rep- 
resentatives Simpson and Baumhart. As you know, Senator Malone’s bill is 
directed squarely at the farm and ranch problem and extends the privilege of 
installment payments of estate tax to estates where one-half or more of the 
value of the gross estate consists of property which was used by the decedent in 
farming. This bill provides for five installment payments. 

The bill introduced by Representatives Simpson and Baumhart, on the other 
hand, is more broadly worded and is directed toward small-business men in 
general and, in the committee’s opinion, clearly would include farmers and 
ranchers. This bill provides for 10 installment payments. The committee feels 
that this bill is preferable in view of the larger number of installment payments 
allowed, and also because the committee recognizes that other small-business 
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en farmers and ranchers are also in serious need of this same tax 
relief. 

In conclusion, the National Live Stock Tax Committee feels strongly that the 
estate-tax provisions of the 1954 code be amended to allow payment of the 
estate tax in installments where small business is concerned and where more 
than one-half of the gross assets of the estate represent unliquid assets from 
which arise the primary source of the decedent’s income. The farm or ranch 
of a decedent is an outstanding example of this situation. 

Mr. Harr. I would like to summarize my statement in the time 
which has been allotted to me. 

The re whom I represent are a substantial segment of the coun- 
try’s small business and a substantial segment of the country’s self- 
employed persons. They have taken a position on five matters which 
I would like to review as briefly as I can. The four matters which are 
set out in my written statement are, first, the Jenkins-Keogh bill. 
They are very much in favor of the Jenkins-Keogh bill for the estab- 
lishment of self-employed individuals’ retirement pensions. They are 
strongly in favor of a bill to provide for the averaging of income. 
And they support Congressman Curtis’ bill for that purpose, 

They favor the revision of the involuntary conversion section of the 
code to provide for greater flexibility with respect to the replacement 
of <—— involuntarily taken, and to lengthen the time in which the 
a acement can be made. 

he CuarmrMAn. May I interrupt you at this point. What time do 
you suggest ? 

Mr. Harr. I think 2 years would be adequate for most property. 
We feel, however, perhaps, with respect to the involuntary conversion 
of livestock, because of drought, a longer period might be required. 

The Cuamman. How long would you think’ 

Mr. Harr. Five years, I am sure, would be adequate. 

The Cuarrman. Pardon the interruption. 

Mr. Harr. We also favor the revision of the estate-tax provisions of 
the code to provide for payment of estate tax in installments. In 
addition to that, a matter taken up subsequently to the preparation of 
my written statement is that the livestock associations which I repre- 
sent favor the principle of the Sadlak-Herlong bills. They favor the 
effort at gradually budgeting a tax reduction. 

Inasmuch as the committe, I am sure, will hear a great deal of testi- 
mony on the Sadlak-Herlong bills, I will not go into that other than to 
record our support. Nor will I go into much detail with respect to 
the Jenkins-Keogh legislation except to assert our strong feeling that 
the present law discriminates in favor of the employed person, includ- 
ing big corporate executives, and against the self-employed individual 
of whom the farmer and the rancher is a very substantial segment. 

For instance, it is our information that in 1953 there were some 
7,700,000 sole proprietorships in the country, and that, of these, some 
3,200,000, or approximately 42 percent, involved agriculture, forestry, 
and fisheries. Farmers account for practically all of these, namely, 
3,125,000. : 

Of these farmers, approximately 50 percent have an interest in 
livestock. 

We feel that the fluctuating and risk nature of self-employment, 


particularly of farming and ranching, deserves the opportunity to set - 


aside, in good years, some portion of one’s income to represent a 
cushion for retirement. The same fluctuating nature of a rancher’s 
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or farmer’s income, we feel, should be given consideration through 
provisions for averaging. 

The rancher’s and tite farmer’s income is violently up and down. 
This is not only the result of price variations which are extreme. 
Attached to my statement is a graph showing the variations of prices 
of cattle and calves. That has varied during the period under study 
from $11 to $180. It is not just always up, but it is up and down, and 
up and down. The stockman’s income, of course, varies with those 
prices, and it also varies extremely with drought, with weather condi- 
tions, and it varies extremely with costs. so that, typically, a rancher 
in a 10-year cycle may have 2 or 3 good years and 2 or 3 years of 
absolute loss, and 5 or 6 years of modest profit. We feel it is a great 
disadvantage and a handicap for him to have to pay in those few years 
of good profits taxes at the highest rates without the opportunity to 
average those good years against the modest years which are the most 
usual pattern. 

Certain bulges of income have been taken care of. Section 1301 and 
section 1302 provide a certain amount of relief for professional per- 
sons who work on a project for years and then realize the full fruits 
in 1 year. Those sections, however, do not help the farmer or the 
rancher whose variations are chronic and who cannot attribute the 
profits of one particular year to the accumulation of earlier years. 
Nor do the carryback and carryover of operating losses help except 
where an actual loss is incurred. They do not ease the situation 
created by the rates which may be applicable in a very good year. 

We favor, therefore, Congressman Curtis’ bill, H. R. 7837, except 
that we would urge that the period over which income can be averaged 
be extended from 5 years to 10 years. The agricultural cycle, the 
period between a good year and the next good year, may run as high 
as 10 years with a livestock operation. The process of building a herd 
. production takes a much longer time than the ordinary process of a 

armer. 

With respect to involuntary conversion, the farmers and ranchers 
over the country are much concerned with the growing trend of 
acquisition of property by State, Federal, and local governments. 
The condemnation of a farmer’s property not only deprives him of his 
home but imposes a tax on his lifetime accumulation. This tax, of 
course, under present law, can be avoided if he reinvests the proceeds 
within 1 year following the condemnation in property which, under 
the code, is described as “similar or related in service or use to the 
property so converted.” This language, however, has been inter- 
preted very narrowly. If the Federal Government, for highway pur- 
poses, is going through a man’s ranch and takes his ranch buildings 
and his home and his improvements, he has to go out if he is to avoid 
the tax and buy a similar improvement. He cannot go out and buy 
an unimproved section and build improvements to replace what he 
had. He has to go out and buy the same kind of property that was 
taken from him. In the rural areas that property may not be 
available. 

Also, when the Government goes in and condemns great areas for 
a reclamation project, there are 100 ranchers all moved at one time 
and there is not similar property in the whole area to permit them 
all to repurchase the same kind of thing as they had. e prices go 
up because of an effort to replace, and if you could get it at a price, 
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the price is too high. That is in contrast with the provision of the 
code for a voluntary exchange. If a rancher wants to merely trade 
ranches, he can do so under a much less restrictive provision than he 
can if his ranch is taken involuntarily and to be replaced. The lan- 
guage in the code with respect to a voluntary exchange is only that 
the taxpayer has to acquire property of “like kind held for productive 
use and investment.” He can trade an unimproved ranch for an im- 
proved ranch, and he can trade a ranch for city properties, and he 
can trade a ranch for an oil royalty. If he does it voluntarily, he 
can do that. But when it comes to an involuntary transaction, under 
the compulsion of the Government, he has to get exactly the same 
thing he had before. , 

e feel that this should be liberalized and that he should be allowed 
a certain flexibility in replacement, and that a greater time should 
be allowed for the replacement. | 

There is no need to elaborate our views with respect to the estate 
tax. It is quite obvious that most farmers and ranchers have their 
whole welfare tied up in the single property. When they die, they 
generally do not have other resources, and the requirement of raising 
the money within 15 months to meet the full estate-tax requirements 
often requires the liquidation of the whole farm property. 

The CuarrMan. I notice that you also have appended to your state- 
ment achart. Do you want that included in the record ? 

Mr. Harr. I would like to have that chart included. 

The Cuatrman. Without objection, it will be included. 

(The chart faces this page.) 

Mr. Reep. I want to compliment you for a very interesting paper 
relating to taxation, and I want to say this: Do you know of any 
business of any kind or character that has more hazards than the 
farmer faces? 

Mr. Harr. I don’t think that there is any business more hazardous. 

The Cuatrman. I would like to have a list of all of the hazards 
that the farmer faces in his business. It would be quite revealing. 

Mr. Harr. We think, in the face of those hazards, that certainly the 
farmer should have equal tax treatment and not prejudicial tax 
treatment. 

The Cuatrman. Mr. Curtis will inquire. 

Mr. Curtis. I had just one point. 

On this averaging point, during the year you lose, -_ lose your 
personal exemption as a matter of fact. I do not think that my bill 
has taken care of that, but I think that that is an area that his com- 
mittee should look into, and I notice that you pointed that feature 
out. 

Mr. Harr. I appreciate that. That is an additional point. 

Mr. Ixarp. I think your statement is very interesting. On the 
condemnation proposition that you mentioned, I think few people 
realize just how serious a problem it has become with the develop- 
ment of the highway program and the development of our water re- 
sources out in the ranch country where a lot of dams and lakes and 
reservoirs are being built. I think there is also a failure on the part 
of a lot of us to realize that many times there is not like real estate 
available on the market for people to buy at any price where they lose 
their property through involuntary conversion. 
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Mr. Harr. That is right. When a highway is pushed through a 
city and a man’s property is taken, there is always some property 
available in another section where he can move to. But when a great 
reclamation project taking hundreds of square miles is condemned in 
a ranching area, there isn’t property in the neighborhood that you can 
get. 

Mr. Ixarp. The land isn’t available. As you pointed out, they can 
do voluntarily without any tax burden what they cannot do if they 
lose their property through the exercise of the right of eminent 
domain on the part of the Dovecuieent! They are penalized. 

Mr. Harr. That is right. I just came from a convention of the 
American Cattlemen’s Association in Oklahoma City, and ranchers 
came up to me from North Dakota, Oklahoma, and Kansas, just within 
a space of a few hours, urging this as a real immediate problem for 
them. 

Mr. Ixarp. I know there is a lot of that down in my district, and 
just the other day I introduced a bill, H. R. 9960, which deals with 
that problem. 

Mr. Hart. Thank you. 

The Cuatrman. Thank you, Mr. Hart, for your appearance, and for 
the information given the committee. 

The next witness is Mr. Philip R. Marsilius. 

Will you identify yourself for the record, by giving your name, 
address, and the capacity in which you appear. 


STATEMENT OF PHILIP R. MARSILIUS, PRESIDENT, NATIONAL TOOL 
& DIE MANUFACTURERS ASSOCIATION, CLEVELAND, AND EXECU- 
TIVE VICE PRESIDENT OF THE PRODUCTO MACHINE C0., BRIDGE- 
PORT, CONN. 


Mr. Marsiuius. I am Philip R. Marsilius, president of the National 
Tool & Die Manufacturers Association, Cleveland, and executive vice 
president of the Producto Machine Co., Bridgeport, Conn. 

Our association has more than 1,000 members, scattered over the 
country from coast to coast, and from Texas to the Twin Cities. 

The contract tool and die manufacturers for whom I am s ing 
constitute a vitally important industry, in peace or in war. It is but 
little known, however, and before I present our several recommenda- 
tions for tax relief, I feel it necessary to briefly describe the industry, 
to help you understand the special need of the tool and die manufac- 
turers to retain more of their earnings. 

These companies make a wide variety of special tooling without 
which there can be no mass production of metal or plastic articles. A 
manufacturer can have a modern plant, well equipped with machine 
tools, conveying equipment and small tools, adequate personnel and 
plenty of materials. But the plant cannot turn a wheel until the 
special tooling has been obtained, specially designed and manufac- 
tured to produce the various parts needed for the company’s automo- 
bile, electric refrigerator, razor, television set-—whatever it may be. 
Nor can a new weapon of defense, whether it be a jet bomber or a 
ballistic missile, be made in quantity until after the manufacturer has 
tooled up for its production. 
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These mass-production manufacturers ordinarily make part of the 
special tooling they require in their own “captive” tool and die rooms, 
but normally go to the contract shops for a large part—often the 
major part or even all—of the special tooling they must have, because 
of the greater speed of delivery, lower cost, and more efficient tooling 
they get from the contract shops. 

Special tooling includes specially designed and manufactured dies 
for use in stamping or forging metals or plastics and for Hecaweng, 
jigs and fixtures, cutting tools, gages, industrial molds and special- 
purpose machines. Ordinarily only 1 die or 1 tool is made of a kind. 
At times tool and die shops are called upon to develop models, or to 
make short runs on parts that must be made with great precision. 

Practically all of the contract tool and die companies are small 
businesses—a company employing 30 is larger than the average. 
Tool and die makers, gagemakers, moldmakers, and diesinkers—men 
of the highest skills, trained through 4 to 8 years of apprenticeship— 
make special tooling. For years they have been in short supply. 

Not everyone could be a tool and die maker, no matter how long 
he was trained. Nowadays these men often must work to an accuracy 
of one ten-thousandths of aninch. That is, one-thirtieth of the thick- 
ness of a human hair. In fact, tolerances on guided missile parts 
and other electronic devices may be no more than a few millionths 
of an inch. 

The special tool and die industry has grown over the years until 
the annual value of its products now exceeds that of the machine-tool 
industry. Without exact figures, it is estimated to be in excess of a 
billion dollars per year. 

Most of the tool and die shops are operated by their owners who 
quite generally started out as tool and die makers working for others. 
Desire for a business of his own and more than usual ambition often 
led one of these highly skilled craftsmen to buy a few secondhand 
machine tools and start a shop, frequently in cooperation with one 
or more partners. These men pooled their scant resources, worked 
long hours, took out only living expenses from the business, and if 
they were successful in attracting some good customers, gradually— 
and.often painfully—expanded their operations. Profits were used 
to buy more and better equipment and to rent the larger quarters 
needed by a growing business. In time, many of them bought or 
built their own buildings to suit their particular needs. 

Within recent years the growing complexity and precision of metal 
and plastic products has brought demands for more complicated and 
more precise special tooling. As production equipment has become 
more elaborate and more automatic, the requirements for special 
tooling have become more extensive and more difficult. This means 
that the tool and die manufacturers are faced with a widespread 
need for more precise and costly machine tools and expanded facilities. 

This brings up very serious problems indeed. The only important 
source of new capital is retained earnings. Public financing is out of 
the question. Banks don’t make long-term loans for such purposes. 
Insurance companies aren’t interested. "The shopowners haven’t been 
able to accumulate any considerable savings. And depreciation re- 
serves amount to no more than a half or a third of the cost of a new 
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machine, to replace one that is worn out or obsolete. The Small 
Business Administration has helped in a number of instances, but all 
too often its loans are limited and for too short a duration. 

There is full agreement among tool and die manufacturers that it 
is essential they be allowed to retain more of their earnings, for rein- 
vestment in their businesses and for increasing their working capital 
so that they will have more stability in dull periods. In the tool and 
die business it’s apt to be a feast or a famine. This process of grow- 
ing from within has kept resources in a continually strained condition. 

Tool and die manufacturers look with great favor upon the pro- 
visions of the Sadlak and Herlong bills, Hf R. 6452 and H. R. 9119, 
for a gradual, systematic reduction in all Federal income-tax rates. 
We consider it vital that the present confiscatory higher rates be low- 
ered drastically and that the tax burden be lessened for everyone. 
It is only by a planned, systematic and logical approach such as is 
provided in these bills that adequate general tax reform can be 
achieved, And they have the great merit of providing for tax reduc- 
tion for both corporate and individual taxpayers. This is highly 
important since a very large share of the tool and die businesses are 
unincorporated. Also, these bills provide flexibility in the rate at 
which tax reductions are to be made, to allow for recession years. 

The outlook for any tax reduction, we are told, is bleak for the 

resent. But this pessimistic view overlooks the major savings in 

overnment expenditures that can be made by adoption of the Hoover 
Commission recommendations—savings that would permit tax reduc- 
tions even with the anticipated budget increases for defense. 

Section 11, Internal Revenue Code of 1954: But if small businesses 
and, in particular, the tool and die shops are to realize their share of 
prosperity and growth—or, in some cases, even to continue in exist- 
ence—still further relief is imperative. Statistics have been quoted 
on numerous occasions proving the average profit per sales dollar 
is much less in small businesses than in large. 

The need for and fairness of some form of relief that would espe- 
cially benefit the smaller businesses, although applied uniformly to 
businesses of all sizes, was recognized when the surtax. was removed 
from the first $25,000 of corporate income. This action was taken 7 
years ago. While it has been quite helpful, its limited scope has de- 
tracted from its usefulness. 

In the years since this relief was granted, inflation has scaled down 
the effectiveness of the action. To make this plan really effective 
under present-day conditions we recommend that the exemption from 
surtax be increased to $100,000. In the long run, this change in all 
probability would not result in any tax loss to the Government because 
of the resulting stimulation of business activity. 

Section 167, Internal Revenue Code of 1954: Depreciation allow- 
ances must be greatly liberalized so that the cost of equipment can 
be written off entirely, or at least down to a nominal salvage value, 
before it becomes obsolete for the precise work required in tool and 
die making. 

The history of prices on typical tool room machine tools as given 
below shows that it has been impossible to obtain enough from de- 
preciation allowances to pay more than a fraction of the cost of a re- 
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placement." These figures also show that considerable capital is now 
required to replace machine tools or to expand toolmaking facilities. 


Price to purchaser 
Machine tool 
1942 1947 1957 
6- by 18-inch surface grinder_....___...........-.--.-----.-...- $i, 545 $1, 965 098 
-, . lg RS RO Oe re SR 1, 900 2, 500 + 0 
16- by 72-inch tool-room lathe__......-_. oe 4, 580 5, 700 10, 000 
No. 2 fae wef aa SS: Se a «Sakae ee Bees ! 6, 500 7, 850 19, 470 
3-ineh spindle horizontal boring mill. ..........._......___-..- 15, 000 20, 000 36, 000 





I did want to bring out that a surface grinder in 1942 cost $1,500, 
and today it costs $4,000, and so on down the line. 

The present depreciation policies of the Internal Revenue Service 
are hopelessly outdated. As a specific recommendation now we would 
like to prvkore establishing a maximum useful life of 7 to 10 years 
on machines and 20 years on buildings, and throwing out bulletin F 
completely. For any lesser period, the burden of proof should be on 
the taxpayer claiming the shorter life. Some machine tools, through 
obsolescence and loss of accuracy through steady use, may become in- 
adequate for today’s requirements in precision in 5 years or even less. 

Section 168, Internal Revenue Code of 1954: Though many tool 
and die shops are doing a large percentage of military work, rapid 
amortization is no longer permitted as it was during the Korean con- 
flict. Many shop owners during emergencies are willing to invest in 
equipment they can write off in 5 years, as they feel they can see that 
far ahead. But if required to depreciate machine tools and equip- 
ment over a longer period, they are often reluctant to take the gamble, 
considering the risks inherent in the tool and die business. enever 
it is deemed essential that the tool and die industry upgrade its aS ki 
ment for greater precision, 5-year accelerated depreciation should 
reestablished. 

Section 167 (a) (1), Internal Revenue Code of 1954: Reports from 
our members indicate that some internal revenue agents are attem ting 
to require the establishment of a high salvage value on the shop’s 
equipment, and to allow depreciation only to that value instead of 
to zero as has been almost universal practice in the past. This is 
most inequitable since there is no way of forecasting what a machine 
tool can be sold for 10 years from now. Anticipated scrap value less 
removal cost is the logical salvage value to assume. Any greater 
amount realized would then be taxed as capital gains. Depreciation 
allowances already are much too low to oe the accumulation of 
reserves of sufficient size to pay for s acements, and to establish 
high salvage values on equipment will still further reduce reserves that 
are already grossly inadequate. 

Section 167 (b) {?) and (3), Internal Revenue Code of 1954: In 
this connection, in fairness, permission should be granted for the al- 
ternative methods of depreciation—declining balance and sum-of-the- 
digits methods—provided by section 167 of the 1954 Internal Revenue 
Code for new equipment, also to apply for used property. Many tool 
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and die manufacturers can afford to buy only used machine tools. 
This plan is one of President Eisenhower’s recommendations to aid 
small business, and has been the policy in Canada where a 20-percent- 
a-year declining balance depreciation allowance on new and used 
equipment was made effective in 1949. 

Section 6161 (a) (2), Internal Revenue Code of 1954: A very im- 
portant provision that would often remove the need of liquidating a 
tool and die business upon the death of a principal owner would be 
permission to pay estate taxes in installments over a 10-year period 
without any showing of hardship. This is another of President 
Eisenhower’s recommendations. The working capital of a tool and 
die shop is ordinarily very limited and there is no inventory that can 
be disposed of to raise funds to pay estate taxes since all special toolin 
is made to order. Mergers or sellouts often result from the need o 
providing against liquidation of the business in case of the death of 
one of its owners. 

Any action your committee may take to make our recommendations 
effective will ws greatly appreciated, and highly beneficial to small 
business and the country’s economic welfare. The contract tool and 
die industry, in a healthy state, is vital in peacetime as well as when 
a defense emergency confronts the Nation. 

In conclusion, let me express our hearty thanks to your committee 
for providing this opportunity to present our recommendations on 
these important matters. 

The Cuarrman. Are there any questions? 

Mr. Jenxrins. I see this gentleman comes from my great State of 
Ohio, and naturally I am interested in what he has to say. 

What is the fact with rspect to any tendency to extend themselves 
on the part of the authorities in overappraising your equipment? 
Or are they trying to be fair? 

Mr. Marsixrus. I didn’t quite get the question. Do you mean on 
the question of salvage value? 

Mr, JENKINS. Yes. 

Mr. Marsiiius. The tendency has been reported to me that they 
have placed very high salvage values on equipment so that we could 
not depreciate down to what we considered a nominal value, say 5 
percent, which would be scrap value, less the cost of removal. 

But there have been instances throughout the country where they 
have tried to place 15 to 20 percent of the original purchase value as 
a salvage value. It has induced hardships on our members and they 
have had to have considerable arguments, and I think even go to 
court on the action. 

Mr. Jenxins. I think that your feeling is, then, that you have to 
watch your side of it, and naturally the officials watch their side of 
it, and it would be our business then to listen to both sides. 

Mr. Marsuivs. That is right. 

The Cuairman. We thank you, Mr. Marsilius, for your appearance 
and for the information given the committee. 

Our next witness is Mr. Nels G. Severin. 

Mr. Severin, will you give your name, address, and the capacity in 
which you appear for the benefit of the record. 
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STATEMENT OF NELS G. SEVERIN, FIRST VICE PRESIDENT OF THE 
NATIONAL ASSOCIATION OF HOME BUILDERS, SAN DIEGO, CALIF. 


Mr. Severin. Yes, sir. My name is Nels G. Severin, and I am an 
active home builder from San Diego, Calif. I appear before you as 
first vice president of the National Association of Home Builders, 
and chairman of its legislative committee. Appearing with me is 


. Mr. Herbert S. Colton, our = counsel. 


Since we have appeared before this committee on only a few pre- 
vious occasions, I should explain that NAHB is the trade association 
and sole national spokesman for the organized home-building indus- 
try. The association has a membership of over 40,000 grouped in 
some 300 affiliated State and local associations in all regions of the 
country. We estimate that our membership accounts for at least 80 
percent of all new homes built in metropolitan areas each year. 

The home-building industry has been described as the largest seg- 
ment of the largest industry in the American economy. Since World 
War II it has come to be regarded as one of the pillars of the Amer- 
ican economy. Zypically, an economic review in the financial section 
of the New York Sunday Times of December 22, 1957, described the 
economy as currently — on three supports—home building, auto- 
mobile manufacture, and defense expenditure. 

The opportunity of American families to own their homes and the 
encouragement of a thriving home-building industry have for years 
been recognized by the Congress to be matters of national concern. 
To that end, as the members of the committee know, home building 
has been the subject of much legislation. By and large, this has been 
effective in enabling the industry to produce homes in volume for 
families of all income groups. This has furthered the national wel- 
fare both economically and sociologically. 

We pride ourselves on the fact that a healthy home-building indus- 
try helps business and helps the American people. We believe that in 
building homes we help to build America, The strength of America 
— on the character of its people and character is formed in the 

ome. 

This large, complex industry, however, unlike the automobile in- 
dustry, is composed mostly of small-business men. It is not char- 
acterized by a few large organizations with ready access to the 
financial markets to raise necessary capital by the sale of securities or 
by borrowing. The industry nevertheless, by its nature, requires 
tremendous amounts of capital. It is therefore vital to a thriving 
home-building industry that capital be permitted and, in fact, encour- 
aged to flow freely into home construction and mortgages. Moreover, 
builders must have a reasonable opportunity to accumulate capital by 
reasonable retention of profits. Further, home building is notoriously 
a sarply cyclical industry. Therefore, it has a peculiar tax problem 
of producing some semblance of stability by offsetting against its peak 
profit years the years of loss which history proves must always follow. 

Traditionally, favorable tax treatment has been the means to en- 
courage investment in those fields which the Congress feels important 
to the national welfare, but the flow of capital into homeownership and 
real-estate investment is not encouraged by the tax laws. On the con- 
trary, in many respects it is actually obstructed. 
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This is particularly true in rental housing which is an aspect of resi- 
dential construction with which other committees of Congress have 
been consistently concerned. The problem of encouraging multifamily 
rental projects at moderate rentals still seems to defy solution. 

In no small measure, the insufficiency of new rental housing con- 
struction is directly traceable to the uncertainty of treatment in the 

resent state of tax law. Whether or not gains, if any, realized by 
builders upon disposition of rental units will be taxable as ordinary 
income or will be more favorably regarded taxwise as capital gains 
is doubtful at the outset. 

We note that Congress has for some time recognized the right of 
a security dealer to isolate, differentiate, and identify securities held 
by him for investment as opposed to similar securities offered by him 
for sale in the ordinary course of business. A similar right has never 
been recognized by statute for builders, classed as “dealers in real 
property,” wishing to construct rental housing projects and retain 
ownership for investment purposes. Yet, if certain of obtaining 
capital gains treatment, we feel sure such builders would form a ready 
source of moderate rental housing production so badly needed by the 
country. 

An attempt to remedy this example of the unequal impact of tax 

laws was made in the 84th Congress, 2d session, by H. R. 5707, intro- 
duced by Congressman Byrnes to amend chapter 1 of the code by 
adding a new section 1242 expressly for dealers in real property. The 
proposal in this bill would permit a builder to designate as investment 
property any real property owned by him for 18 months or more, so 
that he could benefit from the lower capital gains rate resulting from 
the sale or exchange of such shone: Thus, the builder or dealer 
in real property would be in the same category as the dealer in secu- 
rities whose gains from the sale or exchange of investment securities 
held for 18 months or more are taxable at capital gains rates. We 
certainly urge and support a change along these lines. 
_ This committee has already taken action on another and highly 
important instance of unequal impact of the tax laws. We refer to 
the so-called real estate investment trust bill, H. R. 8102, recently re- 
ported from this committee. This bill seeks to extend to pools of 
capital, formed for investment in rental housing or in mortgages, the 
same conduit tax treatment extended for some years to security invest- 
ment companies. f 

In our opinion, this bill in the form originally introduced—more 
than any other single action of the Congress—could encourage the 
flow of investment capital into rental housing on the long-term, low- 
yield basis essential to attainment of moderate rentals. We appre- 
ciate the action of the committee, and wish to emphasize the impor- 
tance of the bill to our industry and to the area of housing need 
which for years has been of concern to the Banking and Currency 
Committees of the Congress. 

A further example of the unequal impact of the tax laws upon home 
building is contained in the tax loss carryforward and carryback 
provisions, Frankly, we believe this stems from insufficient realiza- 
tion of the peculiar nature of the building and real estate industries 
compared to manufacturing and other businesses. Residential build- 
ing, particularly the construction of rental projects for investment 
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ownership, is characterized by long-term cyclical ange Present 
carryforward and carryback provisions may be highly beneficial to 
businesses which characteristically run in 2- or 3-year cycles, but 
they are of little use to the real estate investor whose business cycle 
typically may endure for 8 or 10 years. 

he purpose of carryback and carryforward provisions in permit- 
ting a taxpayer to enjoy some semblance of stability in income by a 
sort of profit average is frequently completely lost when the same 
formula is applied to the unique real estate investment business. Here 
also tax laws help to prevent the necessary flow and accumulation of 
real estate investment capital. 

These matters which I have already discussed are among many in- 
equities which we believe could be uncovered by the committee in a 
thorough study of the impact of tax laws on home building, real- 
estate investment, and home ownership. We urge the committee and 
its staff to undertake such a study at the earliest opportunity. Cer- 
tainly this would have the combined support and cooperation of all 
elements of the building, real-estate, and mortgage-finance industries. 

In addition to the points which I have already mentioned, there 
are currently pending before this committee a number of bills in 
which we are vitally interested. I should like at this time to spe- 
cifically present to you our views on three of them which could be 
acted on during this session. We believe their passage would have 
no serious effect upon the flow of tax moneys to the Government, and 
yet their approval would be of material assistance to the building and 
real-estate industry. 

1. Trade-in house program (H. R. 238): An increasing portion of 
new homes today is being sold by builders through the process of 
taking in trade an existing home in place of all or part of the equity 
downpayment required from the buyer of the newly constructed home. 
Thus, home builders are finding themselves to some degree in a posi- 
tion similar to that of home a dealers and with a cash profit re- 
turn situation not unlike that involved in an ordinary consumer 
installment sale. 

In the sale of a new automobile the dealer usually can expect to 
resell the trade-in used car almost immediately; certainly within the 
same taxable year. By the nature of real estate, however, a builder 
taking in his customer’s used house in trade almost always must per- 
form repairs and modernization work and must figure on carrying it 
for a period of time before it can be resold. Unlike the automobile 
dealer, if he cannot move the home quickly, he cannot transport it to 
a more active market. 

Typically, the home builder cannot count on reselling the used 
house during his then current tax year, and may therefore have to 
pay a tax on its value before realizing any actual cash. Although 
Government agencies, including the Federal Housing Administra- 
tion, are encouraging trade-ins as a means of upgrading the physical 
condition of the country’s housing inventory, this tax problem is a 
serious impediment. 

We therefore strongly support H. R. 238 introduced by Con - 
man Ikard. This bill would add a new section 1037 to part IT of 
subchapter O of chapter 1 of the code, which would defer taxable 
income on trade-in houses up to a maximum of 2 years or until income 
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has been realized by resale. We urge that the committee approve 

passage of H. R. 238 during this session. It would not deprive the 
reasury of any tax funds whatsoever, but it would make the imposi- 

tion of the tax fit the realities of today’s home-building market. 

2. Incentive for home repair (H. R. 236): The prevention of the 
spread of housing blight caused by lack of repair and maintenance is 
one of the major problems of the Nation. The home-building in- 
dustry is vitally concerned because the state of the existing housing 
inventory bears directly upon the new home market; Congress has 
long been concerned because the spread of housing blight leads to 
heavily increasing demands for the use of Federal funds for purposes 
of slum clearance and urban renewal. 

We believe that a powerful incentive to the prevention of blight 
would be the encouragement of timely repairs and maintenance that 
could be provided by permitting a tax deduction of extraordinary 
household repair and maintenance costs in a fashion comparable to 
the deductions now permitted for medical expenses. 

We support H. R. 236 and urge committee approval during this 
session for it or a comparable bill which would permit such a deduc- 
tion for extraordinary home repair expense. Other similar bills 
have been introduced in this Congress; iH R. 968, Congressman Van 
Zandt; H. R. 5899, Congressman McDonough. ‘The deduction pro- 
vided by these bills would be for the amount paid by a taxpayer in 
excess of a percentage of his adjusted gross income and in no event 
could the deduction exceed a stated amount. The bills also prevent 
duplication of deduction and do not apply to expenses which are 
rae chargeable as capital additions to property. 

3. Rehabilitation of existing structures (H. R. 1065) : The housing 
policy of the United States, as I have mentioned above, seeks to en- 
courage the slum-clearance and rehabilitation programs now em- 
bodied in our laws on urban renewal. Presently, however, we find 
that expenses incurred for the remodeling or improvement of housing 
under these programs are treated as capital expenditures and not as 
deductible expenses. This may well be unfair to a home owner or a 
landlord forced to make such repairs by a Federal or municipal pro- 
gram, and, again, the effect is to discourage expenditures of the very 
type which ultimately might save the Federal Government a great 
deal of money. 

To remedy this situation, we support and urge the committee’s 
approval for H. R. 1065 introduced by Congressman Boggs. This 
would add a new section to part VI of the code which would permit 
a distinction between deductible expense items and capital expendi- 
tures. This would allow a greater latitude for deduction of capital 
expenditures which are actually expenses of placing structures into 
habitable or more useful condition. By giving the election to the 
taxpayer to deduct or capitalize reconversion costs, the amendment 
would greatly facilitate investment in slum-clearance or rehabilitation 

vrojects. 
These are a few of the ways in which amendments to the tax laws 
would prove beneficial, and, we believe, would remove inequities from 
the impact of Federal taxation upon the real estate and building 
industry. 








ne eS RES ee 


LPS SR 


528 GENERAL REVENUE REVISION 


We would be glad to assist the committee in further study of this 
general field and in the discovery and correction of additional in- 
equities in the law. 

We feel that there should be a coordination between the established 
aw policies of the Nation and the effect of Federal taxation upon 

em. 

Your committee staff has been most helpful in the past and we are 
happy to pledge our fullest cooperation to them and to the committee 
in any such future study. 

Thank you for this opportunity to present our views. I will be 
happy to try to answer any questions which the committee might 

ave. 

The Cuamman. Are there any questions? 

If not, Mr. Severin, we appreciate your appearance before the com- 
mittee, and thank you for the information you have given us. Thank 
you very much. 

Without objection, the committee adjourns until Monday morning 
at 10 o’clock. 

(The following statements and letter were filed with the com- 


mittee :) 


STATEMENT oF ArTHUR A. SMITH, VICE PRESIDENT AND ECONOMIST, FIRST 
NATIONAL BANK IN DALLAS 


The Texas Manufacturers Association, composed of some 3,800 members in our 
State, has yielded their time to me. I speak to you in no effort to express the 
attitude of that organization, but rather as an economist who has spent a num- 
ber of years analyzing the subject before the committee. 

For a long time it has been generally conceded that the Nation’s Federal 
tax structure needs a thorough examination, perhaps some major overhauling. 
I propose the creation of a tax commission to make an exhaustive study of our 
Federal taxes with primary emphasis upon effects of each Federal tax upon the 
Nation’s economic welfare. 

One paramount question out of many concerns the use of steep rate progression 
in such taxes as personal income, estate, and gift taxes. 

In the case of the personal income tax, for example, a flat 20 percent rate 
applied to the existing law without any other changes whatsoever would re- 
sult in a reduction of only about $5 billion in collections. Yet the effective 
rates at present are graduated by brackets to a top of 91 percent. So, progres- 
sion certainly does not rest upon revenue necessity. 

The idea of progression in tax rates is over a century old, and for several 
decades it was bitterly debated. However, as popular government grew, prog- 
ression gained favor, and eventually was adopted, at first on a modest scale, 
but steadily higher as time passed. 

Although not definitely socialistic in its origin, progression has been (and still 
is) a reflection of socialistic ideas. In fact, the Communist Manifesto written 
by Marx and Engles about 1848 lists as No. 2 in its decalog of measures to 
destroy capitalism the following: “A heavy progressive or graduated income tax.” 
C. F. Bastable, outstanding tax authority of his day, wrote prophetically in 1892: 
“Progressive taxation is one of those agencies that seem likely to facilitate the 
transition from the capitalist to the socialist regime * * *.” 

The use of graduated rates in taxing income rests upon highly theoretical 
grounds. For a long time it was believed fair and just to tax proportionally; 
that is, to use a constant rate regardless of the size of the base. By this method, 
a person with 10 times as much taxable income (base) would pay 10 times as 
much tax; if 100 times as much income, 100 times as much tax, etc. In other 
words ability to pay taxes was regarded as “proportional” to the size of the tax- 
payer’s base. 

Then along came the concept of ability in a more subjective sense—a sense 
involving the idea of “sacrifice,” which about 1870 tended to gain theoretical 
support from development of the principle of diminishing marginal utility. 
When applied to taxation, this means that ability to pay supposedly increases 
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at a greater than proportional rate. Thus if Mr. A has 100 times as much 
taxable income as Mr. B, the former has not 100 times, but more than 100 times 
as much ability to pay ; therefore, he would be taxed accordingly. 

There is great potential mischief in this kind of thinking, more especially 
when it is put into practice. One might grant some basic truth in the theory, 
but still damn it because, when it is applied to progressive rate taxation, there 
is no objective guide to determine the degree of progression. It becomes purely 
an arbitrary matter. As early as 1845, when the idea of progression was only 
in the debate stage, one critic, with keen insight, declared: “You are at sea 
without a rudder or compass, and there is no amount of folly or injustice you 
may not commit.” 

A further weakness in the theory underlying progression is the assumption 
that income is always distributed in actual dollars and the recipient has full 
possession and control over their use for his own personal benefit, and that he 
will always use his income in a way that is related to his own immediate personal 
satisfaction. This is far from the truth. 

While he legally holds claim to what income he receives, it is a mistake 
to assume that he will hoard it. In most cases it remains, in any of many forms, 
a part of the economy, often in banks or other financial institutions to be utilized 
in the processes of business, and benefits numerous others besides the owner. In 
other words, the advocates of steep progresion in taxes fail to take into account 
the true nature of the American economic system. They either overlook the 
fundamental role of capital formation in this scientific age, or they really recog- 
nize it and know that, by impeding the growth of capital, they can destroy our 
type of economy. 

At any rate, absurdly steep, graduated rates on income truly amount to a 
penalty or a fine on savings, which is the basic source of capital. That does not 
mean that there will be no capital forthcoming—capital can come through gov- 
ernment, or social action, a long step toward the “socialistic regime’ Bastable 
predicted. 

Often because of the magnitude and complexity of our business system, effects 
do not follow causes immediately. There is a lag in time; in fact, a cause-effect 
relationship frequently becomes a long and involved process, difficult to follow. 
Evils of high progression in income tax rates may not be evident, although they 
are present. Today credit expansion and inflation certainly tend to cover up 
the evils to some extent, but eventually the evils will take their toll, and may 
become evident only after we have gone too far to turn back. 

The danger is not from progression, but from excessive progression which 
can do damage far beyond the amount of revenue it yields. There is ample 
reason to believe that the high rates currently in operation, if not modified, 
will in time have their most destructive effect not upon the so-called rich, but 
upon the great middle class, long recognized as the tough, strong fiber of our 
economy. 

This group is made up of persons who are mostly salaried; have little or 
no access to expense accounts; almost no advantage from stock options or 
from use of the corporation device—in fact, their chances of avoidance and/or 
evasion are meager. 

When the day comes for Congress to appoint a commission to study exhaus- 
tively our tax structure with the aim of improving it, let’s hope that careful 
attention will be directed to the effects of progression. It is not too much to 
expect that Congress will see that progression is weighed in terms more nearly 
commensurate with its economic effects, to say nothing of other effects such 
as its stimulus to tax avoidance and upon taxpayer morale. 

Granted that it would not be possible or feasible politically to remove pro- 
gression entirely—yes, even concede that the case for progression has some 
merit—let’s modify it to a more sensible graduation than the present 20 to 
91 percent. Such a proposal very likely will find far more support, and stand 
far greater chance of being adopted, than measures (constitutional amendment 
or other) which seek a flat 20 percent or a flat 25 percent. 

My ease rests upon the following propositions : 

(1) Progression in tax rates is of very doubtful soundness to begin with. 

(2) Its application in this country has been carried to excess, even if the 
concept were essentially sound. 

(3) Steep progression as now in force increases greatly the problems of tax 
enforcement, puts a premium on avoidance, and encourages wasteful practices 
by the taxpayer. 
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(4) There is real danger to democracy and to a democratic economy when, 
through progressive rates, taxes depend upon the votes of persons who do not 
feel directly the charges placed upon higher incomes, all of which amounts to 
an alteration of tax distribution in favor of a numerical majority. 

(5) Numerous tax problems are avoided by proportional rates, the alterna- 
tive of progression, and at the same time proportion requires greater payment 
from those better able to pay. 





SrpNEyY Butz & ASSOCIATES, 
Tampa, Fla., January 18, 1958. 
Mr. Leo H. Irwin, : 
Clerk, Committee on House Ways and Means, 
House Office Building, Washington, D.C. 

Dear Mr. Irwin: We understand that the House Ways and Means Committee 
is having a 30-day public hearing on taxation, and that citizens are invited to ex- 
press their views for consideration by the committee. 

I would like to point out an example of a small operation, such as mine, to 
illustrate the reason why the tax rate in the middle and high brackets should 
be lowered. 

Last year, the top of my earnings were in the 38 percent bracket, and because 
of this, when I considered the risks and the earnings involved in a subsidiary 
operation of a warehouse in Birmingham, Ala., I decided to close it up, since 
the risk involved for the return (or profits), did not justify the effort and atten- 
tion required, when I took into consideration that 38 cents out of every dollar’s 
profit was paid in income tax. Prior to this decision and to finding out the 
amount of my taxes, I had anticipated opening a warehouse here in Tampa and 
later in other places, which in turn would have created employment and have 
produced additional revenue to the Government in the lower brackets. But here, 
again, the risk involved was not worth the 62 percent return of the profits which I 
might have made. So, instead of expanding my operations with other warehouses, 
I closed the one in Birmingham, and decided to forget it. This is just one 
small instance of how our high taxes stifle the initiative of people able and 
willing, under more equitable conditions, to create employment. 

I am of the firm belief that individuals operating proprietorships for their 
livelihood should not be taxed beyond 25 percent of their earnings, up to $25,000 
net, or 33% percent on net profits of $25,000 to $50,000 ; that small corporations, in 
turn, should be given relief in order to stimulate their growth, and that individual 
proprietorships should be taxed on the same basis as the corporate structure. I 
also think it is wrong for an individual’s dividends in a small corporation to be . 
taxed beyond the earnings of the business. This, too, destroys initiative, and 
prevents individuals from operating under a corporate structure, which, in other 
ways, would be to their advantage. 

Another thought is that in a business of the nature of ours, as manufacturers’ 
representatives, some years we have very good business and then we hit a low 
for a couple of years. In other words, our earnings have high peaks and. valleys. 
We believe that it would be to an advantage to allow people in a business such 
as ours to amortize their earnings over a 3- to 5-year period, and pay taxes accord- 
nigly, based on average earnings, rather than on earnings of 1 year alone. Under 
the present setup, we are at a distinct disadvantage in paying our taxes, due to 
the fluctuation of our earnings. We certainly hope that this problem, too, can 
be given consideration. 

Thank you for allowing us to express ourselves. 

Very truly yours, 
Sipney Butz & ASSOCIATES, 
Srpney Butz (sole owner). 


THE IMPACT OF FEDERAL TAX POLICY ON THE PARAGON ELECTRIC Co., 
Two Rivers, WIs. 


ABOUT THE PARAGON ELECTRIC CO. 


The company was established in 1905 and manufactures electrical time con- 
trols for farm, home, store, and factory. We employ approximately 275 persons 
and have 165 stockholders. Our annual sales are currently running about $3 
million a year on a net worth of just over $1 million. We were recently given 
the highest Dun & Bradstreet rating of triple A-1 (AaAl). We mention this 
to show that we have made the most of our financial resources. 
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FEDERAL AND WISCONSIN INCOME AND EXCESS PROFITS TAXES PAID 


During the past 10 years, the company has paid income taxes amounting to 
$1,863,616. That is to say, we paid 3 times as much as was paid in dividends; 
we paid 2% times the company’s average net worth during this 10-year period. 
(See the tabulation on page 4.) 


A QUESTION OF SURVIVAL FOR THE COMPANY 


The plain fact is—we have not been able to retain enough earnings in the 
business to hold our place in the industry, in the economy, and among our com- 
petitors. Our total sales have more than tripled, but correcting sales volume for 
the inflation and the generally higher level of the economy, we have barely held 
our own. Now we find ourselves with a high-cost plant that has become obso- 
lete and uneconomical to operate. 


WE HAVE FOUND A TEMPORARY SOLUTION 


After more than a year of negotiating, we borrowed in August this year, an 
additional $325,000 from the Prudential Insurance Co. for the purpose of build- 
ing the plant we need to replace our present facilities. The borrowing was for 
replacement of facilities, not for expansion. We say the solution is temporary 
because it looks like long-term borrowing may be necessary permanently unless 
something is done to relieve our tax burden. Our average annual tax bill has 
been $186,000. 

TOWARD A MORE PERMANENT SOLUTION 


We do not advocate the abolition of the income tax. We would like to sug- 
gest, however, that a moderation of the rates with a limitation on the highest 
rate permissible would free capital and create additional jobs which would in 
turn produce more tax revenue. Had the Sadlak-Herlong bill been in effect, 
with a top corporate rate of 42 percent, the company would have retained an 
additional $284,143 during the 10-year period. This additional retention would 
have made our recent long-term borrowing unnecessary. To put it another way, 
we could have used or conserved our borrowing capacity for expansion. 


10-year capital formation history, Paragon Electric Co., Two Rivers, Wis. 


— 


Wiscon- 
sin and 
Fiscal year Income | Federal Cash | Pre- Re- Net Long 
ending Net sales | before | income Net divi- | ferred | tained | worth term 
Nov. 30 taxes and income | dend | stock | earn- | at year | loan 
excess paid Te- ings end balance 
profits deemed 
taxes ! 
WOE sccasininndocknd $949, 753 . $18,142 | $47,498 | $4,883 
eB ccenrnasepnain 1, 041, 670 75, 511 61, 13,653 | 4, 565 
SPED nano bdas aioe’ , 722,275 | 204, 4 87,188 | 117, 271 | 36,982 
THD. did oct Us 2, 692, 957 511, 589 253, 304 78, 654 
NRG wp, 4 <estastrn~< 3, 761, 829 | 663, 431 448, 251 215, 180 | 78, 540 
Tnestandedeaun 4, 524,244 | 617,805 | 415,622 | 202,183 | 94, 270 
249. 828 98, 168 
78, 543 
78, 654 |_ 
78, 654 











1 As follows: 
Wisconsin ao OGM debs ca tise cai dud delen nbadsisiscdes. RU bU AEN be dese $195, 113 
Wodiral Abo 008s acacia ~ sad ednesesinds ed ab cseaebital weks-daiiansama dhe 1, 477, 504 
Federal excess a WE paki necaahnerene> glatelewnsnerewreensdeemeenaiin-auntihinannd 190, 99: 
SetWi si. Wawa Aik aw Leh A. aA RR. ALS. 1, 863, 616 


Source: Figures based upon certified annual reports of Arthur Young & Co., auditors. 
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STATEMENT OF THE Boarp OF GOVERNORS OF PENNSYLVANIA MANUFACTURERS’ 
ASSOCIATION ON THE NEED FOR FEDERAL TAx REFORM AND RATE REVISION 


This statement is submitted by the board cf governors of the Pennsylvania 
Manufacturers’ Association, an association of some 9,000 manufacturers and 
businessmen in the Commonwealth of Pennsylvania. 

As taxpayers, both corporate and individual, we are convinced that our prime 
fiscal needs today are an intelligently integrated Federal tax system and a 
sounder, more businesslike Federal budgetary program. 

As corporate taxpayers, we are painfully aware of the restrictive effects of 
present Federal taxation on all our business decisions. We are all too aware 
of the checkrein imposed on our plant expansion. modernization, research and 
growth capital requirements by present high, Federal corporate tax levies. 

As executives of smaller corporations, we suffer under the discrimination 
which the present high: tax rate places on young or growing corporations who 
do not have recourse to the capital markets so easily available to larger 
corporations. We are all too aware of the short-term debt financing which 
the present corporate tax rate forces upon many smaller corporations. High 
corporate taxes siphon off the earnings of smaller businesses which in earlier 
years were plowed back for growth purposes. This shortsighted tax policy 
is in effect consuming the seed corn of our economy. 

As individual taxpayers, we are painfully aware of the confiscatory nature 
of the steeply graduated rate schedule which is applied to individual incomes 
in the middle and upper brackets. This schedule rests upon a philosophy which 
is basically wrong in a democratic free enterprise society. It penalizes indi- 
vidual hard work and achievement. It places a disproportionately heavy tax 
burden upon the middle-income group of taxpayers which makes the greatest 
risk-taking contribution to our national economy. The tax burden imposed 
upon those in the middle and upper income brackets is seriously interfering 
with the supply and mobility of available investment funds. 

As corporate and individual taxpayers, it is our belief that we should reduce 
those corporate and individual taxes which impede the expansion of our economy. 
As our economy grows, a lowered tax rate will produce more tax revenues. 
Tax reduction, alone, however, is not the complete answer. It must be accom- 
panied by reforms in our present tax structure and a reappraisal of Federal 
spending. 

In our opinion, we must reform our present treatment of corporate dividends 
under the individual income tax. There is need for a more realistic approach 
to depreciation for new and used productive plant machinery and equipment 
which recognizes the extent of rapid obsolescence as we become more automated. 
There is a crying need for reappraisal of our hodgepodge pattern of excise taxes 
which is discriminatory not only in rates but in the choice of commodities taxed. 

We realize that substantial revenue cannot be taken away from the Federal 
Government immediately without interfering with defense and other essential 
Federal Government programs. A reduction in the tax rate if carried out on a 
planned deferred basis will not jeopardize Federal functions and programs, 
provided Federal expenditures are reasonably limited by our growth rate. It 
has been demonstrated that each year the normal economic growth of our 
country produces more tax revenue without rate increases. This annual gain 
in tax revenue can be frittered away easily, however, by needless expansion in 
Federal spending. 

We are not so unrealistic as to expect tax cuts which will endanger our 
national defense. We do urge, however, that the brakes be put on the unre- 
lenting upward drift of Federal Government spending for nonessential programs. 
We also suggest that even in the field of national defense, more efficient policing 
of spending be followed and a reevaluation of defense requirements be undertaken. 

The time has come when we must make a choice between national security 
and the frills of Federal paternalism. The time has come when we must appraise 
each use of Federal funds in light of several tests. Is the expenditure for an 
urgent and essential need which is an appropriate governmental function? Is 
the expenditure for some purpose which can be satisfied only at the Federal 
level? Is the program for which Federal funds are sought discriminatory or 


‘disruptive to the balance of the economy? 


As members of the board of governors of Pennsylvania Manufacturers’ Asso- 
ciation, we, therefore, urge upon this committee the adoption of an orderly plan 
for applying Federal revenue increases resulting from economic growth to the 
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reduction of the present high and discriminatory rates of corporate and individual 
income taxes. 

We believe such a plan will encourage individual initiative and investment, 
stimulate business growth and expansion and increase job opportunities, 


BOARD OF GOVERNORS 


James F. Malone, general counsel, Pittsburgh; Everett L. Kent, the Kent 
Manufacturing Co., Clifton Heights; Henry 8. Bromley, North American Lace 
Co., Philadelphia; J. Lee Bausher, Infants Socks, Inc., Reading; Roger W. Row- 
land, New Castle Refractories Co., New Castle; Robert L. Warren, Brockway 
Glass Co., Inc., Brockway; Chester M. Woolworth, Animal Trap Co., Litiz; 
Andrew J. Sordoni, Sordoni Construction Co., Wilkes-Barre; F. Otto Haas, Rohm 
& Haas Co., Philadelphia; Robert R. Titus, The Synthane Corp., Oaks; Willard 
F. Rockwell, Rockwell Manufacturing Co., Pittsburgh; Joseph H. Mosser, 
leather manufacturer, Williamsport; M. R. Williams, C. K. Williams & Co., Eas- 
ton; H. Thomas Hallowell, Jr., Standard Pressed Steel Co., Jenkintown ; Frank B. 
Masland, Jr., C. H. Masland & Sons, Inc., Carlisle; G. Blair Sheers, Standard 
Horse Nail Corp., New Brighton; Mark K. Dresden, A. H. Wirz, Inc., Chester ; 
Samuel F’. Hinkle, Hershey Chocolate Corp., Hershey. 


EX OFFICIO 
C. B. Shade, treasurer, Philadelphia ; John H. Seeton, secretary, Philadelphia. 


RECOMMENDATIONS OF THE AMERICAN TAXPAYERS ASSOCIATION, INC,, FoR 1958 Frep- 
ERAL TAx REVISION TO THE COMMITTEE ON WAYS AND MEANS 


American Taxpayers Association, Inc. (Incorporated Under the Laws of the 
State of New York) 


President: A. F. Metz, chairman of the board, the Okonite Co., Passaic, N. J. 
Vice President: J. W. Atherton, Atherton & Currier, Inc., New York, N. Y. 
Executive Vice President and Secretary: D. E. Casey, Washington, D. C. 
Vice President: W. C. Hamilton, vice president, Potter Drug & Chemical Corp., 
Malden, Mass. 
Treasurer : George L. Lockwood, Washington, D.C. 
Executive committee : 
Edward Ball, Jacksonville, Fla., chairman. 
T. W. Phillips, Jr., Butler, Pa. 
D. E. Casey, Washington, D. C. 
R. K. Bradford, vice president, Denver & Rio Grande Western Railroad Co., 
Denver, Colo. 
A. R. Kaiser, former manager, tax department, Sears, Roebuck & Co., Chi- 
cago, Ill. 
J. W. Atherton, Atherton & Currier, Inc., New York, N. Y. 
A. F. Metz, chairman of the board, the Okonite Co., Passaic, N. J. 
Lucian S. Strong, president, the Strong-Scott Manufacturing Co., Minne- 
apolis, Minn. 
B. J. Carter, Jr., president, Merchants & Farmers Bank, Meridian, Miss. 
Harry R. Patten, former president, North American Dye Corp., Mount 
Vernon, N. Y. 
W. C. Hamilton, vice president, Potter Drug & Chemical Corp., Malden, 
Mass. 
PURPOSE 


The purpose of the American Taxpayers Association can be expressed briefly. 
It is to keep men and dollars working by loosening the tax shackles that now 
prevent their optimum functioning. More specifically, its purpose is to direct 
attention to the lessons of experience, to effect a return to the maximum tax levies 
that have proved to produce the greatest tax revenue with the least harm to enter- 
prise, to bring about widespread understanding of tax effects, and finally to make 
the entire American public conscious of the fact that one and all pay taxes. 


FOREWORD 


For several years the idea that the income tax is the root cause of the Gov- 
ernment’s expansion of powers has been gaining currency. In characteristic 
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American fashion, the spending idea has given rise to movements; there is a 
growing urgency to do something about it. And, as was to be expected, con- 
gressional resolutions, ranging from proposals for repeal of the 16th (income 
tax) amendment to limitations on the taxing and spending power of the Gov- 
ernment, have given expression to the surging revolt. 

For 30 years serious and studious citizens have been nursing definite convic- 
tions about the welfare of the Nation. They are now in a position to advance 
their ideas for the consideration of the political majority, and since their pro- 
posals are basic, involving changes in the United States Constitution itself, they 
invite examination. 

Fiscal wisdom will be needed to make the critical decisions about taxes and 
governmental expenditures that will be required in the next few years. With- 
out an adequate knowledge of the facts and figures, together with background 
information of the causes that led to the present muddled governmental financial 
condition, no single taxpayer can discuss intelligently the problems involved. 

And yet taxes, if they exceed a certain point, begin to feed on their own 
foundation and may eventually cause its collapse. Such a point exists in regard 
to how the tax is collected, how much is collected, and from whom it is collected. 

The great and eternal problem of a free people is avoiding this point in any 
given category. 

It is our hope that the factual record presented in this book will enable tax- 
payers to appraise these facts in the proper perspective. 


RECOMMENDATIONS OF THE AMERICAN TAXPAYERS ASSOCIATION, INC, 


This association represents a cross section of taxpayers in all brackets. Its 
membership includes taxpayers in every State and the District of Columbia. 
From this truly representative group we have received the suggestions that are 
incorporated in the accompanying recommendations. But, irrespective of any 
special interests its members may have, the association has always considered 
fiscal policies with a view to the best interests of the whole economy and the 
common good, rather than to the special interests of any individual or group. 

The association appreciates the necessity for raising adequate revenue. It 
recognizes, also, the difficulties and responsibilities which your important com- 
mittee must shoulder. These have been kept constantly in mind in our dis- 
cussions and in drafting our recommendations. 


FISCAL POLICY 


Federal taxation and tax reduction must be considered in the light of four 
basic factors: 

1. Essential (necessary) functions of Government must be provided by tax 
receipts. 

2. Adequate national defense must be assured. 

3. The Federal budget must be balanced at a much lower level. 

4. Provision for debt amortization must be made as rapidly as consistent 
with a sound economy. 

We are convinced that while these fundamental objectives are being attained, 
substantial relief can be provided simultaneously for the taxpayer. This can 
be accomplished if Congress insists on rigid economy in Government expenditures, 
at a greatly lowered level. 

It might be well*to consider for a moment just what has taken place in the 
field of Federal taxation during the past 45 years. It was just 45 years ago— 
1913—when Congress abandoned the traditional sources of revenue and enacted 
the first income tax in the Revenue Act of October 3, 1913. 

In the brief span of time that has since elapsed, the individual income tax 
rate has risen from 1 percent with a maximum rate of 7 percent on incomes of 
$500,000 and over, to a startling rate of 20 percent with a combined normal and 
surtax rate of 91 percent on taxable income of $200,000 and over. The corpo- 
rate rate has risen from 1 percent to a combined normal and surtax of 52 per- 
eent. The individual exemption has shrunk from $3,000 in 1913 values to $600 
in 1958 values. The number of individual taxpayers has grown from about 350,000 
to 56 million. Excise taxes have spread to almost every item in our daily 
lives—and the rates in many cases have more than doubled. Within this 45- 
year period the Congress has enacted 41 major revenue acts, together with 
some 300 miscellaneous revenue statutes. The result is that our Federal tax 





eee RT = eer 





GENERAL REVENUE REVISION 535 


laws have mushroomed from a few simple provisions to a body of highly tech- 
nical law of over 400,000 words. 

In short, within only 45 years, our Federal tax system has become the largest, 
the most confusing and the most complex in the world. 

Our whole tax structure is now shockingly lopsided, awfully unwieldy, pain- 
fully unfair, and yet year after year Congress has piled tax rise on top of 
tax rise. Today, our Nation’s total tax bill is 30 percent higher than during 
the worst days of World War II. Taxes are loaded as never before with dyna- 
mite—political, economic, social, and moral. 

There’s something topsy-turvy when businessmen from coast to coast admit 
their main occupation today is not boosting their earnings but reducing their 
taxes. There’s something fundamentally wrong when high-priced entertain- 
ers and industrialists seek to work outside our country because if they work 
abroad for prolonged periods, they can escape taxes on their earnings. 

The legislative processes by which our tax laws are being enacted must be re- 
examined. We desperately need a major overhauling of our entire tax struc- 
ture—and we need it now. 

Federal taxes today—because of their size, their incentive-killing design, and 
the deceptive way in which they are applied—stand as a kind of triple threat 
to the future of America. 

The growth of American business today is being seriously stunted by the 
fiscal policies of our Federal Government—policies which have placed upon our 
industrial economy a burden which is becoming intolerable to business of every 
size, but which is falling with particularly dangerous effect upon our small new 
enterprises. 

Since the end of World War II, more than half of all the profits which Ameri- 
can industry has earned have been brought back into the business to support its 
growth; for growth is as essential to enterprise as it is to humans—particularly 
in infancy. That is why the mortality rate among new businesses is so 
enormous. Most of these establishments die in the early years of their lives 
because they have not been able to earn the profits which they needed to grow on. 


REDUCE GOVERNMENT SPENDING 


The only way to effect a real lessening of the tax load is to reduce all unneces- 
sary Government expenditures and to abolish all services of the Government 
which are not essential or necessary to the well-being of its citizens. It has 
been stated that the maximum tax load for any length of time may not exceed 
about 25 percent of the national income without serious consequences. How 
heavy the load must be, and how long the population will bear it without serious 
protest, cannot be determined. But we do know that our present taxes are 
extremely burdensome and have been for quite some time. Therefore, it is of 
immediate concern that Government spending be reduced; that the wasteful 
expenditures, both in our Military Establishment and civilian administration, 
must be eliminated. 

Fundamentally, then, if we are to reduce taxes, we must do it through the 
reduction of Government expenditures. A government should provide no more 
services than its citizens need and can afford, not services which it thinks its 
citizens want or should have. 

Taxes today constitute more than 80 percent of commodity costs—and about 
80 percent is Federal taxes. A reduction in taxes will atlttomatically— 

1. Reduce prices 
2. Increase purchasing power 
3. Reduce the cost of living. 

The inflationary spiral has been increased by Government bidding in the open 
market for vast quantities of commodities and by keeping taxes at a very high 
level. It is the duty of Congress to stop the inflationary spiral now and your 
committee can accomplish this by a sound tax-reduction program. 

The magnitude of the present tax burden makes it imperative that the tax 
structure be designed to produce maximum revenue with the minimum adverse 
effect on the national economy and with minimum injustice. Some of the pro- 
visions of the present law which have the worst effects produce insignificant 
revenue; they cannot, therefore, be justified as revenue measures but can he 
regarded only as social or political expedients. That fact should be recognized 
if we are to continue them in our tax structure. 

In submitting our recommendations, we are aware that your committee will 
receive studies from many different groups. We have transmitted such studies 
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previously. Therefore, in this brief we are not including detailed statistical 
analyses because our conclusions are confirmed by the various studies referred 
to and by the findings of your own staff. 

With this preliminary statement, we are submitting for the consideration of 
your Committee the following recommendations: 


TAX REDUCTIONS WHICH REFORM THE TAX SYSTEM 


In determining what taxes should be first reduced, it is important to bear in 
mind the distinction between a reduction of taxes which reforms the tax system 
and a reduction in taxes which simply reduces revenue. 

It has been the experience of the Treasury that every time there has been 
a material reduction in surtaxes it has stimulated business and brought about 
an increase in taxable income which has made up all of the loss in revenue from 
the higher incomes. 

A reduction of the lower brackets in itself means no increase in taxable in- 
come. A man with a $5,000 salary does not carry funds in productive invest- 
ments, and a reduction of his taxes does not, therefore, create additional income. 
A reduction in the surtax, however, increases the amount of capital which is put 
into productive enterprise, stimulates business, and makes more certain that 
there will be more $5,000 jobs to go around. It seems to us quite clear that 
a man with a $5,000 job is primarily concerned with keeping his job. What we 
mean by tax reform is to make more of these jobs. 

Let us illustrate how the order of tax reduction affects the amount of tax 
reduction. Reform should come first. Suppose that the total surplus available 
were $1.8 billion and, except for the effect of the tax reduction, no change need 
be expected in governmental receipts and expenditures in future years. In other 
words, if there were no tax reduction there would be a continuing surplus each 
year of $1.8 billion. Now $1.8 billion is about what we get from domestic alcohol 
taxes ($10.50 per gallon). Assume we left the high surtaxes untouched and 
abolished the alcohol taxes. The Government will lose $1.8 billion of revenue. 
There is no stimulation of taxable income by such reduction. There would be no 
surplus in subsequent years and no further tax reduction. Suppose, however, 
we reversed the procedure and first reduced the surtaxes to a figure which, based 
on previous returns, would indicate a loss of $1.8 billion. The effect of this reform 
would be to stimulate the creation of additional taxable incomes, and therefore 
the collection of substantially as much revenue under lower rates of surtax as 
under the existing rates. In other words, in a year or so the revenue would 
be restored, there would again be a surplus of $1.8 billion a year, and the alcohol 
taxes could also be eliminated. So, if the taxing system is reformed first, you 
can have two tax reductions. If revenue is lost first, you can have but one tax 
reduction. 

What we should try to do in our taxing system is to get the lowest rates 
of tax consistent with adequate revenues. We want not only revenue today, but 
sources from which we can get revenue in the years to come. The point at 
which the most revenue can be derived with the least disturbance to business 
is one which cannot be determined with certainty in advance, but at best it 
must be the result of experience. All past experience proves it is greatly lower 
than the present confiscatory rates. 

It should be remembered that this loss of $1.8 billion in the first year becomes 
much less in succeeding years. It is a loss on personal income taxes. It does 
not take into account the greater prosperity of corporations through the stimula- 
tion of business by tax reform in the personal taxes. In fact, such a reform 
will insure the source from which we expect to get our revenue in the future. 


CONSTITUTIONAL LIMIT ON TAX RATES MUST BE IMPOSED 


Most of the complaints this association has been receiving are aimed directly 
at the confiscatory rates permitted under the 16th amendment. The taxpayer 
has no constitutional right to any allowances which will reduce gross income. 
Such deductions are mere matters of legislative grace and may be withdrawn 
any time at the will of Congress. 

This association in 1938 inaugurated a campaign to secure an amendment to 
the Federal Constitution limiting the power of Congress in peacetime to impose 
taxes on incomes, inheritances, and gifts to a maximum effective rate of 25 
percent. This campaign follows the procedure outlined under article V of the 
Constitution. Under that procedure 31 State legislatures have already adopted 
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our joint resolution petitioning Congress to call a convention or submit an 
amendment to the State legislatures for that purpose. In addition, one branch 
of seven more State legislatures has adopted the joint resolution. 

In suggesting this limitation upon the taxing power of Congress, an action 
was proposed which should have been taken when the 16th amendment was 
adopted. It is no different in its effect than the limitation which many State 
and local jurisdictions impose upon the taxation of real property and other 
tax sources. 

Your committee and other congressional committees have been supplied a 
wealth of data bearing on this program. Therefore, we are merely summarizing 
several of the distinct advantages of such a limitation. 

1. It deprives the Federal Government of the power through taxation to de- 
stroy the American system of local self-government by concentrating all power 
in Washington and thus rendering the States subservient to that all-powerful 
central government. 

2. It will increase the national wealth and over a period of years the Govern- 
ment’s revenue from taxation. 

8. It will deprive the Federal Government of the power through unsound and 
confiscatory taxation to destroy our system of private enterprise. 

4. It will compel the Federal Government to measure its spending by the 
amount of revenue collected and thus to live within a reasonable budget. 

Six bills designed to make effective this tax limitation proposal are now pend- 
ing in the House Judiciary Committee. We urge that your committee lend its 
support to these bills and ask for early and favorable consideration. 


REDUCE MAXIMUM RATE OF INDIVIDUAL INCOME TAX 


There is general recognition now that the rates of this particular tax have 
passed the point of diminishing returns. This is particularly true in the upper 
brackets where the total amount of income remaining after taxes is now so small 
that it has brought about nearly complete elimination of income incentives to 
work and investment. 

Published statistics over the past 35 years show that when surtax rates are 
lowered, there is a sharp increase in the percentage of total income paid by 
recipients of large income, and that the converse is true when surtax rates are 
increased. In other words, in the long run excessively high surtaxes do not 
produce revenue but simply drive large incomes out of existence. 

Aside from the injustice and impairment to personal incentives involved in 
imposing these high rates in the upper brackets, the revenue from this source is 
comparatively small. If all personal taxable income of $25,000 a year and over 
were confiscated by the Government, the amount would be sufficient to pay the 
current running expenses of the Federal Government for only about 10 days. 

The recent experience in Great Britain has brought forcibly home this point. 
This British experience should be a danger signal and a dire warning that we 
are traveling down the same road. 

We have received positive assurances from many of our members, based on 
their close daily contact with investors and potential investors, that the enactment 
of a 50-percent ceiling would be a tremendous incentive and stimulus to many 
people to enter into venture capital undertakings and risks which they are now 
shying away from on account of present prohibitive higher-bracket tax rates. 

To continue the present rates would be not only unwise but also harmful to 
the economic welfare of our people. We have stepped up our tax rates to a 
point where they threaten to smother risk enterprises. We could hardly have hit 
upon a more effective means of smothering risk capital if we had deliberately 
tried. This is one of the most basic economic problems of our time. 

It was universally recognized that the corporate excess profits rates of 85 
percent could not be imposed except during wartime and that such rates in 
peacetime would destroy the business on which they fed. However, the same 
persons who concede that corporate income could not be taxed at 85 percent 
insist that individual income must be taxed at that rate—or even a higher rate. 

We submit that a range of tax rates from 15 to 24 percent should more than 
satisfy any reasonable concept of government for, by, and of the people. Can 
any government of free individuals justify proper and equitable benefits to its 
solid corps of middle-income citizens at an average rate of over 25 percent or a 
top rate over 42 percent. We urge you to realistically consider the fact that 
since our association embarked on the program of 25 percent limitation, 31 State 
legislatures have memorialized Congress for a constitutional amendment. As 
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many as 82 percent of our citizens in various polls have said that government 
should be required to function within such a limitation. 

It is a terrible tragedy that today, in order to protect a possible 1 percent of 
the total Federal revenue, we continue to impose venture-destroying prohibitive 
tax rates reaching 91 percent. 

We suggest that very little has been said as to the inevitable increase in 
revenue which is stimulated by the incentive to increase income which has so 
long been bottled up by the apathy inherent in confiscatory tax rates. Revenues 
do exceed estimates when rates are lowered. 

We are not unmindful of the fact that immediate revisions of tax rates must 

be gradual and not upsetting and submit that the Sadlak-Herlong bills (H. R. 
6452) provide a proper and reasonable approach to the ultimate constitutional 
limitation of tax rates. There are estimates that this program over a 5-year 
period will add up to $15 billion in tax relief, with every taxpayer benefiting. 

Of the estimated relief to individuals envisioned in these bills, the authors 

| (both members of your committee) state 60 percent of the savings will be applied 

to brackets up to $6,000; 79 percent of the savings will be applied to brackets up 
through $16,000 to $18,000; 6 percent of the savings will be applied to brackets 

; over $50,000. 

; Therefore the benefits will be supplied to our technical, professional, and ad- 

) ministrative talent, together with the important investors of risk capital, par- 

i ticularly in small business with the present requirement of $12,000 to $15,000 of 

eapital for every productive job. Is there reason to question the advantages of 
this recommendation? Is there anything of more import that deserves the 
immediate consideration of this committee and the entire Congress? 








SOME FALLACIES ABOUT INCOME TAXES 


| Legislators for some reason difficult to understand have relied to a fantastic 
} degree upon an income tax to supply needed revenue. That tax now provides 
between 80 percent and 85 percent of all Federal budgetary receipts, but there 
are certain fallacies that have made this phenomenon possible. 

The first of these is the fallacy that individual income and corporate profits 
are simply so much spending power, and that any surplus above requirements 
for current expenses may be siphoned off with impunity so far as the economy 
is concerned. This belief ignores completely the importance of saving as a func- 
tion of income. It is this saving that is the basic element in capital formation, 
the most dynamic single force in the system that we know as private capitalism, 
or private enterprise. 

The second fallacy is that frequently embraced by many persons who see it 
as the crowning moral glory of our system of democracy, but which is advocated 
even more frequently by those who realize all too clearly that it would be 
basically, and in the long run fatally, incompatible with such a system. That is 
the doctrine of equality of income. If equality of income were the best method 
of improving the condition of the less fortunate members of society, then this 
thesis would at least be arguable. However, the best way yet developed for 
achieving better living standards for the many is not by leveling down the higher 
incomes, but building up the lower through the time-tested sequence of saving, 
investment, and increased production. The most conclusive evidence of this 
truth will be found in the economic and social history of the United States. 

The third fallacy deals specifically with the rising emphasis on corporation 
income taxes. This is usually advocated by the most demagogic representatives 
in the various Government organizations. They go on the naive assumption 
that “an impersonal levy can be placed on the profits of a soulless corporation, a 
levy which would be neither a sales tax nor a tax on wages nor a double tax on 
the stockholder.” 

Obviously, this is impossible in any real sense. A corporation is nothing but 
a way of doing business. Taxes on corporation income must be paid by one or 
more of the people who are parties at interest, either as customer, as employee, 
or as stockholder. A corporation is merely an abstract idea in a concrete form, 
and as such can pay no taxes. 


CORPORATION INCOME TAX MERELY A HIDDEN SALES TAX 


Of course the Government has to collect taxes and business must pay its fair 
share of those taxes, but let us remember that Government does none of the 
; work, provides none of the tools, takes none of the risk and stands none of the 
losses. Therefore, When Government taxes 30 percent of the earnings of a 
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$25,000 business it is laying a very large tax on a very small enterprise—a tax 
which will prevent growth, destroy the business, and discourage others from 
going into business at all. 

That in itself is dangerous enough, but when the Government takes 52 percent 
of your earnings—it is no longer taxing you—it is muscling in on your business. 
To be realistic, the Government must face up to the fact that its so-called 
corporation tax is nothing more nor less than a hidden sales tax which is con- 
cealed in the price of everything we buy. 

There is the real reason why so many of our politically minded economists 
denounce a direct sales tax and demand still higher levies on our corporations. 
Only in this way can they place on business the blame for these enormous taxes 
which are, of course, the sole responsibility of Government. 

That is why these taxes must be kept hidden. That is why no American 
family must ever be permitted to know the exact amount of taxes paid. Today, 
the American people are paying more money in taxes than they pay for all their 
food and shelter combined. Like taxes on individual incomes, the present tax 
rates on corporation incomes are far above any rate imposed prior to World 
War IT. 

Under present law, if a business grows—if it increases its efficiency, its pro- 
duction, and its services to the Nation—the Government says: “‘That’s just too 
bad. It will cost you more taxes.” And if a business does not grow—if its earn- 
ings are just what they averaged several years ago—it still must pay the Gov- 
ernment that 52 percent of its normal peacetime profits. 

Today, the Government is draining away the money business needs to build 
for the future. It is continuing tax policies which destroy incentive. It takes 
away 52 percent of a company’s profit, while it tries to hold prices down. It 
does not allow corporations to deduct fair amounts for depreciation in these 
times of inflation. And it taxes investors so heavily that they lose both the 
means and the incentive to invest enough to keep industry expanding. 

One of the most alarming features and results of heavy taxes on corporations 
is that they encourage businessmen to be extravagant with other people’s money. 
They figure “why worry about spending another few million dollars; if we try 
to hang on to it, the Government will take most of it anyway.” This naturally 
works against Government, investors, customers, and employees. 

Of course, taxes are essential. The Government should collect enough to 
balance the budget, after cutting out all unnecessary spending. And let’s not 
kid ourselves; all taxes are paid by the customer in the end. But it does make 
a big difference how these taxes are applied. Heavy taxes on profit work 
against themselves. They penalize success. They discourage business from 
serving customers better and providing more and better jobs. They actually 
dry up this source of taxes. 

The estimated relief to corporations under the Sadlak-Herlong bill, except for 
the very small units, is emphasized in a reduction from 52 percent to 42 percent 
total of both normal tax and surtax. May we remind you that taxable corpora- 
tions are purely functions to accumulate capital for a business enterprise that 
represents millions of stockholders. Any other representation of such a function 
is a gimmick of politicians or of lunatic fringes to produce scapegoats. In order 
to attract investment (which is to say in order to live) a corporation must 
produce a fixed percentage of net profit after taxes. Therefore, all taxes must 
be considered as a cost to be included in the selling price. High tax rates, 
therefore, become another basic cause of inflation. Further, inasmuch as divi- 
dends are taxed twice, net profits must be twice as attractive. It is indeed 
paradoxical that Government screams for free trade on one side of its mouth 
and on the other negates the opportunity for meeting international competition 
by maintaining confiscatory tax costs. os 

This, of course, is not all. Every year brings a new set of regulations 
desperately designed under the pressure of so-called loopholes. No human 
being can even interpret all of today’s regulations. All corporations justifiably 
strive for tax avoidance in every business decision. A growing profession exists 
for the sole purpose of extracting profits from loss operations and bankruptcies 
through tax benefits. Let us not increase these opportunities by making the 
corporate taxes more involved and create a very fine line between tax avoid- 
ance and tax evasion. Rather let us concentrate on simplification. Certainly, 
the Sadlak-Herlong recommendations by the reduction of rates will eliminate 
en troubles as the impact of taxes on business decisions decreases as the rates 

rop. 





eee 





540 GENERAL REVENUE REVISION 


CORPORATE TAX IS SQUEEZING SMALL BUSINESS 


A recent study title “Effects of Taxation—Corporate Financial Policy” shows 
clearly that the effect of our present taxes on personal and corporate income 
is to restrict and even penalize business growth. This study represents facts 
and data collected in interviews with 175 business and financial executives, plus 
additional data collected through security dealers and small-business associa- 
tions. Here is how the high corporation tax has really become a growth tax: 

1. Expansion cannot yield an adequate return on new investment unless earn- 
ings before taxes are very high—higher than they are likely to be in any period 
except a real boom. For example, with a 52 percent corporate income tax, an 
investment in new equipment must yield 31 percent before taxes to offer a 15 
percent return; in other words, a 3-year payout. Where are you going to find 
many projects like that? 

2. If a growing company has new products to market where it can earn a 
high return, it may not be able to raise new equity capital to finance this ex- 
pansion. Its stock must sell in competition with stocks of estabiished com- 
panies. And because security prices generally have been held down by the high 
tax on corporate earnings, new stocks are doubly hard to sell. 

8. The difficulties of small companies needing outside capital are com- 
pounded by the high personal income tax. In order to get an attractive dividend 
return on money put into new stock, high-bracket investors must buy that stock 
at prices often below the net asset value. Otherwise, the return after corporate 
and personal taxes at anything like present rates is insufficient. Under these 
circumstances, the idea of raising new capital is usually dropped. 

4. Besides, it has become increasingly difficult for a business to finance expan- 
sion out of retained earnings, as corporation tax rates have been pushed over 
50 percent. The special taxes on undistributed profits, section 102, have made 
this problem even worse. 

The high corporate tax rate has been an incentive of the strongest kind to 
sell, merge, or liquidate a business as it reaches the profitable stage. This study 
makes clear that the number of businesses deliberately started, recapitalized, 
with this point of view is much greater than commonly realized. In many cases, 
capital is obtainable only from persons, who, because of their high personal 
income tax liability, are interested only in making capital gains. 

The implications for free enterprise of a tax system which encourages people 
to concentrate on the best way to sell a company rather than the best way to 
make it grow, are foreboding indeed. Carried to an extreme, and we may not be 
far from the extreme now, this would mean that all industrial expansion would be 
earried out by large established corporations, with no contribution from the 
growth of small enterprises. Nothing could be better calculated to destroy 
initiative and invite Government regulation of the large firms where growth is 
concentrated. 

Congress would do well to become mindful of the fact that our industrial 
strength was not built by companies formed for the purpose of selling out. They 
should look beyond the revenue-producing aspects of their lawmaking and con- 
sider the broad economic effects. 

The hardship today is the difficulty of getting money for expansion—either . 
out of retained earnings or new capital issues in the face of today’s rates. Today 
many companies must double their sales or better to maintain their normal net 
profit. This takes more working capital—and the present tax structure doesn’t 
allow them to keep it out of earnings, creates great obstacles to their getting it 
from investors, and actually dips into their working capital to make them pay 
their taxes. 

How does a company keep its equipment up to date if working capital needs 
eat up all its profits and depreciation reserves? Suppose it buys a machine, 
depreciable in 10 years, with 3-year notes. At a 52-percent tax rate the machine 
has to earn about 58 percent a year before taxes to pay out in 3 years. 

Then when a man is successful in navigating a business through today’s pit- 
falls and wants to ease off and provide for his family, he finds himself squeezed 
again between the income tax and the estate tax. 

Washington tax policy today is to soak the wicked corporations to the limit the 
traffic will bear. Perhaps that is sound psychology, or good politics, but it just 
may possibly be bad economics. 

When the United States gets back to a normal economy, minus the artificial 
boom created by defense production, it will have a serious problem—the problem 
of finding jobs for a growing population. That means new plants—and the peo- 


GENERAL REVENUE REVISION 541 


ple with capital willing to risk their money on such plants. If taxes discourage 
risk capital, there won’t be any new plants. 


TREND TO CORPORATE DEBT FINANCING SHOULD BE REVERSED 


American corporations are resorting to bond financing on a scale never equaled 
before. The striking aspect of this rapid expansion of corporate debt is that it 
is not taking place among public utilities or other regulated industries, as was 
the case in the past. The chief part of the rise in corporate debt financing has 
taken place among manufacturing enterprises. 

It is surprising that this sharp expansion in corporate debt did not occur 
earlier. For some time, our tax laws have put a high premium on debt as opposed 
to equity financing. Interest paid may be deducted from taxable income, whereas 
dividends on preferred and common stock must be paid out of income after taxes. 
The higher the tax rates on corporate income, the more attractive debt financing 
becomes. . 

Another factor favoring bond financing has been a great increase in the flow 
of savings into financial institutions. Generally speaking, these institutions 
favor bonds for investment. Hence, it has been much easier, as well as cheaper, 
to sell bonds to raise new capital for expansion and other purposes. 

In addition, where peoples’ savings are invested directly, they are now held 
in the form of Government bonds to a much greater degree than they were a 
generation ago. As a result, a good part of our savings have been transformed 
almost as effectively into Government debt as if we had embarked directly 
on a program of forced savings, accepting in return Government promises to pay. 

The attitude of many business managements is also changing. As capital 
requirements have expanded, it has become increasingly difficult to resist the 
temptation of tax advantage, low cost and ease of effecting debt financing. All 
this brings with it another problem. One of the basic questions confronting 
American corporations of the future will be the extent that the heavy debt now 
being incurred shall be paid off, whenever a decline in new capital require- 
ments or easier equity financing will make this practicable. 

Industries that have resorted to bond financing on a large scale in the past— 
notably the railroads and hotel properties—have lived to regret such practices. 
They found that when earnings decline and capital market conditions become 
adverse, a large bonded debt may become embarrassing. Default among railroads 
became quite common in the 1930’s, when some 40 percent of the railroad mileage 
of the country underwent reorganization at one time or another and more than 
80 percent of the hotels. 

On the other hand, there will be arguments against rapid or extensive debt 
reduction in many cases. It will be argued that tax benefits will be lost and that 
sinking funds and long-term maturities will lighten the refunding problem. 

The greatly increased resort to bond financing calls for close watching by all 
concerned with the soundness of the financial structure of American enterprise. 
Should this trend persist it will have important consequences both for business 
and for investors. Of course this picture could be changed entirely by the proper 
revision of our tax laws which would encourage equity financing rather than 
debt financing. 


DOUBLE TAXATION OF CORPORATION INCOMES IS INDEFENSIBLE 


Little argument is needed to demonstrate the injustice of taxing corporate 
profits at a high rate and then taxing, also at a high rate, what remains of such 
profits when paid out as dividends. 

Both as the foundation of free government and as the basis of industrial and 
economic progress, it is a cardinal principle of taxation that levies should fall 
equitably on all citizens. Conversely, it is contrary to democratic ideals and 
inconsistent with the Nation’s welfare to tax some citizens only once and other 
citizens twice on their incomes. However, this inequality actually exists in the 
double taxation of corporate dividends. A tax is imposed once on the amount 
of the dividend as part of the corporation income before it is distributed, and a 
tax is imposed again when the dividend becomes the income of the stockholder. 

This double taxation discriminates against those who derive their income from 
incorporated businesses, in contrast to those whose income is received from 
identical or similar enterprises not incorporated—businesses individually operated 
or partnerships. There is no ethical or logical reason for this differentiation. 
In reality, a corporation is merely an organization of numerous partners—inactive 
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partners, it is true—who leave management to executives of wide experience. 
Even in smaller partnerships all members do not participate actively in the direc- 
tion of business affairs, entrusting such administrative functions to a few able 
men; in a large corporation, the thousands of stockholders are similarly silent 
partners. And, as in a partnership, the profits are divided—even though in a 
far larger number of portions than in a partnership which comprises fewer 
members. The stockholding partners are far more numerous for the reason 
that, in greater numbers, they can contribute far greater capital and, when there 
is need for huge investments, only such large aggregations of stockholders can 
supply the monetary requirements. Otherwise, the same expectation of profits, in 
dividends or similar distribution, prompts investors to risk their funds in all 
business enterprises, unincorporated or corporations. They should fare the same 
when their shares of the profits are apportioned. 

The indifference to this plight of the stockholders often stems from the mis- 
conception that corporations are owned by a small group of wealthy capitalists. 
Nothing is further from reality. The large corporations belong to millions of 
small investors. They are average Americans—men and women, self-supporting 
girls and widows, farmers and white collar workers, artisans, and professional 
men—contributing their savings and inheritances to the common fund of the 
corporation, thus providing capital for manufacturing plants, department stores, 
railroads and a vast variety of industrial and commercial activities. 

Particularly numerous are the women who own corporation stock and the 
hardship from such a tax policy probably bears more heavily on them than any 
other single group. A recent study shows that there are over 800,000 women 
stockholders in 5 of our large corporations. They are merely representative 
of hundreds of other companies in which large numbers of women have invest- 
ments and from which they derive income doubly taxed. In the five companies 
referred to women represented from 45 percent to 50 percent of the total cor- 
poration stockholders. 

How does double taxation affect these women? A simple concrete example 
will illustrate: Widow Smith, left corporation stock by her husband, awaits 
eagerly her semiannual or quarterly dividend check payable to her out of the 
profits of the company. But those corporation’s earnings have been taxed and 
her share has thereby been reduced. Now the check is in her hands. But not 
all of it is hers; she must return part of it in taxes, since the dividend hecomes 
part of her own taxable income. Thus the buying power of Widow Smith and 
millions of other stockholders is reduced; their diminished purchases reduce 
demand for the products of mills and factories; as a result these manufacturing 
plants need fewer workers, earn smaller profits. The Federal Treasury, in tax- 
ing a second time the share of corporate earnings coming to the stockholder as 
dividends, actually loses potential taxes which it would have obtained from the 
increased earnings of industry if the extra dividends were left in the hands of 
stockholders to spend on manufactured products. 

In the very shadow of the Capitol itself reside the widows of many former 
Members of Congress. Their husbands provided what they thought would be 
ample income for the remainder of their lives, but with the present high indi- 
vidual and corporate income taxes and the double taxation of corporate earn- 
ings, these widows have now found that they are unable to maintain even the 
modest scale of living they expected after their husbands’ deaths. Many of them 
have doubled up in taking small apartments in neighboring apartment houses 
and family hotels. A few steps across the street from the House and Senate 
Office Buildings will verify these statements. 

American industry and economy suffers in other ways from the double taxation 
of dividends. The twofold taxation of corporate earnings—the stockholder’s 
share of profits in the company in which he has invested his savings—discourages 
investment in new business ventures and in the expansion of existing enterprises. 
What incentive is there for the investor to buy common stock subject to two levies 
when his income on bonds is taxed only once? Thus, instead of equity financing, 
corporations must turn to debt financing, a system which all economists regard 
as undesirable and fraught with danger to our national economy. 

Thus, not only is the double taxation of dividends unfair to the stockholders, 
but its impact upon the Nation’s financial structure is of vital concern. Indus- 
trial activity is curtailed; sources of taxable profits are stagnated; venture 
capital investments are discouraged and debt financing made the alternative. 
The recipients of dividends are penalized for risking their savings in stock; 
instead of shareholding investors the corporation becomes a debtor of bond- 
holders. The Treasury exacts the second tax on dividends and loses potential 
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taxes on a multitude of manufacturers, processors, and distributors of products 
which the stockholders would buy. 

If Congress were able to start from scratch and plan a Federal tax system 
designed to interfere as little as possible with the flow of risk capital into job- 
making investments, it certainly would not suggest that the return on such capital 
be subjected to the kind of double-tax liability that it now bears. 

We would suggest a review of the effects of this double taxation on recent 
risk capital financing. We refer to the sale of 2,269,050 shares of common stock 
by the Gulf Oil Corp. on January 2, 1948. In approximately 1 month (February 
10) Gulf Oil received $55 million less for its stock than the market said it was 
worth on January 2. The decline of this stock pulled down all the other oil 
stock—in spite of the fact that the entire oi] industry was earning at the highest 
rate in history. The Texas Co, and Cincinnati Gas & Electric Co., old established 
companies, had similar experiences. In January 1949 the Bethlehem Steel Corp. 
did successful common-stock financing, but the company received over $20 million 
less than book value for it, meaning that every share of old stock was diluted. 

The American Telephone & Telegraph Co., whose common shares are widely 
owned by trust accounts, small investors, and employees, was faced with urgent 
expansion to meet public necessity. It had to increase the debt of its system 
from about $1,200 million to about $3,825 million. 

Let us assume that in an investment of $100,000, a common stockholder’s share 
of a particular corporation’s profits is $10,000. Under existing tax rates over 
50 percent will go to the Federal Government as corporate taxes (plus State 
income taxes in many cases). Assuming the remaining $5,000 (or less) is all 
paid out in dividends, the stockholders will retain under $1,250 if he is in the 
75 percent tax bracket. Therefore, instead of a 10 percent return on investment, 
his net return is under 1%4 percent. As a result, potential investors too often 
find it wise and, in fact, more profitable to invest their savings in 2-percent tax- 
exempt State and local government bonds. But a progressive society very much 
needs the new industry and employment which risk-taking investment provides. 

As pointed out previously, a disturbing consequence of high taxation is the 
discrimination against expanding business. Small business customarily depends 
on earnings to expand. Heavy taxation, therefore, cuts off small business at 
the grassroots. The continuous buffeting by high taxes turns into an unequal 
struggle with the result that too many small businesses give up and close shop. 

This country needs the industry, incentiveness, and ingenuity of small business. 
These small businesses are the lifeblood of Our competitive economy. They 
create new jobs, more production and a higher standard of living for all the 
people. By continuously challenging the position of established business, they 
are an important guarantor of effective competition and all its benefits. High 
taxation threatens to put an end to this. 

On this subject Senator George, chairman of the Senate Finance Committee, 
in a published interview, had this to say in 1949: 

“The law should be changed to allow a credit to the individual stockholder 
for taxes already paid by the corporation. As a starter, we should provide 
a credit of a certain percentage, say 10 percent or perhaps 16.6 percent, the 
amount of the first-bracket individual income tax. Ultimately we should exempt 
dividends from taxation completely.” 

In accordance with the views expressed by Senator George, we suggest that 
the long-range objective should be to exempt dividends from taxation completely. 
As a first step in that direction, the more immediate objective should be to 
secure for individual taxpayers the right to deduct, in computing their taxable 
income, 10 percent of all dividends they receive on common stock. 

The law already allows a credit of 85 percent for intercorporate cash divi- 
dends, and thereby recognizes the unfairness of subjecting the same income 
to double taxation. The same consideration of preventing unfair double tax- 
ation demands that individuals should receive a tax credit for dividends received 
by them. The 10 percent credit urged here is a very modest beginning in the 
direction of remedying this grossly unjust imposition of double taxation. 


TAXATION OF CAPITAL GAINS 


The long-range objective should be to abolish entirely all taxes on capital 
gains. At the present time capital gains are not taxed by any major world 
power except the United States. We have pointed out repeatedly that capital 
gains do not represent income in the true sense, and the so-called income tax 
on capital gains is in reality a capital levy. 
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A capital gains tax is economically unsound because every owner of property— 
a farmer, a house owner, an investor, pays it out of capital and not out of in- 
come. Taxes should be paid only from production. To levy a tax on capital 
gains tends to dry up the flow of capital. 

If capital gains are to be treated as income for tax purposes—as they now 
are—then justice demands that capital losses should be permitted as a deduction 
from income, of whatever character it may be. In short, capital gains are either 
income or they are not income. 

As an immediate objective we recommend— 

1. The rate of tax on long-term capital gains should be reduced to 10 percent. 

2. The holding period should be cut to 3 months. 

8. The amount of capital loss which may be deducted each year by an indi- 
vidual taxpayer should be increased to $5,000. 

The last important revision according favorable treatment to capital gains 
was made in 1942. In that year the American Taxpayers Association, Inc., 
sponsored a bill which was introduced in the House by the then whip, Repre- 
sentative Boland. Under that bill the holding period would have been abolished, 
a flat rate of 10 percent on capital gains would have been prescribed, and a 
3-year carryover of losses would have been permitted. 

The 1942 revision of the tax resulted in a sharp increase in the amount of 
revenue collected by the Treasury Department. 

Early in 1950, an amendment to reduce the holding period from 6 months to 
3 months passed the House and was reported favorably by the Senate Finance 
Committee. Unfortunately, the outbreak of war in Korea prevented further 
consideration by the Senate. Senator George is quoted in an interview as be- 
lieving that the sale of an asset should be designated as a long-term capital 
— if the asset was held for 3 or perhaps 4 months instead of the present 6 
months. 

The liability for this tax becomes a matter of voluntary action on the part 
of the taxpayer. That is, he must sell the capital asset. His willingness to 
sell the asset is naturally largely conditioned by the amount of taxes. 

The restraining effect on selling exerted by the holding-period provision of 
the law is equally marked. At present, it is extremely unusual for any stock- 
holder who is not in the lowest tax bracket to accept a profit until the long- 
term holding period has elapsed. Therefore, the average stockholder at pre- 
sent is precluded from incurring a liability to the tax more than twice a year. 
To shorten the holding period would increase the frequency that the tax could 
be collected, and thus increase the yield to the Government from the tax. As 
a consequence, it can be confidently asserted that a sure way for the Government 
to om the yield from the capital gains tax would be to shorten the holding 
period. 

Except for the capital-gains tax, every tax is inevitable. The taxpayer has 
no options. He must pay. But an investor may have a paper profit and refuse 
to sell because the capital gains tax rate is too high or the holding period too 
long. On capital gains the taxpayer does have an option. He may be coaxed 
but cannot be compelled to realize gains or to pay taxes. Capital gains is utterly 
different from income. 

Bankers from Holland, Belgium, France, and Canada explained to the House 
committee in 1942 why those countries had no capital-gains tax. American 
bankers and business leaders presented by this association confirmed their state- 
ments. (See hearings in 1942.) 

The capital-gains tax also accentuates booms and busts in the market. If 
owners have considerable gains in securities, they cannot sell without paying 
25 percent tax on the gain after the security has been held 6 months. The result 
is that they are reluctant to sell. This lack of sellers drives the market higher 
and faster. And the very fact that a security goes up too fast, draws more buyers 
into market, thus forcing it still higher. When the market starts down, there 
is always a wave of selling that drives the market too low. 

A low rate and a short holding period will encourage profit taking, increase 
revenue, check too rapid rise, encourage buying at low prices and thus lay the 
basis for subsequent capital gains and thereby stabilize the market. 

Furthermore, frequent realizing of short capital gains would increase Treasury 
receipts from both transfer taxes and income taxes. 


| 
| 
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PENALTY ON UNDISTRIBUTED EARNINGS 


Since the recent activity of the Bureau of Internal Revenue in checking cor- 
poration returns and supjecting corporate earnings to penalty taxes for failure 
to distribute them in dividends to stockholders, it would seem to be in order 
for the committee to study this situation and possibly make additional changes 
in section 102 of the Internal Revenue Code. 

The directors of corporations obviously are in a much better position to ascer- 
tain and determine the requirements of the corporation for plant expansion, 
improvement, development of new products, and provision for meeting outstand- 
ing obligations, 

The present situation is unhealthy. Directors are more capable of determining 
a company’s needs than a revenue agent could possibly be. In the interest of 
justice the penalty tax should apply only to the portion of the undistributed net 
income which the Bureau rules is unreasonably accumulated; and, lastly, divi- 
dends paid within 75 days after the close of the taxable year may, at the tax- 
payer’s election, be deducted in computing section 102 net income for such year. 

The tax law imposes a special tax and rates up to 38% percent on accumulated 
corporate funds adjudged to be in excess of the reasonable needs of the business. 
The chief purpose of this provision is stated to be the prevention of closely held 
corporations from accumulating funds rather than paying dividends, in order 
to save taxes for stockholders. 

This provision often places pressure on corporations to pay dividends when 
normal business prudence would require plowing back the funds into the company. 


AVERAGING PERSONAL INCOMES 


It is our understanding that the staff of your committee and the Treasury staff 
have been studying the problem of fair taxation of fluctuating incomes received 
by individuals. Many hardship cases could be cited where an averaging of the 
income received in different taxable years should be permitted on the ground 
of equity. 

We advocate such tax practice, but we are not offering specific recommenda- 
tions on this subject until the studies referred to have been completed. We will 
be glad to submit to the committee case histories that have come to our attention 
which would seem to justify more equitable treatment of personal incomes in 
this category. 


DISCRIMINATION AGAINST SINGLE TAXPAYERS SHOULD BE CORRECTED 


Since 13 States had in effect the “community property” system under which 
income and property acquired after marriage was considered the “community 
property” of both spouses, Congress decided that the discrimination which 
existed against the 35 other States should be removed and the spouses in all 
States should be permitted to divide their combined income between themselves 
for the purpose of computing the Federal income tax and then file joint returns. 

This is permitted even though one of the spouses has no income of his or her 
own. Obviously, this is a discrimination against the unmarried taxpayers and 
we strongly urge that measures be adopted by Congress to remove this unfair 
discrimination as soon as possible. The loss of revenue resulting from such a 
needed change would be inconsequential. 


ESTATE AND GIFT TAXES 


In 1925, Treasury Secretary Mellon testified before your committee: “It is the 
opinion of the Treasury that the Federal estate tax should be repealed. The 
reasons for this position have been frequently stated, but I can summarize them 
as follows: There is no logical basis for the Federal Government collecting this 
tax. The right of inheritance is controlled by the States and the Federal estate 
tax is based only upon the theory that to transmit property by death is the 
exercise of a privilege which can be made subject to taxation, just as we might 
levy a tax on the privilege of selling property. The States alone control inheri- 
tance. I raise this point simply to show that the tax is one belonging to the 
States and not to the Federal Government.” 

He added: ‘“‘The States need every source of revenue available. In the majority 
of States the Federal tax directly decreases the property which the State can tax. 
The result must be that ultimately values are destroyed and with them the source 
from which the States must take revenue.” 
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Mr. Mellon stated further: “It seems to the Treasury that the gift tax should 
be repealed. If the gift tax is supposed to supplement the estate tax, it presents 
a peculiar inconsistency of reasoning. The estate tax is advocated to break up 
large estates. 

“The necessary result of the gift tax is to keep property intact; that is, to 
prevent the owner of property giving it away. It is entirely proper that a 
wealthy man should distribute his property among his children in order that 
while he is still alive he can advise them. It is in his interest, in the interest of 
his children and of the community generally, that such distributions be made. 
They were made long before any income tax or estate tax law was passed, and 
they will continue unless prevented by tax. Like a great many other artificial 
restraints and inequalities now in our taxing law, if the surtaxes were reduced 
to a moderate rate the excuse for the gift tax would disappear.” 

The present Federal estate tax represents a real tax on capital, and such a tax 
is necessarily unsound and unscientific, because it tends to defeat itself as a 
revenue producer. We submit that the revenue-producing ability of a tax is the 
only basis for its enactment or retention by the Federal Government. In addi- 
tion, it cannot be questioned but that such a tax destroys initiative. 

A man who is devoting his energies to create an estate which will be liquid 
enough to sustain the enormous burden of such a tax upon his death cannot use 
his wealth in the development of new industries. We feel this tax is unsound 
for the same reason we would feel that a businessman who borrows from a bank 
in a crisis would use poor judgment if, after the crisis passed and his earnings 
were satisfactory, he sold a productive part of his plant and reduced his earning 
power. In other words, he is selling his seed corn for cash. 

The uncertainty of yield of the tax is another reason against its usefulness 
as a part of the permanent fiscal policy of the Federal Government. No form of 
tax is absolutely settled in its yield, but we believe that one element of a satis- 
factory form of taxation is a reasonable degree of certainty of yield. It is 
conspicuous by its absence in the case of the Federal estate tax. 

The present law provides for a percentage credit of the amount of the Federal 
taxes for inheritance taxes paid to the State domicile. However worthy be its 
purpose, this operates to coerce the States into enacting inheritance tax laws 
of a sufficient severity to make use of the credit. So that its purpose becomes 
frankly one not of production of revenue for the needs of the Federal Govern- 
ment but a club to control State policies on matters of inheritance taxation. 

The tendency is drifting toward a centralization of the control of State pol- 
icies in the hands of the Federal Government. To the extent that the Federal 
Government needs revenue, they are welcome to all the sources of revenue that 
are open under the Constitution, when they need it; but we feel that they 
should not use it for the sake of forcing uniformity out of States that may have 
very good and sufficient reasons for having their own particular types of raising 
revenue and their own methods of arriving at a solution of their fiscal policies. 

We appreciate that there may be two sides to the question as to the desir- 
ability of having a superstate, if you like, and the States as political subdivisions 
thereof; but until the Constitution is amended to that effect we feel that the 
spirit of the Constitution should prevail, and that if the change is to be made 
it should be done by a frank decision on an issue clearly stated, rather than by 
this roundabout and more indirect method. 

Congress has no authority to accomplish by indirection, through the instru- 
mentality of taxation, social reforms in the several States, power to do which 
was not directly conferred. In spite of plausible arguments we cannot but feel 
that the real basic reason guiding many of those who, in spite of its relatively 
low yield and superfluous nature, urge the further retention of the Federal es- 
tate tax as a source of revenue is that it tends to bring about a redistribution 
of wealth in accordance with their views as to what constitutes national social 
reform. This is a responsibiliy which the States have not yet intentionally 
conferred on the Federal Government and which a Congress actuated by a 
keen desire to live up to the spirit of the Constitution will be slow to undertake 
until it has been explicitly conferred. 

Actually an inheritance tax by the States is no sounder in principle than 
the same thing on the part of the Federal Government. Still, this battle must 
begin somewhere. Repeal of the Federal law will be a good beginning. This 
is what the country hopes Congress will do. This is the issue upon which the 
House Ways and Means Committee should take action. 

There are two arguments, and only two, in favor of death levies. One is 
based upon the practicality of collection, the other upon the tenets of socialism. 
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Socialistic doctrine favors it because it is supposed to prevent the accumulation 
of large batches of wealth in a few hands. 

Both these arguments are unsound, uneconomic, and in the end, antisocial. 
The mere fact that the Government finds it easier to take a vast slice of a man’s 
property after he is dead and cannot resist does not make the action just or 
reasonable. It is a matter of machinery and machinery has no morals. 

There are substantially none of the reasons which I have given, representing 
our association, for the estate tax which do not apply to the gift tax, except that 
the gift tax is much more easily avoided. It represents a diversion of normal 
transactions. People have made gifts for years. It has been customary for a 
father to make gifts to his children for many years, and it is an interference 
with the natural and normal processes which we believe should be allowed to 
go on the normal way that they have always done, and not in the excitable 
way that they have done in recent years, due to the excessive surtax rates and 
to the high inheritance tax rates. 

The inheritance tax is a capital levy. It is nothing else. The Government 
simply waits until the property owner is out of the way and unable to fight or 
protest. Then it steps in and helps itself. 

This actual wiping out of capital and its earning power is recognized as 
uneconomic. It is recognized as such when there is talk of a capital levy. But, 
by some curious twist, when this capital levy takes the form of an inheritance 
tax the same destruction of capital power is winked at by our lawmakers, 

The people of the country are opposed to a capital levy in theory and in 
practice, but they have found that it exists here under a different name. This 
realization accounts in some measure for the widespread demand for the repeal 
of the Federal estate tax. President Coolidge announced himself in favor of the 
repeal. At that time, also, 32 State Governors signed a protest which was 
presented to your committee. 

Under present laws the tax on the estates of decedents runs to a maximum 
of 77 percent and the tax on gifts to slighly over 57 percent. These rates not 
only seriously impair the incentive to work, produce, and save, but they are 
openly destructive of capital and eventually will destroy accumulations of 
capital necessary for industrial activity and expansion. 

These high rates compel the wealthy to seek comparatively safe, liquid in- 
vestments in order to provide for the heavy taxes that will be imposed upon 
their estates at death, thus further reducing the capital available for business 
ventures which have resulted in the development of this country and the ad- 
vancement of the American people. 

Furthermore, as your committee knows, the amount of revenue from the estate 
and gift taxes is but a small part of the total budget. Assuredly, the harm 
done to the economy by the present high rates is out of all proportion to the 
revenue produced, and cannot be justified by any argument based on fiscal needs. 

We believe the remedy for the entire situation is the abolition of the estate 
tax and of the gift tax at the earliest moment possible—and we believe that 
to be now. We believe in the reduction of the exaggerated income-tax rates; 
the adjustment if desired, but not the abolition, of the lower brackets of the 
income tax, and allowing gifts to take place in the normal fashion in which they 


_ have always been allowed to take place. 


SOCIAL SECURITY TAXES SHOULD BE SEGREGATED 


The social security program should be completely separated from the general 
tax structure and the general expenditures of the Federal Government. The 
receipts from this tax should not go into the general funds of the Treasury 
Department, and the expenses should not be met from the general fund. The 
rates should be fixed so that receipts are held in approximate balance with 
expenditures. 


HIGH EXCISE TAXES STIFLE BUSINESS AND REDUCE REVENUE 


Careful consideration should be given to a return to the status of excise taxes 
existing before 1942. As presently constituted, these taxes enter into the cost 
of goods and are pyramided throughout the distribution system. As a result 
retail prices often are increased far beyond the amount of the tax. Lowering 
excise taxes would result in larger sales of taxed commodities, and, to that ex- 
tent, tax receipts would be increased. This increase would offset much of the 
loss from the reduction in the tax rate. 
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Other witnesses will present to your committee the most convincing evidence 
and conclusive proof that high excise taxes not only stifle business but actually 
reduce revenue. 

An example of how the high excise tax rate is working out is presented in 
the fur industries. One topcoat manufacturer estimated that in New York City, 
the fur center of the Nation, the tax is avoided in 90 percent of the transactions 
in furs. 

There exists a unique and special moral danger in having an excess of taxa- 
tion overly burden one industry as opposed to another. This problem was well 
stated by Special Commissioner of Revenue, David A. Wells, who in 1893 in 
his book Theory and Practice of Taxation, expressed himself as follows: 

“Whenever a government imposes a tax on any product of industry so high 
as to sufficiently indemnify and reward an illicit or illegal production of the 
same, then such products will be illicitly or illegally manufactured; and, when 
that point is reached, the losses and penalties consequent upon detection and 
conviction—no matter how great may be the one or how severe the other—will 
be counted in by the offenders as part of the necessary expenses of their business ; 
and the business, if forcibly suppressed in one locality, will inevitably be re- 
newed in some other. It is therefore a matter of first importance for every 
government in framing laws for the assessment and collection of taxes, to 
determine, not only for fiscal but also for moral purposes, when the maximum 
revenue point in the case of each tax is reached, and to recognize that in going 
beyond that point, the government over-reaches or cheats itself.” 


RETURNS AUDITED BY CERTIFIED PUBLIC ACCOUNTANTS SHOULD BE ACCEPTED BY THE 
GOVERN MENT 


We would like to suggest that income tax returns audited by certified public 
accountants be accepted by the Government with finality as to facts. At the 
outset this practice could be applied to business income—and particularly cor- 
porate income. 

This suggestion presupposes the standing of the certified public acountant 
who examines the records and makes the report to the Bureau of Internal Reve- 
nue. Opinions of CPAs on corporate income statements are commonly relied 
upon by banks, credit grantors and investors. They are accepted by the SEC 
and stock exchanges. They are used as a basis for discharge of contractual 
obligations requiring income determination. Occasionally they have been used 
in settlement of wage negotiations between unions and employers. CPAS are 
accustomed to the role of independent fact finder and to the presentation of 
reports to be used by parties with conflicting interests. 

Is there any essential difference between an income statement for tax pur- 
poses and income statements for credit purposes, or for inclusion in reports to 
stockholders or registration statements to be filed with SEC, that would make 
it inappropriate for the Bureau to rely on the opinion of an independent CPA, 
as credit grantors and investors? 

Of course the amount of income subject to tax is ultimately to be determined by 
the Government. This would not prevent the CPA from expressing the opinion, 
based on adequate audit, that the revenues and costs and expenses were fairly 
presented in the return and supplementary schedules. If the Bureau felt that 
it could rely on this opinion, there would be no necessity for its agents to ex- 
amine the taxpayer’s books and records again. The Bureau would, of course, 
require any additional information it desired and ask any necessary questions. 
The saving would be in avoiding duplication of auditing—an economy to both 
the Bureau and the taxpayer. 

Income tax administration today is degenerating from an orderly, fair dis- 
charge of civic duties to something like a game in which the stakes are high, 
the contestants coolly match wits and strength, and the victor regards himself 
as fully entitled to the spoils of justice and equity. This atmosphere is cause 
for grave concern. If it continues, the Government is sure to lose. The system 
of self-assessment may break down. 

The advisory group appointed by the Joint Committee on Internal Revenue 
Taxation during the 80th Congress to investigate the Bureau of Internal Reve- 
nue came to some rather sound conclusions and pointed out that the key to a 
fuller utilization of taxpayer cooperation lies in the adoption of Government 
policies and practices which will lead to a greater degree of mutual confidence ; 
that the responsibility rests with Congress, tax administration officials, and the 
courts to initiate and aggressively pursue such policies. The 1948 report en- 
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titled “Relations with Taxpayers” contains some very interesting conclusions 
of the advisory group and we feel their recommendations should be followed. 

There are a number of precedents that suggest the practicability of a plan 
such as the one we are recommending. 

The British tax authorities have relied on statements audited by professional 
accountants as acceptable factual basis for the settlement of income tax liability. 

In England the inspector ordinarily does not examine the taxpayer's original 
books of entry, but relies upon statements prepared and certified by accountants 
who have audited the taxpayer’s books. 

The success of the British system seems to turn in the end upon the high 
caliber of the inspectors, upon the general reliability of the information fur- 
nished them by the taxpayer, particularly as regards accounts certified by pro- 
fessional accountants, and upon the desire of the inspector and the taxpayer 
to arrive at a correct and equitable determination of the tax liability at an early 
date. There seems to be a general satisfaction with the operation of the system 
as well as a conviction that the amounts of tax legally due are being collected. 
A report containing a summary of the British tax system was prepared by 
Roswell McGill, L. H. Parker, and Elton P. King, some years ago and a recent 
check indicates that the comments and conclusions reached at that time are 
equally appropriate today. 

The advantages of the program could be summed up briefly as follows: 

1. Gradual reduction in the cost of administering the Federal income-tax 
laws in terms of expenditures per dollar of total revenues collected. 

2. Removal of a heavy burden of expense and irritation to taxpayers. 

8. The reduction of controversy and litigation over purely technical ad- 
justments, which must be reckoned as a substantial part of the cost of col- 
lecting the revenues. 

4. Gradual restoration of mutual confidence between Government and 
taxpayers and a revival of the sense of moral responsibility on the part of 
taxpayers that might save the self-assessing income tax system from even- 
tual collapse. 


PRESENT PROCEDURAL DEFECTS SHOULD BE CORRECTED 


The heart of today’s tax problem is to determine the point at which the result 
of high taxation becomes worse than the evils of Government borrowing. Ob- 
viously a precise and mathematical determination cannot be made, and just as 
obviously honest men will differ on this question. But that there is an approxi- 
mate point at which the annoying burden of taxation becomes a fatal deterrent 
to our whole economic life is clear. There is considerable proof for the view 
that we have already passed this point. Clearly, therefore, the first duty and 
responsibility of the Ways and Means Committee in initiating tax legislation 
should be to make a study and determination of this point and to issue a report 
early in each session of Congress setting forth its conclusions. The Congress, 
not the executive branch, is the final arbiter of our taxes; and the 25 members 
of the Ways and Means Committee are as well able to appraise the economic 
and social limitations, and better able to sense the psychological limitations, of 
our taxable capacity. 

The primary purpose of this report would be to put the Congress and the 
Appropriations Committee on notice as to the approximate range of increased 
revenue which could be expected. Such a report would result in more effective 
budget control by supplying a yardstick for the Appropriations Committee and 
for Members of the House in evaluating the merits of appropriation measures 
in the light of certain economic consequences. In the preparation of its report, 
public hearings could be held and limited initially to this single issue. They 
would then serve a valuable and constructive purpose. 

Of course, public hearings are an essential part of our legislative process. 
They serve a valuable purpose in bringing public opinion directly to bear on 
proposed legislation and public issues. They also afford technical specialists in 
particular fields an opportunity to criticize and to suggest improvements and 
perfections in the proposed legislative language. But the public hearings held 
by the Ways and Means Committee in framing major tax legislation fulfill neither 
of these objectives, and our tax laws have suffered as a consequence, 

The primary reason for this failure is that the Ways and Means Committee 
conducts public hearings on the Treasury’s own proposals instead of on its own 
tax program. At the time of the public hearings there is no committee legislation, 
even tentatively proposed legislation, to which witnesses can direct their testi- 


2 an a CR 


a RAR ABN 


Shes 5b antenna RN AP 











550 GENERAL REVENUE REVISION 


mony as to either the impact of the increased burden proposed or the practical 
operation of contemplated technical and structural changes. 

In brief, the fact is that under the present legislative processes by which 
previous revenue acts were written, no individual taxpayer, no taxpayers’ or- 
ganizations, and no group of citizens interested in tax legislation can present 
testimony on revenue legislation framed by the Ways and Means Committee un- 
til after the final bill has passed the House. This procedure simply means that 
the Senate Finance Committee becomes the principal tax-writing committee of 
Congress and has contributed substantially to the deterioration of the whole 
Federal tax legislative process. 


CONCLUSIONS 


We place the importance of cutting expenditures as the No. 1 problem. We 
realize the difficulties, political and other, involved in cutting the Federal 
budget, but that is the most compelling reason why we must get the level of 
spending cut first. 

Of course, all of us are realistic enough to know that all the reforms mentioned 
in this brief cannot be achieved overnight or at the risk of running a Federal 
deficit. Furthermore, we do not wish to imply that these are the only reforms 
needed in our Federal tax system. They are important because they will not only 
provide relief but will also help make our economy function better. They must 
go hand in hand with reduction in Federal expenditures. 

As to which of these tax reforms should come first, it is our conviction that 
by far the more important is the reduction in surtaxes on individual income. 
These reductions should apply to 1958 income and the top rate in any bracket 
should not exceed 50 percent. As Government expenditures are cut, this rate 
ean be reduced substantially. It is certainly not unreasonable to permit an 
individual to retain at least half of the fruits of his efforts. 

In the No. 2 spot for consideration, we place the recommendation that indi- 
vidual taxpayers be granted the right to deduct, in computing their taxable 
income, 10 percent of all dividends they receive on common stocks, as a first 
step in carrying out the plan suggested by Senator George and other Members 
of Congress. 

If the principles enunciated in these recommendations are implemented, we 
can reduce taxes in line with our recommendations and also can reduce the 
national debt by 2 to 38 billion dollars annually. 

No nation can long remain free if its central government takes more than 
20 percent of the people’s income in taxes. The Chief Executive can easily 
control our whole economy with such a large income at his disposal. 

This is not a political issue. It should be approached from a nonpolitical 
bipartisan viewpoint. It has become increasingly clear that the Federal Gov- 
ernment will not surrender voluntarily its spending power. On the other hand, 
it seems to have been the main concern of the Executive to find more and bigger 
ways of giving our money away, rather than to save it and cut taxes. 

If the budget cannot be balanced with substantial provision for amortization 
of the debt, and reduction of taxes be made at this time, when the Nation is 
enjoying the highest income and the greatest degree of prosperity ever known, 
it is hopeless to contend that these necessary objectives can be attained in an 
era of recession or depression. 

There must be an abandonment of all activities no longer needed, rapid 
reduction in the number of Government employees, and deferment of all capital 
expenditures not now urgent. Government today costs too much, spends too 
much, goes into debt too much, and taxes too much. 

This is the key to lower taxes, reduced debt, and continuation of free enter- 
prise in this country. 


(Whereupon, at 12:15 p. m., the committee recessed, to reconvene 
at 10 a. m., Monday, January 13, 1958.) 
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(Rates and Miscellaneous Provisions of the Internal Revenue 
Code—Continued) 


MONDAY, JANUARY 13, 1958 


Hovse or REPresENTATIVES, 
ComMiITree on Ways AND MEANS, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to recess, in the hearing 
room of the Committee on Ways and Means, House Office Building, 
Hon, Wilbur D. Mills (chairman) presiding. 

The Cuarrman. Our first witness this morning is our colleague 
from California, the Honorable James Roosevelt. 

Mr. Roosevelt, although we know you well, will you please, for 
purposes of the record, give us your name, address, and the capacity 
in which you appear? 


STATEMENT OF HON. JAMES ROOSEVELT, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Roosrvett. Thank you, Mr. Chairman. My name is James 
Roosevelt. I represent the 26th Congressional District, in California. 
My address is 9800 National Boulevard, Los Angeles, Calif. I am 
here primarily as an individual, but also as a member of the Select 
Small Business Committee of the House of Representatives. 

The Cuarrman. You are recognized. 

Mr. Roosrvetr. Thank you, sir. 

Mr. Chairman, I appreciate the grave responsibilities that are 
pressing on this committee and the urgency of many large matters 
that are bidding for your attention. 

I might add that it is with considerable humility that I offer you 
the earnest recommendations which I feel I must commend to your 
attention. 

As I see it, small business is intimately associated with the funda- 
mental values we are determined to preserve in this country, and 
with the good life we hope to encourage abroad. If we follow poli- 
cies which tend to squeeze out the opportunity for large numbers of 
vigorous and independent enterprises, and allow control over more 
and more of the Nation’s economic affairs to drift into a few large 
corporations, then we will have lost much of the freedom that we 
are trying to defend. 

I say this with all due respect to the good intentions of the individ- 
uals who manage the large corporations; I am speaking about a sys- 
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tem. ae we must preserve, as against another system which we must 
avoid. 

The changes in the tax laws which I will recommend to the com- 
mittee today, are aimed at this objective: To encourage further 
investment in business expansion, and particularly in small-business 
expansion. 

ile the changes which I favor apply directly only to small 
firms, big business, too, will benefit from the stimulation these changes 
will bring out. To the extent that these changes do bring about an 
expansion of small business, big firms will necessarily supply much 
of the necessary equipment and inventories. 

The recent drop in business investment seems clearly to have 
brought about the present business slump or recession. Public com- 

ments of both business leaders and economists are in agreement on that. 

We should, then, do the reasonable things to encourage a restora- 
tion of business expansion. Here we are in a cold war which is, bas- 
ically, a long-term race in building economic strength. It makes poor 
sense then, for us to have both high unemployment and lagging eco- 
nomic growth. It also makes poor sense to stand by and watch sev- 
eral thousand efficient small businesses fail each year, considering the 
wasted economic effort this involves in assembling equipment and in- 
ventories and in the other essentials of organizing a going enterprise. 

The history of our national effort in World War and in World 
War II proves beyond question the great, indeed the essential, con- 
tribution of small business. 

Furthermore, let us not forget this: In discussing the drop in the 
national rate of investment in new plants and equipment—from some- 
thing like $37 billion last year, to an estimated rate of something like 
$33 Callian for the present year—this latter figure still represents a 
terrific rate of business growth. It means that some firms, large or 
small, are going to participate in an exemption which has been ex- 
ceeded in only a few years in our entire history. 

The question is, then, What kind of firms are going to make this 
expansion? And what further distortions of the competitive struc- 
ture will this expansion bring about? Will the expansion be made by 
the huge quasi-monopolistic corporations which Tate the ability to 
shift much of the burden of the corporate income tax, as well as the 
ability to raise outside capital through the stock and bond markets? 
Or will we have a more balanced expansion between the large, the 
small, and the middle-size firms ? 

This committee knows, of course, that I am not a tax expert—small 
business or otherwise. My principal justification for asking you to 
hear me on this subject is to summarize for you my experience in the 
investigation and study of a variety of other small-business problems. 

In a nutshell, Mr. Chairman and members of the committee, every- 
where I have turned I have discovered that small firms trying a 
business today are up against innumerable competitive disadvantages 
which have nothing to do with their efficiency. 

The printed record of the subcommittee of which I am privileged 
to be chairman is filled with concrete evidence of this, as are the 
printed records of the Senate Small Business Committee and the other 
subcommittees of the House Small Business Committee. 

It seems the deck is stacked in favor of bigness as such. Competi- 
tive market practices involve an almost endless variety of artificial 
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advantages for the big. Small firms have far from equal access to the 
capital markets. As a general rule they cannot go beyond family and 
friends to raise equity capital; for to find our investors outside of this 
intimate circle, even when the owners are willing to give up majority 
control, the owners almost invariably have to sell shares in the firm’s 
assets at far less than their actual value. 

And it is difficult, if not impossible, for small firms to obtain long- 
term loan capital for the primary reason that they just never have 
enough left after their expenses to put it aside and make it an attrac- 
tive proposition. 

Finally, when you analyze many of our Federal laws and regula- 
tions you will find, all too often, that these involve unexpected ad- 
vantages to the big firms. 

Certainly it is fruitless to hope that all of the discriminatory forces 
making up this climate which is so favorable to bigness can be identi- 
fied and corrected in time to save the several million small firms which 
seem destined to perish from these forces. 

In short, if small business receives a substantial and prompt offset 
to some of its discriminatory disadvantages, it will be through chan 
in the tax laws, or not at all. If the committee would object to using 
the tax laws to correct the evils arising elsewhere, then I would ask: 
Are you sure that the present tax structure does not itself discriminate 
against small business? 

Without attempting to suggest the precise ways in which those 
changes should be implemented, I want now to recommend several 
specific minimum changes in the tax laws for adoption effective at 
the beginning of the present tax year. I emphasize that these are 
suggested minimum steps; if the committee can go further in pro- 
viding small-business tax relief along the same principles, I urge 
that it do so. 

My principal recommendations are 2, although I endorse, also, 4 
other recommendations which are more or less of a technical nature 
which involve little if any tax reduction, but which will be helpful. 

My two principal recommendations are: 

I. First, give unincorporated firms and Speen alike a plow- 
back provision whereby a firm may take a deduction for new invest- 
ment in capital equipment or inventories, up to a specified amount. 

There are already before the committee at least two bills for this 
purpose. One of these, H. R. 23, which was introduced by the dis- 
tinguished chairman of the House Small Business Committee, Mr. 
Patman, would allow deductions up to $50,000. 

A second bill embodying this general principle, H. R. 5735, which 
was introduced by one of the members of this distinguished committee 
(Mr. Curtis), would allow deductions of up to 20 percent of net 

rofits within the year, but not to exceed a maximum deduction of 
$30,000. 

Since my specific recommendations are for minimum changes, I 
recommend the following: 

A deduction for new investment up to $5,000, whether or not the 
firm enjoys a profit within the taxable year; and a further deduction 
for new investments in excess of $5,000, up to 20 percent of the firm’s 
net = or $30,000, whichever is the lesser. 

The feature which I recommend with respect to allowing a deduc- 
tion of up to $5,000 without respect to the size of the firm’s profits is 
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especially important. It will provide the most benefits directly to 
the ve an nem 

II. My second major recommendation is that the corporate income 
tax rate for the very small corporations be reduced. A variety of 
bills have been introduced for this purpose, some of which are much 
more generous to smal] business than others. Personally, I would 
like one of the more generous bills; and I think that in the long run 
some of the more generous bills would prove as sound, and perhaps 
more sound than the less generous. But here again, since I am rec- 
ommending minimum reductions, my specific recommendation is: 

That the normal] rate for a corporation having no more than $25,000 
of net income be reduced from 30 percent to 20 percent. 

The committee will note that this latter recommendation is the 
same as that made by the President’s Cabinet Committee on Small 
Business, in its report of August 1956. The fact that the President 
reconsidered his initial support of this recommendation should not 
be overlooked, but I feel that his reversal was based upon a mistaken 
st which will be apparent on further review. The recommen- 

ation was made by fa conservative men, members of the Presi- 
dent’s own Cabinet. It was conservative and sound when made; and 
it is conservative and sound now. I urge that it be enacted. 

In addition to my two major recommendations, I urge that the 
committee adopt certain other recommendations made by the Presi- 
dent’s Cabinet Committee on Small Business as follows: 

III, That the same privileges for accelerated depreciation of new 
equipment be extended to purchases of used property, not exceeding 
$50,000 in any one year. 

I emphasize this because remember that smal] business purchases 
mostly used equipment and not new equipment. 

IV. That corporations with 10 or fewer stockholders be given the 
option of being taxed as if they were partnerships. 

This option should, in my view, however, be limited to small cor- 
porations whose principal income is derived from active trade or 
production ; and it should not extend to personal holding companies. 

V. That the taxpayer be given the option of paying the estate tax 
over a period up to 10 years in cases where the estate consists largely 
of investments in a closely held business concern. 

VI. Finally, with reference to the Cabinet Committee’s general 
recommendation for simplification of paperwork, I would like to 
recommend : 

That the Committee do everything —— to simplify tax forms 
and procedures as these apply to small business. I would suggest, 
for example, that the Committee consider a “short form” for a cor- 
poration eo income, say, of less than $100,000. 

This would be like the short form for income-tax payers. I am 
aware, of course, that the last four recommendations involve technical 

roblems and cannot, perhaps, be adopted precisely as the Cabinet 
Cmataibtes has stated them or as I have stated them. 

I hope, however, that the Committee will, with the expert assist- 
ance available to it, find ways of translating these general principles 
into practical legislation. 

Mr. Chairman, I conclude my recommendations with this genera] 
point : Any small-business tax bill that actually accomplishes anything 
worthwhile is going to cost some money—that is, it must seem to 
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cost money if you take into account only the narrow question of what 
the revenue loss will be at the same time that you assume the bill will 
not have practical economic consequences. In these narrow terms, I 
am informed that my recommendation No. 1 might cost in the neigh- 
borhood of a billion dollars, although the “cost” will ry oe upon 
the extent to which the bill brings about new investment that would 
not otherwise be made and thus charged off under the normal depre- 
ciation provisions. : 

Similarly, I am advised that my second recommendation would 
cost about $400 million. 

But it is entirely unrealistic, in my view, to take account of the 
costs and not the benefits. The recommendations 1 have made, par- 
ticularly recommendations Nos. I and II, will have practical effects. 
These effects will be to stimulate business and a growth of business, 
which will bring about much larger incomes. 

The net cost might perhaps disappear entirely. The larger in- 
comes will increase tax revenues under the new tax law—I think, in 
the long run, even beyond what the total revenue will be if you make 
no change. 

None of us, I think, doubts that small business is vital to our na- 
tional defense, Let us not delay, then, in taking the steps necessary 
to preserve and strengthen small business. 

Mr. Chairman, if we can spend millions to strengthen businesses 
in other countries, I can see no reason why we cannot do something 
to strengthen an essential part of business in our own country. I 
earnestly commend these recommendations to your most serious 
consideration. 

Thank you very much. 

The CHamman. Mr. Roosevelt, | want to commend you on a very 
fine statement. 

Are there any questions ? 

Mr. Eberharter will inquire. 

Mr. Esernarter. Mr. Roosevelt, last week we had a minority 
member of the Small Business Committee appear before us. He 
urged the adoption of his recommendations with respect to helping 
small business. He told us that every member of the minority agreed 
with those views and with the provisions of his bill; that is, the 
minority on the Small Business Committee. 

Your recommendations are somewhat similar, though not exactly 
the same. I wonder if you find any fault with the bill that is unani- 
mously supported by the minority members of the Small Business 
Committee. Are you familiar with it? 

Mr. Rooseve.r. Yes, sir; I am familiar with it. I must admit that 
I am a little confused, because Mr. Hill, whose bill it is, originally 
submitted one bill, and then submitted another bill which did not go 
as far as the first bill he introduced. 

I am not sure which bill Mr. Sheehan was recommending before 
this committee. However, I will say that we have offered, on the 
majority side, to support most of the provisions of Mr. Hill’s bills 
which he has introduced. 


You will find, I believe, that Mr. Patman, on behalf of the majority 
members, is today going to submit a bill. Except for a few impor- 
tant points, which I do not think you want me to go into now, there 
is not too much difference between the two bills. 
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Mr. Esernarter. That is the impression I get, although we will 
have to go over the bills, paragraph by paragraph, and see where the 
differences are. 

Mr. Roosrverr. If I may say so, the important thing that it points 
up is that both the majority and minority members are in agreement 
that something should be done for small business. 

Mr. Esernarter. I think the Small Business Committee has been 
helpful to this committee, and we will certainly take into considera- 
tion your recommendations. Thank you very much. 

The Cuamman. Mr. Mason will inquire, Mr. Roosevelt. 

Mr. Mason. Mr. Roosevelt, your statement impresses me as being 
unusually well thought out a constructive. I like to see a witness 
being specific in his statements, which you are. I congratulate you 
upon that. You have made a very effective statement. Your sug- 
gestion that small business should be given the privilege of a short 
form of reporting is important. Small business does not have access 
to high-priced, shall we say, tax experts to draft their returns. It is 
so much work for them that a short form would be a great help to 
them. That is all. 

Mr. Roosevertt. Thank you very much. That is exactly what so 
many small-business le told us across the country, sir. 

The CHAIRMAN. Mr. I ing will inquire, Mr. Roosevelt. 

Mr. Kine. I, too, Mr. Chairman, wish to congratulate Mr. Roose- 
velt on his excellent statement. There is not a man in the House who 
has devoted himself more assiduously to the problems of small busi- 
ness than he has. 

Mr. Roosrvett. Thank you. 

The CHarrman. Mr. Roosevelt, we thank you for coming to the 
committee and presenting this very fine statement. 

Mr. Roosevett. Thank you, Mr. Chairman and gentlemen of the 
committee. 

The Cuarrman. The Chair understands that the Honorable Charles 
H. Brown, of Missouri, who intended to appear before the committee 
at this point, is detained on official business and cannot be with us 
now. The next witness, therefore, is Mr. Joel Barlow. 

Please come forward, and give your name, address, and the capacity 
in which you appear, for purposes of the record. 


STATEMENT OF JOEL BARLOW, CHAIRMAN, TAXATION COMMITTEE, 
CHAMBER OF COMMERCE OF THE UNITED STATES, ACCOMPANIED 
BY J. KIRK EADS, MANAGER OF THE TAXATION AND FINANCE 
DEPARTMENT, CHAMBER OF COMMERCE OF THE UNITED STATES 


Mr. Bartow. Mr. Chairman, my name is Joel Barlow. I am a 

member of the board of directors of the Chamber of Commerce of 
the United States and chairman of its committee on tax savings. I 
am also a member of the firm of Covington & Burling, Washington, 
D. C. 
With the committee’s permission, I should like to present our writ- 
ten statement and file for the record and the committee’s consideration 
our supplemental statement recommending many more detailed and 
technical changes in the code. 

The Cuarrman. Without objection, the statement will be included 
in the record. 
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Mr. Bartow. Thank you. The national chamber is convinced that 
the continuance of our world leadership and a healthy and dynamic 
economy at home depend upon an immediate change in our Federal 
tax policy and structure. We must reestablish incentives for produc- 
tivity and investment for all income groups and minimize hardship for 
the lowest income group. 

Tax revision will increase revenue: We want to emphasize, to begin 
with, that our purpose in urging tax revision is not simply tax reduc- 
tion, as such, or a Roevtbés in Federal revenues. 

We are principally interested in producing more revenue from the 
same tax base without continuously increasing rates, which are al- 
ready too high and which require a complex patchwork of relief pro- 
visions to keep them from being intolerable. The serious erosion of 
our tax base by this patchwork of relief provisions stems entirely from 
a rate structure so unreasonably high and progressive that individual 
initiative, effort, and productivity are discouraged. 

Higher and higher rates have produced a complex maze of deduc- 
tions and exemptions, and the area of taxable income has become 
smaller and smaller. The result has been an inequitable shifting of 
the tax burden and greater disparity in the treatment of taxpayers. 
Revision of the rate structure, even at the risk of some temporary 
short-term diminution in revenue, will correct these inequities, sim- 
plify the tax structure, provide incentives for greater productivity, 
increase the national income and produce the additional revenues 
needed for defense. J 

Tax revision will not prevent a balanced budget: We believe with 
the President that the 1959 budget can be balanced in the area of 

74 billion; and we go one step further in the conviction that it 
can be balanced with tax revision even if that means some short-term 
loss of revenue from the income tax. We are not advocating deficit 
financing, and we are not convinced it will be necessary. 

For all the reasons we shall explain in our statement, we believe 
that the tax rate at the bottom of the individual income schedule 
should be reduced to minimize hardship. The rates at the top of the 
schedule should be reduced because they are punitive and so patently 
unfair as to be ridiculous even to those who do not have to pay them. 
To more and more people, they have become a sorry symbol of 
injustice. 

Commensurate with immediate revenue needs, a start also should 
be made in taking some of the progression out of the middle brackets. 
We are opposed to increasing the personal exemption because it would 
cause a serious erosion of the tax base. The long promised reduction 
in the corporate income tax rate should be started: 

These recommendations might cause a modest short-term loss in 
revenue. Long-term we believe the results would be beneficial to 
the Treasury. 

If Congress deems it important to avoid the temporary effect of 
short-term loss there are two principal alternatives—reduced Federal 
expenditures, or a low rate general excise tax. 

Last year the National Chamber, after careful item by item exam- 
ination of the budget, made specific recommendations for budget re- 
ductions totaling $5 billion. Again this year, the chamber will 
discuss economies with the Appropriations Committees of the House 
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and of the Senate. It is our belief that even a $2 billion increase 
in defense expenditures does not require a vast expansion of Gov- 
ernment, higher taxes, or deficit spending. Reductions in nonessential 
Federal expenditures can offset this increase in national security 
spending. 

ars Sioaidintd, temporary loss of revenue can be made up, if any 
imbalance in the budget is indicated, by a low rate general excise 
tax on goods and services other than food, medicine, and rent. Each 
1 percent in rate of such an excise tax would produce an estimated 
$1 billion annually. 

Tax revision to encourage achievement is long overdue: Not since 
1954 have we taken a critical look at our income-tax structure. Even 
then we settled into a preoccupation with technical change and reor- 
ganization of the Code instead of concern for the thrust and philoso- 
phy of our tax system. As members of this committee have pointed 
out, we have been indifferent too long, and tax revision has been too 
long delayed. In our complacency we have been drifting along with 
a tax structure that is a brake on our economy. It is perhaps the 
principal reason we have been losing our momentum on so many 
fronts. 

Recent events in the world of science and in our domestic economic 
affairs have stirred us out of some of our complacency. We can no 
longer labor under the illusion that we are in a class by ourselves either 
in the scientific, cultural, economic, or military sense. We have been 
ahead, but the Soviets are closing the gap. 

This is no time for panic. It is a time for introspection and reexam- 
ination. We need to look quickly and critically at all of our policies 
and practices to find out why we have lost momentum—why we are 
behind the Russians in the race for space, and why we face the pros- 
pect of a downturn in our economy just when we most need strength 
to bolster our defense program. 

We have accepted the responsibility of leadership of the world’s 
free nations. If we are effectively to measure up to this responsibility, 
if we are to keep the confidence of friendly countries and fire the 
imagination of those countries as yet uncommitted, we must achieve a 
healthy and expanding industrial economy to have military and 
scientific superiority. 

Two sputniks do not make a Soviet victory in the war for space. The 
initial Russian advantage in rocketry becomes a military advantage 
and threat only after stockpiling, which will take considerable time. 

This is no time to suecumb to the temptation to meet this crisis 
merely by hurriedly passing laws to appropriate more money. This 
would be confusing activity with accomplishment. We might better 
examine the laws already on the books, as this committee is doing, to 
see if they foster or hinder the scientific and military program ahead 
of us. 

The sputnik crisis seen in its proper perspective is a crisis of scien- 
tific achievement and of basic research. Brains and time are required, 
as well as money. 

Our tax structure has eliminated incentive and slowed our momen- 
tum: In a reexamination of our national policy, we need only turn to 
our Federal tax structure to find the principal deterrent to a dynamic 
and expanding economy. 
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The principal thrust and emphasis of our tax system is away from 
individual achievement, productivity, initiative, and growth, and 
toward a social leveling, limited individual security, and a preoccupa- 
tion with tax-free fringe benefits as a substitute for hard-earned 
income. 

Until recently this kind of criticism of our tax structure was too 
often dismissed with the comment that “it couldn’t be too bad or we 
wouldn’t be doing so well.” Fortunately, some of our pragmatic 
complacency is going by the board. 

We must, of course, recognize in our emphasis on taxes and tax 
dollars today that material things are not the only motivation. Man 
dloes not live by bread alone, but it is clear that he does not live without 
it. 

Economic incentive, while not the only factor, is probably the most 
ge pier factor motivating exceptional accomplishment on a nation- 
wiae scale, 

The Russians are a hardheaded people, and they have never been 
so fooled by Marxist doctrine as to let it dictate their actual economic 
system. Bad as their system is, they have been able to stimulate their 
intellectual, scientific, industrial, military, and government talent by 
increasingly holding out the reward of rich economic incentives. They 
move in the direction of offering more reward while we move in the 
direction of offering less. 

Perhaps it is we who have been fooled. It is we who have attempted 
to level economic differences by steep and unjust progressive tax rates. 
It is we who have attempted to reduce drastically the economic in- 
centives for creativity and unusual effort. 

It should not take the Russians to teach us the virtues of a system 
of competitive rewards, or that people are of unequal capabilities. 

Present rates engender disrespect for law: In considering the defi- 
ciencies of our tax system, let us look first at the rate structure. Tax 
rates on individual income run up to 50 percent on the first $16,000 
of taxable income (which is the equivalent of about $8,000 in 1939 
when rates were lower). Above $18,000, they take more than half 
of every dollar earned, and finally wind up taking 91 percent. These 
high rates discourage additional effort and achievement and are pat- 
ently unfair. 

High rates are threat to self-assessment system: Tax avoidance and 
evasion are on the increase principally because simple basic fairness 
cries out against a rate that goes beyond 50 percent. People in- 
stinctively feel that except temporarily in time of war or grave na- 
tional peril, Uncle Sam should be no more than an equal partner. 

This threat to our self-assessment system, from the lack of respect 
stemming from confiscatory rates, is as serious in terms of our revenue 
needs for defense as is the deterrent effect of these high rates on effort 
and productivity. 

The quiz shows and the publicized plight of prize fighters, actors, 
and inventors have dramatized the injustice of steeply graduated rates 
and how they destroy the incentive and motivation to earn and pro- 
duce more. 

This same deterrent effect carries all through the higher levels and 
brackets of income and taxes beginning even below the 50-percent rate. 
The cumulative effect of this in all walks of life is unbelievably bad 
for our economy. Untold numbers of our citizens are discouraged 
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from working that additional hour or day or even month, from writ- 
ing another book or another play, from inventing another device or 
process, from giving another play or concert, and from making more 
products. Realistically we must recognize that the counterbalancing 
advantage of patriotic effort comes significantly into play only during 
a shooting war. 

Progressive corporate rates discourage growth: In the area of cor- 
porate tax rates, as well as individual rates, we put a premium on 
remaining small and producing Jess, whether it be products or basic 
research. The tax rate is only 30 percent if net income from pro- 
duction and sales is held below $25,000, but it is 52 percent if a com- 
pany is more productive. 

And then corporations avoid the supertax imposed by the Renegoti- 
ation Act only if they keep their defense sales below $1 million and 
concentrate on “standard commercial articles” instead of on research 
and production of vitally needed defense materiel. 

Renegotiation is simply a tax without a rate imposed entirely on 
the basis of the subjective standards and judgment of five men, the 
Renegotiation Board. Like the excess profits tax, the more efficient 
you are, the more you can produce and return on your investment and 
net worth, the more of this supertax you pay. 

This is one of the principal deterrents to business. By driving the 
low-cost, low-price producer away from military procurement, re- 
negotiation is costing the Government untold atlas of dollars, 

y SORTA AE research and production in defense materiel such 
as missiles it has done untold damage to the defense program. 

Despite the deterrent effect of high rates of all types, we are now 
faced with serious proposals to make corporate rates steeply progres- 
sive on the pattern of the individual surtaxes. 

This would put an even greater premium on remaining small and 
doing little when the requirements and demands of the atomic age 
are for larger business units that can finance major undertakings, 
such as daikon reactor programs, and provide the requisite scientific 
know-how and engineering and development. 

Progressive corporate rates are unsound and unfair: Tax authori- 
ties are generally agreed that the proposal for progressive rates on 
corporations is basically unsound and unfair. The tax is imposed 
on the corporation because it is politically unpalatable to raise the 
rates on individuals. 

Asa matter of fact. we may, in our rate structure, have reached the 
limit of taxable economy. But as every economist and businessinan 
knows, the tax actually falls on the individual—either the consumer 
or the stockholder or both. And they are not necessarily big simply 
because the corporation is big. 

As a matter of fact, statistics show that usually the larger stock- 
holders own the smaller companies and the large companies are prin- 
cipally owned by the smaller stockholders. Under the theory of the 
graduated tax itself, there is no justification for reducing the dividend 
of the small stockholder or increasing the price to the small consumer 
simply because one is the owner and the other a customer of a larger 
company. 

For all the reasons mentioned, we should have the courage and good 
sense to relegate this unfair, deterrent tax to the ash heap. 
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An “excess profits” tax would be self-defeating: There are those 
suggesting that the present crisis is so serious that we should adopt 
a program of wartime austerity and enact an excess profits tax. 

If the Nation must go on a war footing, no one is going to object 
to additional taxes. But from all the evidence available, we do not 
need austerity. We need prosperity and an expanding productive 
economy. 

Practically every taxing authority agrees that the so-called excess 
profits tax is not only self-defeating but the term is actually a mis- 
nomer. Instead of taxing excess profits, it simply discourages efli- 
cient low-cost productive effort and puts a premium on the high-cost 
inefficient operation which makes a low return on capital investment. 

This tax would have sabotaged three previous war efforts if its 
impact had not been softened by 5-year amortization and an all-out 
wartime patriotic effort which offset the deterrent effect of the tax. 

Utilization and investment of earnings is discouraged. In a period 
when tremendous sums are needed for private investment in facilities 
and for working capital to foster scientific and technological de- 
velopment, we retain penalty provisions in the code such as section 
531-535, superimposing a 2714 percent and 38% percent tax on 
accumulated earnings. 

This is principally the problem of the smaller companies. These 
provisions force companies, particularly smaller, closely held com- 
panies, to resolve all doubts in favor of disgorging earnings which 
could otherwise be invested for expansion and research and develop- 
ment. Of course, the law says they can be retained without penalty 
if the company can prove they are needed, but too often and quite 
understandably management is unwilling and unable to assume the 
risk involved in the burden of proof. 

And why was section 102 (now secs. 531-535) considered neces- 
sary? Because individual surtax rates are so high that owner- 
management (principally of the smaller companies) was reluctant to 
dissipate and waste corporate earnings by subjecting them to a second 
tax through dividend distribution. 

To encourage private investment and reverse the present unfor- 
tunate trend toward Government ownership and investment, we would 
do well to follow the pattern of other tax systems in other countries 
and, instead of threatening a penalty, give a tax credit for earnings 
reinvested in production and vealaivoh facilities. 

Sections 531-535 should be amended again to increase substantially 
the amount of retainable earnings and to minimize the burden of 
proof so that it will be no more than a normal business risk. 

Our tax depreciation policy has hobbled the economy. Since a 
Treasury ruling (‘T. D, 4422) in 1934, our tax depreciation policy also 
has discouraged investment in industrial facilities and slowed down 
our economy. This situation today is so serious and critical that we 
want to deal with it at length in the presentation. 

As a consequence of this 1934 Treasury ruling, which was ad- 
mittedly issued as a substitute for a tax rate increase, taxpayers have 
been saddled with the impossible burden of proving that the his- 
torical physical life of a facility is not determinative of future use for 
depreciation purposes. 

Despite the tremendous technological improvements in productive 
machinery and equipment in recent years and the rendltinig new 









intern aca acini . 





EMT 


saidiieieeeieeeeel 





562 GENERAL REVENUE REVISION 


factor of obsolescence, taxpayers, and particularly small taxpayers 
again, have generally been held to the long depreciable lives scheduled 
in the Treasury’s Bulletin F, with the result that they are gradually 
being liquidated. 

Bulletin F concept disregards obsolescence: There lives in bulletin 
F are based on the historical-use patterns of the depression-ridden 
1930’s and the war years of the early 1940’s. In the 1930’s companies 
could not replace because of a lack of funds and in the 1940’s they 
could not replace because new facilities were not generally available 
under wartime restrictions. 

Twice since 1940 the Congress has had to enact 5-year amortization 
to correct the evils of this unwise depreciation policy so as to get the 
deadly obsolescence out of the Nation’s industrial plant for vital war 
production. 

Taxpayers are saddled with impossible burden of proof: The law 
peers es a reasonable allowance for wear and tear and obsolescence 

ut, as I have mentioned, the burden of proof imposed by the 1934 
Treasury ruling and the Revenue Service today has almost completely 
nullified the allowance for obsolescence. The burden of proof is im- 
possible. Obsolescence cannot be proved; it can only be predicted. 
And revenue agents generally, although they try to be reasonable in 
this area, do not let taxpayers depart from bulletin F or the historical] 
pattern of the 1930’s and 1940’s by gazing, no matter how intelli- 
gently, into the crystal ball of prophecy. 

Gadonizial obsolescence eliminates profits and revenue. The result 
is, as SO many small taxpayers recently testified before the Sparkman 
Small Business Committee, that taxpayers see no way of getting their 
investment behind them, so they hold down investment to a minimum. 

Their reserves for replacement are inadequate, they are operating 
with high-cost obsolete facilities, and between the high tax rates —_ 
the unreasonably low depreciation rates, they cannot afford to buy 
new facilities. The result is a vicious circle of higher costs, lower 
profits, less replacement and a continual drying up of revenues for 
the Government. 

The new depreciation methods—double declining balance and sum 
of the digits—enacted in the 1954 code alleviated the pain somewhat, 
but they did not solve the problem. These accelerated methods are 
still tied to the long bulletin F depreciable lives. As a matter of fact, 
the intended benefits of the new methods have been somewhat nulli- 
fied by the recent insistence by revenue agents that depreciable lives 
must be extended when the new methods are used. 

Capital gains on the disposition of facilities almost invariably sug- 
gest to revenue agents that lives should be extended and a high salvage 
value should be carved out to prevent full recoupment of investment. 
To get rid of this problem, the chamber would recommend the elimi- 
nation of capital-gains treatment and get rid of one patch on the 
patchwork, for facility retirements if realistic depreciation rates are 
established which take obsolescence fully into account. 

The basic problem is the physical life and burden of proof concepts 
of bulletin F to which the IRS adheres despite the references to obso- 
lescence in the regulations. The disparity in treatment of taxpayers 
is unbelievable. It is not at all unusual for the Revenue Service to 
take the position that two competitors in the same industry making 
the same product on the same type of facilities and usually smaller or 
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medium size companies, must use different depreciation rates simply 
because of abnormal depreciation patterns establishedin the 1930's 
and 1940’s. Competitor A may be allowed a 15-year life while com- 
petitor B across the street is forced to use a 30-year life. 

Foreign depreciation policies are more realistic: All the leading in- 
dustrial nations of the world have adopted in recent years realistic 
depreciation policies which encourage replacement and expansion. 
Instead of writing off machine tools in 15 to 33 years as most Ameri- 
can taxpayers are required to do, taxpayers in Canada, Germany, 
Sweden, and Great Britain are permitted to write them off over a 
period of less than 10 years and in some instances 1 to 5 years. 

Depreciation policy makes idle plants: There are those who seem 
to think that because plants are beginning to stand idle, industrial 
facilities have been overexpanded. From this they mistakenly argue 
that there has been no shortage of capital for investment despite high 
tax rates and low depreciation rates. But they overlook two factors: 
(1) Much plant expansion has gone ahead since 1950 principally be- 
cause 60-month amortization was available, and this expansion was 
accomplished by using all available funds and leaving little or noth- 
ing for redesign and research; and (2) because there was inadequate 
capital for eddie and research and development of new products, 
business has not been able to engineer and manufacture its way into 
new markets to utilize existing plant capacity. i 

Tax and depreciation policies create antitrust problems: This short- 
age of capital for research and facility replacement is particularly 
the plight of the smaller companies. They are feeling the downturn 
first because they have more obsolescence in their plants as a result of 
unwise depreciation and replacement policies. 

This makes them higher cost producers, unable to compete effec- 
tively. And they cannot improve their situation because they have 
not been able to establish reserves after taxes for new facilities or 
retain earnings sufficient for the engineering and development re- 
quired to create a new market. 

Many of them are talking about diversification, but they are unable 
to do anything about it. Many of them are running out of gas. Thus 
they sell or merge to realize on the inflation induced appreciation in 
asset values which comes to them at the 25-percent capital-gains rate 
or in a tax-free exchange. 

Too often today the smaller businessman must follow this pattern 
despite the antitrust laws. The alternative is double taxation of 
earnings at 52 percent and perhaps 70, 80, or 90 percent followed 
by the inevitable complete or partial liquidation required to pay the 
estate tax where the rates once again range up to 77 percent. 

Export market loss due to tax policy: Unwise depreciation and 
replacement policies which leave high-cost obsolete equipment in our 
plants also mean a continuing loss of export markets. With labor 
rates in this country more than 2 and 3 times as high as those abroad, 
our only hope of competing in world markets depends on the design 
and installation of more automatic, efficient, and low-cost machines. 

To meet low-cost foreign competition, we must keep obsolescence 
out of our industrial facilities. We are not doing this under our 
present depreciation and replacement policies. More than half of the 
machine tools in this country are over 10 years old; and it is the last 
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10 years that have been the greatest technological development and 
thus the greatest inroads from obsolescence. 

Import competition aided by tax depreciation policy: Not only are 
we losing our foreign markets because our obsolete facilities will not 
overcome the handicap of high labor rates, but we are beginning to 
lose our own domestic Trintlent foie tbe same reason. 

Low-cost, low-price foreign automobiles, machinery, and other 
products are moving into this country in increasing numbers. Also, 
American manufacturers are beginning to move abroad to take ad- 
vantage of the low foreign labor rates, and the more realistic tax 
depreciation policies of foreign countries which make possible the re- 
coupment of investment in 10, 5 and even 1 and 2 years. 

Bulletin F concept must be discredited: The Commissioner of In- 
ternal Revenue is aware of this serious depreciation problem and he 
is to be commended for appointing a special advisory group to con- 
sider a revision of the depreciation schedules and rates of bulletin 
F. There is a serious question, however, whether he and the adviso 
group can go far enough administratively in the face of repeat 
congressional reenactment of section 23 (now sec. 167) and court de- 
cisions sanctioning the impossible burden of proof of T. C. 4422 and 
the physical-life concept of bulletin F. 

Probably normal ashabianick will never be adequately allowed in 
depreciation until section 167 is revised and a new legislative history 
admonishes the Commissioner to change his regulations and approach. 

Depreciation policy forces leasebacks and government ownership: 
Finally, this shortsighted depreciation policy is discouraging private 
ownership. Companies now want to lease, not buy, because the rental 
is deductible and they can recoup their costs currently. In this way 
they minimize the impact of inflation. Renting is a partial solution 
to the problem of inadequate funds after taxes for investment. 

A major railroad is now urging that the Government acquire and 
own facilities and lease them back to the railroad. Inadequate de- 
preciation allowances, high tax rates and inflation have caught up 
with the railroads and other taxpayers, and this tragedy will overtake 
all industry unless adequate depreciation allowances are permitted 
by the Treasury, required by public regulatory bodies, and insisted 
upon by owners and management. 

The Atomic Energy Commission constantly reminds us as in yes- 
terday’s newspapers, that Government ownership of commercial 
nuclear reactor facilities will come unless private funds may be in- 
we to cover the hazards involved in these programs. 

The International Cooperation Administration today is insuring 
operations abroad from risks of currency inconvertibility and ex- 
propriation and confiscation. These are clear indications that high 
rates and low depreciation rates have funneled so much of the na- 
tional income into Government (about 30 percent every year), that 
Government is becoming more and more the only source of funds for 
the tremendous projects of the atomic age. This was not the case 
in the railroad age or the aircraft age. 

The income tax becomes a capital levy: When depreciation is un- 
derstated, profits are overstated and the corporate tax falls on capital, 
not income. Even with 5-year amortization profits have been grossly 
overstated every year. It is estimated that in 1956, as a result of in- 
adequate depreciation allowances of $7 to $10 billion, business 
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sustained a capital levy of $314 to $5 billion, which would otherwise 
have been available for private investment in nuclear reactor pro- 
grams and other important commercial and defense facilities. Be- 
cause of our unsound depreciation policy they have all been diverted 
to Government-furnished facilities and services which could have been 
provided, and much more economically, by private enterprise. 

Present depreciation policy is inflationary: Because the cost of 
one assets may be recovered tax free only after an unreason- 
ably long period of time under the Treasury’s policy, the adverse 
effect - continuous inflation on the dollars recovered is greatly in- 
creased. 

For example, the rate of increase in replacement cost over the last 
15 years, because of both price increases and technological improve- 
ments, has been about 7 percent compounded annually. 

Under the straightline method, if a $10,000 asset must be depreci- 
ated over a 15-year period, by the time it is written off and the busi- 
ness has recovered its $10,000, the cost of replacing the asset will have 
risen to approximately $27,300. Ifthe $10,000 could have been recov- 
a a the effect of inflation on the money recovered would have 

een less. 

Because inflation ravages the depreciation funds used to replace 
equipment, industry must finance the increased cost of replacement 
out of earnings after taxes. Yet to produce $1 for this purpose, in 
the face of a 52-percent tax rate, a company must increase its earnings 
by slightly more than $2, multiplying inflationary forces. 

The continuous rise in replacement costs has led understandably to 
a great deal of agitation for depreciation deductions adjusted for 
increases in the price level. There is much to be said for these recom- 
mendations, and a number of European countries have adopted simi- 
lar adjustments. 

However, we believe that merely by establishing shorter and more 
realistic periods over which depreciation may be taken, the adverse 
impact of inflation can be arently minimized or even eliminated. 

Of course, there are few things more inflationary than tax rates 
themselves. They encourage increases in corporate costs, particu- 
larly labor and management compensation, most of which (including 
quite often the tax) must be passed on to the consumer in higher 
prices. The cot higher cost of living requires a new round of 
increases in wages and materials and so the spiral goes. 

Proposals for small-business relief: We have already pointed out 
that effective tax relief for the small-business man depends on reduc- 
tion of the high individual surtax rates and adequate depreciation 
rates. Anything else is a palliative. Most of these proposals simply 
give partial and temporary relief from the pain of high tax rates 
and low depreciation rates which are the real deep-seated trouble. 
They will be helpful, of course, but they add to that patchwork of 
relief provisions which have evolved principally to keep the rate 
structure from being insufferable. 

For example, there is no reason why depreciation rates on used 
machinery and equipment should not be more reasonable and realistic. 

This is the understandable basis for the proposal mentioned this 
morning that the depreciation methods of the 1954 code be made 
applicable to used machinery. But if the new 1954 code methods 
are made available only to used machinery acquired after 1953 and 
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not to all machinery and equipment generally, no matter when ac- 
quired, how will the Revenue Service prevent the tax avoidance 
involved in the transfer of facilities solely for the purpose of making 
the new methods available 

The national interest is served only by getting old, obsolete facil- 
ities out of our plants. This proposal will encourage their acquisition 
and retention. It will tend to make smaller companies higher-cost 
producers, unable to compete with the larger companies wise enough 
to acquire new low-cost facilities. 

There is real merit in the proposal for advance funding of estate- 
tax liability and installment payment of estate taxes over a 10-year 
period. But there is no reason to identify it as a small-business relief 
measure. Simply as a matter of fairness, it should be available to 
all taxpayers. ‘The small-business man would be the last to ask for 
this kind of preferred treatment in the payment of taxes. 

Switching the normal corporate tax and surtax so that the small 
company pays 22 percent instead of 30 percent will not help the vast 
majority of small businesses which are carried on as partnerships and 
proprietorships. Also the switch brings the evil of more progression 
into the corporate rate structure, ignoring the fact that the tax is 
paid by the consumer or the shareholder or both whether they are 

ig or small. 

A tax program to regain momentum: It is with all these considera- 
tions in mind that the chamber makes the following specific recom- 
mendations for revisions in the tax structure: 

Individual income tax: The chamber recommends a reduction in 
the lowest bracket of income tax from 20 percent to 19 percent, and 
a further reduction by a series of 1 percent steps to 15 percent over 
the next few years. In the first year this would result in a decrease 
in revenue of $1.1 billion. 

We also advocate that no tax rate over 60 percent be imposed. The 
rates above 60 percent produce little revenue—only about $600 mil- 
lion annually. But they have a strong adverse effect on economic 
incentive, and such a tax-rate structure is a detriment to public self- 
respect and morality. In future years the maximum rate should be 
further reduced to 40 percent. 

The intermediate rates between the lowest and the highest should 
also be reduced initially by one percentage point. This would reduce 
the revenue for the first year by approximately $450 million. 

We also advocate a reduction in the corporation rate from 52 percent 
to 50 percent which would reduce revenues in the first year by about 
$850 million. 

Weare also in this position: If we could have realistic depreciation 
for American industry, we would forego the decrease in the corporate 
rate. Within the next few years, we believe the rate should go to 
40 percent on corporations. 

In the light of these recommended reductions of $3 billion, the 
$2 billion increase in our defense program, and the indicated reduc- 
tion in receipts because of the current business downturn, some of the 
tax reductions may have to be slightly less than we have outlined to 
keep a budget balance. How much less, we cannot now foresee. But 
the chamber strongly believes that a firm beginning toward these 
reductions must be made. 
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We have already pointed out that if an imbalance threatens, a low- 
rate excise tax on goods and services other than food, medicine, and 
rentals should be enacted. This would add balance and stability to 
the tax structure by requiring less reliance on income taxes and by 
broadening the tax base. 

It would give all citizens a share in the responsibility for defense. 
The proposed relief from income tax for the lower income groups 
would minimize any hardship. The minimum rate of the excise tax 
would prevent it from being any substantial deterrent to economic 
recovery. 

Business taxes and depreciation rates: To foster a continual expan- 
sion of our productive capacities, to end the downturn in business, 
and to reverse the trend toward obsolescence in our industrial plant, 
we advocate reduction in the corporation tax rate and revision of 
our depreciation policies with the principal emphasis on the latter 
at this time. 

As long ago as 1944 President Roosevelt advocated a liberalization 
of depreciation allowances in order to promote industrial progress. 
He saw then the evils of ‘a straitjacket Bulletin “F” depreciation 
policy and how 5-year amortization had been required to correct it 
and win the war. With this wartime special amortization about to 
end (just as it is ending now under the Byrd amendment) he recom- 
mended that businessmen be allowed to write off facilities over a 
period of their own choosing, with a maximum rate of depreciation, 
such as 20 percent yearly, beyond which they could not go. 

But these proposals got lost in the indifference and complacency of 
the postwar period. 

The Eisenhower administration also has proposed liberalization 
of depreciation allowances, but the implementation to date has been 
wholly inadequate. 

In a statement to the Commissioner dated August 30, 1957, a copy 
of which is being filed today with our supplemental statement, the 
national chamber recommended against reissuance of detailed Bulle- 
tin “F” lives, and recommended instead that a new bulletin, or new 
regulations, be issued, based upon an entirely new and more realistic 
approach. This new approach is known as the bracket method. 

Under the bracket method, depreciable assets would be classified 
into no more than 10 or 15 general categories as in the Canadian income 
tax regulations at the present time. 

For these general categories, brackets of maximum and minimum 
useful lives would be given, with taxpayers allowed to choose any 
useful life within the bracket without challenge by the Internal 
Revenue Service. Any taxpayer who wished to use a life longer or 
shorter than those within the bracket would have the burden of 
proving its reasonableness to the Service. 

Based on industry and Treasury statistics and studies, the chamber 
is recommending average depreciable lives for durable machinery and 
equipment in the 5- to 10-year bracket and for buildings and fixed 
installations in the 20- to 30-year bracket. 

Shorter-life equipment such as automobiles and aircraft would 
continue in the present pattern. 

This system would encourage depreciation of assets over lives of 
realistic length, and would reduce the expensive and interminable 
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wrangling between taxpayers and the Treasury which now goes on 
every day in Revenue Service offices all over the country. 

It is difficult to estimate the temporary revenue loss, but it would 
be small, and as we have pointed out, there would be an almost imme- 
diate upturn in industrial activity which would bring an offsetting 
increase in income and revenue. 

If the Commissioner and the Treasury are not able to evolve a 
realistic and sensible depreciation policy within the next few months, 
we urge the Congress to enact the bracket approach into law. 

The corporate rate should go to 50 percent: The national chamber 
also recommends a cut in the corporate tax rate from 52 percent to 
50 percent, and within the next few years a reduction to 40 percent. 

We have explained in this statement why present corporate rates 
are unreasonably high. We have shown that since more than half 
the total funds invested in business each year come from depreciation 
reserves and earnings retained after taxes, the present corporation 
rates discourage business expansion and modernization and enhance 
inflation. 

The corporate tax rate is a prime example of our tendency to in- 
crease taxes temporarily during an emergency, and then never really 
reduce them. The corporate rate was raised temporarily from 15 
percent to 40 percent during World War II. It was then lowered 
after the war—but only 2 percentage points to 38 percent. With 
the Korean war, it was once more temporarily raised, but this time to 
an unprecedented 52 percent. And there it has remained. 

The program we have proposed would begin an overhaul of our 
crazy-quilt tax system and get it in shape to endure the massive 
eee demands of the space age, which will continue until the end 
of time. 

It is also a program of immediate necessity. It will tend to spur 
business activity and drive down costs and prices, thus brightening 
the present economic horizon. 

In conclusion let me say that true and meaningful tax relief will 
be found only in rate reduction. Discriminatory and patchwork 
relief so appealing today only serves to send tax rates up making them 
so unbearable tomorrow. ‘Then more relief is required, and on and 
on. This has been the unfortunate pattern of our tax system. The 
time has come to stop it. 

The Cuarrman. You asked earlier that your supplemental state- 
ment be included in the record. I did not notice the size of it. Did 
you beg it filed with the committee or did you want it filed with the 
record 

Mr. Bartow. We would leave that to the committee’s judgment. 

The Cruarrman. If you want the information placed in the record, 
that will be done. 

Mr. Bartow. Thank you. 

(The statement referred to follows :) 


SUPPLEMENTAL STATEMENT OF RECOMMENDATIONS MADE BY THE CHAMBER OF 
COMMERCE OF THE UNITED STATES 


Supplementing our statement to the House Ways and Means Committee today 
on the subject of tax revision, we submit herewith the first of a series of rec- 
ommendations for technical and other legislative changes in the Internal Revenue 
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Code of 1954. From time to time during the committee’s consideration of tax 
revision, we shall submit further recommendations. 
JorL BaRLow, 
Chairman, Committee on Taxation. 


SuscHapTerR C—Apvisory GrouP REPORT 


The short time intervening between the issuance of the report of the advisory 
group on subchapter C and the submission of this paper has not permitted us 
as yet to give the report the thoughtful study it deserves. In general, the 
advisory group has done a very commendable job. Some comments on a few 
of its recommendations follow, although they are subject to the caveat that they 
are the result of only a brief preliminary study of the report. 

Amendments of section 304.—Section 5 of the advisory group’s recommenda- 
tions contains suggested revisions to section 304, the section of the code which 
deals with the acquisition of a shareholder’s stock by a corporate entity other 
than that which issued the stock. These revisions would correct the incon- 
sistent results which can occur under the present wording of section 304 and 
would clarify ambiguities from application of the constructive ownership rules 
of section 318. We believe these amendments should be adopted. 

Amendments to sections 306 and 170.—In section 7 of its report the advisory 
group recommends an amendment to section 170 of the code which would limit 
the charitable deduction now available when gifts of section 306 stock are made 
to charities. This suggests a change in basic legislative policy encouraging 
charitable giving. The matter is clearly inappropriate to a technical study. 

Amendments of section 317.—Section 10 of the report recommends amend- 
ments to section 317 of the code which would clarify the treatment of corporate 
debt obligations held by shareholders. These recommendations head in the 
right direction, although the chamber thinks the amendment should be more 
extensive, as in our specific recommendation concerning section 317, 

Amendment of section 318——The recommendations in section 11 of the report 
for changes to section 318 of the code, which would clarify and simplify the 
rules governing the constructive ownership of stock are necessary and should 
be adopted. 

Sections 331 and 843 and repeal of sections 333 and $41.—Section 12 of the 
advisory group’s reports sets forth suggestions for extensive changes in the 
rules governing gain or loss to shareholders in corporate liquidations. Many 
of these changes constitute major policy decisions, and are not properly mere 
technical changes. The suggestions are sound in the areas described, but it 
seems impossible to foresee all the results of making these provisions generally 
applicable. These proposals should not be adopted without extensive study. 
The suggested section 343 certainly does not add simplicity to an already dif- 
ficult problem. 

Revision of section 334 (b).—The recommendations in section 14 for revi- 
sions of section 334 (b) of the code, particularly that relating to the basis of 
property received in successive liquidations, is desirable. 

Amendment of section 355.—The recommendation in section 20 of the report 
to amend section 355 of the code to give the Treasury authority to approve a 
distribution of stock and securities of a controlled corporation because of facts 
at the stockholder level is essential and should be adopted. 

Amendment of section 368.—The recommendations in section 26 for substantial 
revisions in the definitions of a reorganization are well thought out but could 
have such broad effect that they should not be adopted without careful study. 


Section 14—Improvements on leased property 

The chamber believes it is of major importance to business that there be no 
changes in the existing law permitting a lessee to amortize leasehold improve- 
ments over the primary term of his lease. 

In particular, the chamber opposes that part of section 14 of H. R. 8381 which 
proposes a new section 178 (a) (1) (2) of the code (the following comments 
do not apply to the provision regarding related persons). 

Since the early history of the Federal income-tax law, lessees have been per- 
mitted to amortize the cost leasehold improvements over the initial term of a lease 
without regard to options to renew, and the optional renewal periods were not 
taken into account unless the facts showed, with reasonable certainty, that 
the renewal option would be exercised. ° 
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Section 14 of H. R. 8381 proposes completely to reverse this rule, which has 
been in effect for more than a quarter of a century. This extreme proposal would 
compel the taxpayer to amortize leasehold improvements, not only over the initial 
term of the lease but overall renewable terms, unless the taxpayer can establish, 
by the close of any taxable year, that it is more probable the lease will not be 
renewed, extended, or continued for such optional renewable period, than that 
it will be so renewed or extended. 

Under the present law, leasehold improvements reverting to the lessor have 
a basis of zero for income-tax purposes. The lessee who makes the leasehold 
improvements is the only one ever able to take an amortization or depreciation 
charge resulting from such improvements. The amortization or depreciation 
charges can never exceed the cost of the improvements. If the full cost is charged 
during the initial term of the lease, then no charges can be made during any 
renewal period. The net result is that the Treasury, either under the present 
law or under the proposed amendment, will receive the same overall revenue, 
assuming the tax rates remain constant. 

To many businesses, particularly those engaged in service or retailing, the value 
of a location is determined by the number and type of customers to whom that 
location is convenient and desirable. Its value is altered by many factors 
outside the control of the individual business. The construction of new and 
more desirable shopping facilities elsewhere (such as a shopping center), the 
closing of a nearby major retail establishment, or the deterioration of the 
surrounding area, are some of the conditions which may cause a present valuable 
location to become completely worthless for the purpose that occasioned its 
original selection. It will afford the taxpayer engaged in retailing no consolation 
that the location may still be an excellent one for other types of business. 

It is for this reason that it is sound economics for such taxpayers to lease a 
location for an initial period in which its economic value to the taxpayer can 
reasonably be forecast. The necessary buildings to accommodate his business 
are then erected. In most cases, it is not practical to determine, until near 
the end of the initial lease period, whether he will or will not exercise the option 
to renew the lease. Near the end of the initial period, a careful study and 
survey must be made in the light of the then existing circumstances and future 
prospects of the area. It is logical then to compare the potentials of this location 
with potentials or advantages that may exist in other areas. Only then can the 
taxpayer decide to renew a lease at a present location, or decide that his business 
interests would best be served in another location. The taxpayer must therefore 
be permitted to prorate his amortization or depreciation charges over the initial 
term of the lease—the period for which he was able reasonably to forecast its 
value to him. 

Further, many of these long-term leases do not provide in advance for a fixed 
rental for the renewal period and provision is often made that the rental for 
the renewal period will be fixed at the end of the first term by negotiation, 
arbitration, or some other method. It is obvious that a lessee cannot establish 
one way or the other what action it will take in regard to renewal until the end 
of the original term of the lease. In this situation section 14 would impose upon 
the taxpayer an impossible burden of proof. The decision regarding the renewal 
of the lease must of necessity in these circumstances depend upon the rental 
to be paid for the renewal period and this will not be known until the end of the 
original term. 

The real question is whether it is proper and equitable for the Government to 
compel the taxpayer to defer these charges and prorate them over the initial 
term of the lease and all optional renewal periods. It is not possible or prudent 
for the taxpayer to reach a decision to exercise a renewal option until near the 
end of the initial period. Notwithstanding the fact that the taxpayer was not 
willing, for sound business reasons to bind himself beyond the initial lease term, 
this provision of H. R. 8381 would, for tax purposes, constrain him to bind himself 
for much greater periods. It therefore compels him to assume risks for tax 
purposes which his sound judgment dictates he should not assume in the opera- 
tion of his business. 

For example, the taxpayer leases land for 20 years with an option to renew 
for another 20 years. He erects a building with a 40-year “physical” life, which 
costs $800,000. The proposal in H. R. 8381, for tax purposes, would require 
the costs to be charged off over a 40-year period. At the end of the initial term, 
the taxpayer’s survey and study of all factors, including the renewal rental, may 
dictate that the exercise of the option for another 20 years would not be a sound 
business venture. Under the proposed bill, at this point only $400,000 of the 
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cost would have been charged, and the remaining $400,000 would then have to 
be charged off in the 20th year of the lease. The taxpayer has, in effect, over- 
stated his profits and overpaid his taxes in each of 19 years, with a possible 
recovery of the tax overpayments in the 20th year. 


Summary of objections to section 14 of H. R. 8381 


1. Under the present law, the cost of leasehold improvements may be charged 
off the initial term of the lease, unless the facts can show with reasonable cer- 
tainty that options to renew will be exercised. This is, perhaps, difficult to 
prove. The proposal in this bill would reverse the burden of proof and assume 
that all renewal options would be exercised unless the taxpayer established, by 
a preponderance of the evidence, that he would not exercise the options. 

2. The bill compels the taxpayer to assume a risk for tax purposes which he 
is unable or unwilling to assume in the conduct of his business. 

8. It will interrupt the consistent methods of amortization charges being 
followed for many years by taxpayers. 

4. Depreciation and amortization charges should be liberalized to permit the 
taxpayer to recapture working capital more quickly, rather than narrowed to 
deny him the just return of capital, as this bill proposes to do. 


*Sections 34 and 116—Dividends-received credit and partial exclusion of divi- 
dends by individuals 

Sections 34 and 116 of the 1954 code do not go far enough to help alleviate 
the double-tax burden on corporate earnings. 

The chamber has consistently advocated the complete elimination of this 
double-tax inequity, which could be done by granting a dividends-received credit 
to individuals in an amount equal to the tax already paid upon those earnings 
by the corporation. 

The Ways and Means Committee in 1954 recognized the harmful effects of 
double taxation on dividends : 

“This results in a higher tax burden on distributed corporate earnings than 
on other forms of income. In addition, this has contributed to the impairment of 
investment incentives. Capital which otherwise would be invested in stocks 
is driven into channels which involve less risk in order to escape the penalty 
of double taxation. This has restricted the ability of companies to raise equity 
capital through stock issues, and has forced them to rely more heavily on 
borrowed money than is desirable either for the economy or for the firm. 
This is evidenced by the fact that debt financing has accounted for a high 
proportion of the total new financing. The penalty on equity financing has 
been especially harmful to small business, which cannot easily borrow funds 
and must rely on equity capital for growth and survival.” * 

The dividends-received credit and the small-dividends-received exclusion 
should be increased to eliminate entirely the double tax on corporate earnings. 


*Section 87—Retirement income 


Under section 37 (c), an individual under 65 years of age who receives a 
pension from an employer is not allowed the retirement-income credit, but such 
credit is allowed to persons retired under a public retirement system, regardless 
of the retiring person’s age. 

This discrimination against employees who have worked for private or non- 
governmental employees should be eliminated, and the credit should be permitted 
to every person who receives retirement income. If this cannot be determined. 
without an age limitation, the age of 65 stated in section 37 (c) should be 
lowered to 55 or other appropriate ages for all persons, including those retired 
under a public retirement system. 


*Sections 34, 68, and 1201 (b)—Individual dividends-received credit and capital 
gains 

The Treasury has taken the position (Reg., sec. 1.34-2 (a) ) that an individual 
computing the alternative tax on net long-term capital gains must also recom- 
pute his dividends-received credit. The position is that, in this case, the 
4-percent-of-taxable-income limitation is to be computed only on the ordinary 
income subject to regular rates. 

We believe the Treasury position is contrary to the statute. (See Taxes—The 
Tax Magazine, August 1956, pp. 536-540; Springs v. United States, 57-2 
U.S. T. C., par. 9987 (W. D. S. C., Aug. 5, 1957).) 


1H. Rept. 1337, 83d Cong., 2d sess., pp. 5, 6. 
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Sections 78 and 274 

The chamber believes that it is desirable to eliminate the hiatus which has 
been created between the amount that is deductible by a cooperative and the 
amount that is taxable to the patron, which has been created under some current 
decisions, particularly Commissioner v. Carpenter (219 F. 2d 635 (5th Cir. 1955) ). 
It is believed that the legislative intention at the time of enactment of the 
Revenue Act of 1951 was that there should be no such hiatus. 

The chamber believes that the legislative clarifications suggested by the 
section of taxation of the American Bar Association represent a desirable 
approach to this problem. (See A. B. A., Section of Taxation, 1957 Program 
and Committee Reports, pp. 100-102.) 


*Section 121 °—Individual retirement plans 

The chamber strongly supports the general principle of encouraging indi- 
viduals to provide for retirement income through their own efforts. Such en- 
couragement should be extended to both employed and self-employed by per- 
mitting postponement of taxes on income set aside for this purpose. 

The principles of H. R. 2092*—the so-called Ray bill—should be enacted 
because they provide for no discrimination between employed and self-employed 
persons and permit employed persons covered by small pensions to make ad- 
ditional provisions for retirement. 


*Section 162—Business expenses 


The 1954 code should clarify the law by specifically authorizing a deduction 
of costs of settlement and related expenses in antitrust, price-control, or other 
civil suits for alleged violation of statutes or regulations. 


Section 167—Depreciation 

(1) The period of time, or useful life, over which an asset may be depreciated 
should not be limited by the historical physical life concept of Treasury Decision 
4422 and bulletin F. Our present tax-depreciation policy is outmoded and un- 
realistic. It dates from 1934, when Congress toyed with the idea of raising 
emergency revenue by banning all depreciation deductions temporarily for 3 
years. Because this measure was inherently unfair and probably unconstitu- 
tional, the Treasury instead adopted two administrative changes to accomplish 
the same emergency end. It extended the period of time over which an asset 
could be depreciated, and it issued Treasury Decision 4422, which took the 
burden of proving that a claimed deduction was unreasonable away from the 
Treasury and instead placed the burden upon the taxpayer of proving the 
obsolescence factor and the reasonableness of his deduction. Largely because 
of these restrictive measures, and also because bulletin F is years out of date 
and does not take into account normal obsolescence, the average useful lives 
for depreciable assets contained in bulletin F are unrealisticaily long. Yet 
the Treasury consistently forces taxpayers to use these outmoded lives. Al- 
though the new regulations somewhat ease the burden of proof on the taxpayer, 
agents in the field still adhere to the old concept. Consequently, what began 
as a 3-year program has lasted more than 20 years. 

While the 1954 code authorized the double-declining-balance and sum-of-the- 
years-digits methods of depreciation, the same old bulletin F lives must still 
be used. Instances have even been known where agents have automatically 
extended the period over which depreciation may be taken when taxpayers try 
to use the new methods. These new methods do not constitute a “giveaway” 
to business but, as studies have shown, reflect more accurately than the straight- 
line method the actual depreciation of productive assets. 

The consequence has been that obsolescence is fostered in our industry and 
we have become the most backward industrial nation in recognizing the im- 
portance of realistic depreciation rates. Canada and the European countries 
have moved ahead of us in this respect. The Treasury has been concentrating 
on physical rather than economically useful lives. It has been refusing to recog- 
nize the effect of normal obsolescence since obsolescence can never be proved 
with the overwhelming evidence the Treasury requires. Yet obsolescence is 
today the most significant component of depreciation. Consequently, businesses, 
especially small businesses, have been unable to build up depreciation reserves 


3 hey 21” of the 1954 code covering cross-references to other acts should be renumbered 
4“ ec. Lae 
*H. R. 2092, 84th Cong., 1st sess. 
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sufficient to replace their assets when they become obsolete. The excessive 
period over which a businessman must wait to recover his investment free from 
taxes has also multiplied the impact of inflating replacement costs, causing 
profits to be overstated and income taxes to be paid, in reality, out of capital. 

To end these unrealistic policies, and to eliminate the present costly contro- 
versies between taxpayers and the Treasury, bulletin F should be abolished, and 
a new bulletin issued making it clear that the depreciable life of an asset is not 
its physical life, but its useful economic life, with full recognition of obsoles- 
eence. The bulletin F tables of useful lives should be replaced with a list of 
not more than 10 or 15 general categories of depreciable assets. A minimum 
useful life of realistic length should be assigned to each category and tax- 
payers allowed to use this or any longer life without challenge. Shorter lives 
could be used if a taxpayer proved their reasonableness. The Treasury should 
also end its new overemphasis on salvage value, which is another source of 
needless controversy. 

These reforms should be instituted by the Treasury without legislative action, 
but if the Treasury does not take the initiative Congress should change the 
law. If such realistic depreciation policies are adopted, the chamber would 
support an amendment to the code which would tax profits realized on normal 
retirements as ordinary income rather than capital gain. 

*(2) Section 167 should provide that where the useful life of an intangible 
asset such as goodwill or a covenant not to compete is not susceptible of exact 
proof, the taxpayer may, at his election, deduct the cost or other basis over a 
period of 10 years. 

(*3) Section 167 should be amended to give the taxpayer the specific right 
to change to the straight-line method of depreciation at any time during the 
useful life of the asset, regardless of the method or methods of depreciation 
he may have followed in prior years, and not merely restrict this right to a 
change from the declining-balance method. 

(4) The chamber supports the President’s recommendation that the 1954 
code depreciation methods should be extended to purchases of used property 
to a maximum of $50,000 in any one year. 


*Section 170 (b) (2)—Charitabdle, etc., contributions and gifts 


The statute should provide for a carryover of charitable contributions by 
individuals which are in excess of the amount deductible in the year of the gift. 

The present failure to provide for a carryforward for individuals makes it 
difficult for qualified charitable organizations to raise substantial sums of money 
which may be necessary when, for example, a college wishes to build a new 
library or a church wishes to build a new church. The necessity of the charity 
in cases such as these is to receive in the current year what may in fact repre- 
sent the contributions of the donor for a period of 4 or 5 years. A similar prob- 
lem is created when a donor wishes to make a gift of a unitary property which 
cannot readily be divided into a series of gifts. 

The statute should recognize this problem by permitting a donor to make a 
substantial contribution in one year, but then spread the deduction over the period 
of the year of the gift and several succeeding years. 

In addition, the ceiling of 5 percent of net income imposed by section 170 (b) 
(2) on charitable contributions by corporations should be increased to at least 
10 percent. 


*Section 248—Dividends received by corporations 

The President in his budget message of January 1954, recommended that the 
dividend received deduction for corporations be increased from 85 percent to 
100 percent. This was not accomplished in the 1954 code and the need for the 
change continues. 

To eliminate the double taxation on corporate earnings in the corporate area. 
this tax on intercorporate dividends should be eliminated. 


*Section 248—Organizational capenditures 

The election to amortize organizational expenditures of a corporation so as 
to treat them as deferred expenses, should be extended so that the cost of 
reorganization is also included in the definition of organizational expenditures 
in section 248 (b). 

Because of the pressure of competition, it is often necessary for corporations 
to recapitalize, obtain funds by public issuance of securities, or consolidate and 
form a new corporation. In this type of situation the recapitalization or re- 
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organization costs may be substantial. Corporations should be allowed to elect 
to defer these expenses and write them off over a period of not less than 60 
months. Included in these recapitalization or reorganization costs should be 
attorneys’ fees, and stock registration and transfer costs. 


*Section 269—Acquisitions 


The presumption which has been incorporated in section 269 (c) should be 
removed from the code. 

The presumption as stated is highly confusing and ambiguous and has proved 
to be impossible of application in most cases. Further, it is impossible to 
understand the theory of this presumption so that even apart from the ques- 
tions of construction it cannot be applied consistently. Also the operation of 
the presumption has been in effect to deter many otherwise sound transactions 
where there is any tax benefit at all involved since there may actually be a tax 
penalty as a result. 

The general provisions of section 269 are sufficient to accomplish the purposes 
of the provision without the presumption of section 269 (c). 


*Section 817—Treatment of corporate debt obligations held by shareholders 


The problem of “thin incorporation” was not solved by the new subchapter C 
provisions of the Internal Revenue Code of 1954. Uncertainty remains as to 
the income-tax treatment of debt obligations of corporations held by share- 
holders. . 

The Congress should provide nonexclusive rules which will require the Com- 
missioner of Internal Revenue to treat such obligations of a corporation as debt 
if certain conditions are met. The conditions could, for example, require the 
eorporation to show that the amount of such debt held by shareholders does 
not exceed the fair market value of the corporation’s stock by more than 10 to 1. 

Where the obligation fails to meet the conditions prescribed, the taxpayer 
should be permitted to show that such failure was due to the exigencies of the 
corporation’s business. 


*Section 388—Election as to recognition of gain in certain liquidations 

Section 333 (e) (1) provides that in determining the tax upon the share- 
holder earnings and profits shall be determined on the accrual basis regardless 
of the method of accounting customarily used by the corporation. An improper 
extension of this provision has resulted from the Commissioner’s assertion that 
it applies not only for the purpose stated in section 333 (e) (1), but also for 
the purpose of filing the corporation’s final income-tax return. It is suggested 
that section 333 (e) (1) should make clear that the accrual provision is to be 
applied only for the purpose of determining earnings and profits and thus only 
to determine the shareholder’s tax. 


*Section 404—Deduction for contributions to an employee's trust 


Express provision should be made for deduction of contributions to a non- 
qualified plan. Section 403 (a) (5) of the House version of the 1954 Code con- 
tained the type of provision which should be incorporated into the code. (See 
H. Rept. No. 1337, 83d Cong., 2d sess. (1954), pp. 43-44, A151.) This provision 
was deleted by the Committee on Finance without explanation. The provision 
should be incorporated into the code (Cf. Reg. Sec. 1.404 (a)—12). 


Section 452—Prepaid income 


Section 462—Reserves for estimated expenses 


The enactment in 1954 of section 452 relating to prepaid income and section 
462 relating to estimated expenses in the Internal Revenue Code of 1954 was 
in recognition of the fact that the tax rules of accounting which had developed 
differed radically from generally accepted accounting principles in determining 
when certain types of revenue and expenses should be recognized. The sub- 
sequent retroactive repeal of these provisions restored the divergence of tax 
rules from sound accounting. 

The effect of the serious divergences of the tax rules from generally accepted 
accounting is to improperly accelerate the reporting of income and equally im- 
properly defer the deduction of expenses and losses. An erroneous and distorted 
concept of net income results. The effect is that taxpayers are actually re- 
quired to pay a tax on receipts which economically do not constitute income. 

The basic intention of Congress has always been to permit taxpayers to com- 
pute taxable income in conformity with generally accepted accounting prin- 
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ciples. This intention requires reaffirmation through the reenactment of the 
principles of sections 452 and 462, 

The chamber, in its testimony before the Senate Finance Committee on H. R. 
4725 (later Public Law 74 of the 84th Cong.), urged the retention of, and now 
urges reenactment of, section 452 (relating to prepaid income) in its original 
form. The chamber then recommended that section 462 (relating to reserves 
for estimated expenses) be retained with certain amendments, and now urges 
that section 462 be reenacted as amended in the following ways: 

(1) The scope of section 462 should be defined more clearly to provide for 
definite types of reserves to be established in accordance with generally accepted 
accounting principles. 

(2) A method of transition should be provided which will minimize the reve- 
nue loss to the Treasury in the year or years of changeover. 

It is recognized that the transition to accepted accounting treatment for 
estimated expenses from the inequitable rules which are presently imposed on 
taxpayers requires certain safeguards to the Government’s revenues. These 
safeguards, however, should not operate to deny forever deductions to which 
taxpayers are rightfully entitled but which have been denied at the proper time 
under the rules of accounting for tax purposes currently in force. 

In addition, because of the difficulty of defining terms precisely, it may be 
necessary to limit prepaid-income and estimated-expense treatment to specified 
eategories of items. Any categories specified initially should not be considered 
to be the only items of prepaid income and estimated expense requiring proper 
treatment. In particular it should be clear that no existing accepted practices 
are to be disturbed. Provision should be made for an expansion of the number 
of categories covered when experience indicates the need. 

The reenactment of sections 452 and 462 should be made retroactive to the 
effective date of the 1954 Code. The repeal of these sections created a great 
many inequities and hardships. The attempts in Public Law 74 to relieve a few 
of the most severe hardships could not be completely effective and many difficult 
problems remain. The retroactive reinstatement of these sections would tend to 
solve many of the problems which were created by retroactive repeal. 

The chamber also recommends that section 462 (c) (2) be amended to give 
the taxpayer the option to limit his election to one or more of the allowable types 
of reserves without the “all or none” requirement that the taxpayer must 
include in his election all items deemed to be covered by section 462. 

Certainly some relief is needed immediately to relieve the burdensome situa- 
tion which has now arisen in connection with the revocation of the vacation-pay 
rulings. The right to continue to treat vacation pay on the accrual basis should 
be upheld. 


Section 501—Haempt organizations 


Section 501 (c) (9) should be amended by deleting the requirement that 85 
percent or more of the income of a voluntary employee’s beneficiary association’s 
gross income consist of amounts collected from members and amounts contrib- 
uted to the association by the employer of the members. As an alternative, a 
new paragraph should be added to subsection 501 (c) granting exempt status to 
supplemental unemployment benefit plan trusts without restriction as to sources 
of income, As a safeguard, if this alternative proposal is adopted, a provision 
should be added to the effect that a trust will lose its exempt status if any part 
of its net earnings inures (other than through unemployment benefit payments) 
to the benefit of any private individual. 

The Internal Revenue Service has ruled that employee benefit plans estab- 
lished under agreements between management and labor unions are exempt 
from tax only if they conform to the requirements of section 501 (c) (9). (See 
special ruling letter dated February 25, 1957, 5 CCH 1957 Fed. Tax Rep. par- 
6623.) Such agreements exist in the automobile, glass, and several other indus- 
tries. Provided these industries are able to maintain a high level of employ- 
ment, it is reasonable to anticipate that at some point in the not too-distant 
future, the income earned by these trusts on their corpus will exceed the present 
statutory limitation. To subject these trusts to tax on their income might well 
render them incapable in times of widespread unemployment of meeting the 
purpose for which they were established. Those who are unemployed would 
then be forced to turn to local, State, and Federal agencies for assistance. The 
chamber feels that such a result should be avoided if at all possible and there- 
fore recommends a change in the law. 
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*Section 542—Definition of personal holding company 


This section should be amended so that in the case of corporations where a 
substantial part of the stock is publicly held, the corporation will not be required 
at its peril to determine whether the stock ownership requirement is met. 

There are many cases, for example, where 50 or 60 percent or even more of a 
corporation will be publicly held in small blocks. The balance may continue 
to be held by the original family group. It can readily be determined whether 
the 4 largest public stockholders according to the stock books own sufficient 
shares which, together with the original family group, will meet the 50-percent 
stockownership requirement. However, it is completely impossible to make any 
determinations with respect to indirect ownership. Many of the relatives who 
are to be included under the statute have different names and different addresses 
and the corporation cannot possible determine the degree of relationship. Fur- 
ther, even stockholders with the same names may not be related. The statute 
presently makes no allowance for this situation. 

It is suggested that section 542 should be amended to provide that if there 
is no family group owning more than 50 percent and if the corporation’s stock 
is publicly held to the extent of 50 percent, then the indirect stockownership pro- 
vision should not be applied to the publicly held shares. 


*Section 615—EHzaploration expenditures 


The limitations and restrictions on deductions of exploration expenditures 
should be removed. The limitation of $100,000 per year and the restriction 
allowing this deduction for any 4 years discourage investment in exploration. 
A strong mining industry with ample reserves for the future is necessary for 
our Nation’s survival and prosperity. 


Sections 641-692—-Comments concerning the revised first report of the advisory 
group on subchapter J 


Section 641 (c) 

Multiple trusts.—A. By this section, which is proposed to be added to the In- 
ternal Revenue Code, the advisory group is attempting to quiet the sporadic 
concern with relation to the possibility of reducing income taxes through the 
use of multiple trusts. 

The possibility that a person may create a series of similar trusts for a par- 
ticular individual has for a long time intrigued authors in the tax area. These 
authors point out that, in theory, this is a convenient tax-saving device. These 
articles and the apparent simplicity of the device have magnified the problem 
out of all proportion. In fact, if one looks at the practical aspects of the situa- 
tion, it is clear that so-called multiple trust device is not a problem at all. 

Based upon a survey of representative corporate fiduciaries, it can be stated 
that there are few multiple-trust arrangements in existence. They are not eco- 
nomical. The cost of administering small trusts makes their use prohibitive to 
the average taxpayer. Corporate fiduciaries have found trusts of less than 
$100,000 to be unprofitable and, therefore, they discourage their use. 

No one will question that there are a few isolated cases in which multiple 
trusts have been created. However, to graft on to an already complicated statute 
a provision as complex as proposed section 641 (c) in order to still someone’s 
sporadic concern over an almost nonexistent problem would be an unfortunate 
solution. 

In addition, the section as proposed would substantially increase costs of 
revenue collection and substantially increase the deductible expenses of trust 
administration. In order effectively to administer a statute of this sort, the 
Government would have to employ additional help, create a new filing system, 
and set up all sorts of safeguards to prevent a violation of the statute. In 
addition, trustees, particularly corporate trustees, would be compelled to incur 
additional expense in order to adhere to the statutory instructions, not to speak 
of the additional instructions that might be contained in the regulations. Nat- 
urally, to the extent that the expenses of trustees are increased, the amount 
of money paid to the Government in the form of income tax is decreased. 

Further, this new section 641 (c) might well encourage the use of multiple 
trusts by taxpayers who might otherwise not use them. The proposed amend- 
ment to the statute defines an area within which the taxpayer may take 
advantage of a multiple-trust arrangement without any fear of adverse tax 
consequences. 
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Since proposed section 641 (c) will neither produce revenue nor discourage 
the use of multiple trusts, it is strongly suggested that this provision be re- 
jected by the Committee on Ways and Means in its consideration of the report 
of the advisory group. 

B. If for some reason it should be deemed desirable to adopt the general 
approach suggested by the advisory group, it is recommended that the following 
changes be made in the language of proposed section 641 (c): 

1. Sections 641 (c) (1) (A) (ii) and 641 (ce) (2) (A) (ii) should be deleted. 
As presently worded, these sections operated only to the benefit of the Govern- 
ment without giving corresponding treatment to the taxpayer. If trusts fall 
into the multiple-trust category, they should be treated as muliple trusts whether 
or not by consolidating the trusts for income-tax purposes more or less tax is 
payable to the Government. 

2. The mere fact that the language mentioned in 1 above was included in the 
proposed section indicates that some people create a series of trusts for other 
reasons than avoiding income tax. Although two or more identical trusts hap- 
pen to be created at the same time for the benefit of an individual by a donor, 
this fact should not, of itself, be sufficient to create any presumption that they 
are part of a multiple-trust series. Such trusts may very well be created for 
other than tax reasons. For example, it may be desirable to place stock of a 
closely held corporation in a trust separate and apart from a trust of market- 
able securities. Also, a person having business dealings with more than one 
financial institution may feel obliged to give some of his trust business to each 
of them. Other persons may not want “to put all their eggs in one basket.” 
They may prefer to let different trustees handle the various trusts so that, for 
instance, real estate may be handled by a corporate fiduciary doing business in 
the locale of the real estate, oil and other mineral interests may be handled by 
an institution familiar with these types of assets, and the balance of the prop- 
erty may be handled by a third institution which may have been successful in 
investing and administering marketable securities. There are countless non- 
income-tax reasons why a donor may decide to create more than one trust for 
an individual. 

In the same light, there is nothing about a 5-year period that is determinative 
of whether a person has created a series of trusts in order to avoid income taxes. 
It is recognized that the Advisory Committee has sought an objective test, but 
on these questions an objective test may necessarily ensnare too many of the 
innocent. It is suggested the proposed new section contain a requirement that 
the multiple trusts must be shown to have been created for income-tax avoidance 
purposes before proposed section 641 (c) will apply. 

3. Section 641 (c) (5) should be deleted, It is one thing to say that a trust 
is required to disclose to the Government the terms of a trust and the assets 
held thereunder. It is quite another thing to place in the hands of the Secretary 
a power to require trustees to disclose this information to other persons or insti- 
tutions acting as trustees. This portion of the proposed section would empower 
the Secretary or bis delegate to require trustees to circulate lists disclosing the 
names of persons who have created trusts, the terms of those trusts, the taxable 
income of the trusts, etc. It is clear that the grant of such power is contrary to 
the basic concepts of trust law and, moreover, contrary to sound public policy. 

4. It should be made clear that this proposed section, if adopted, is to operate 
only as to trusts coming into existence subsequent to its enactment. This will 
relieve trustees of the costly and burdensome task of determining whether any 
trusts under which they are presently acting might be deemed to be multiple 
trusts. 

Finally, it should be recalled that for many years the deduction for personal 
exemption granted to a trust was equal to that granted to an individual. The 
decision to make the deduction for personal exemption for a trust less than that 
of an individual taxpayer was based upon the thought that the adoption of such 
a measure would be a solution to the multiple trust arrangement, and it has been 
a solution. Such arrangements are practically nonexistent. This solution is 
adequate in itself. However, if it should be determined that some other legisla- 
tive means is to be adopted for this purpose, there is no question but that the 
deduction for personal exemption granted to a trust should be restored to equality 
with the deduction granted to an individual taxpayer. 


Section 662 (a) 


Treatment of charitable beneficiaries—The suggested change in the statute 
which proposes to give a charity status as a beneficiary is a desirable one. 
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However, the decision arbitrarily to assign a charitable beneficiary to the “fourth 
tier” is ill-advised for the reasons that Mr. Craven discusses in his statement 
which is appended to the report. It is recommended that charitable beneficiaries 
be treated in the same way that all other beneficiaries are treated in applying 
the tier system. 


Sections 661 and 662 


Tier system.—While it is realized that some provision should be made in the 
statute to assure an equitable apportionment of distributable net income among 
several beneficiaries, it is suggested that a system more understandable than 
the four-tier system be adopted. A 2-tier or 3-tier system of the type that Mr. 
Bergen describes in his statement appended to the report would seem adequate 
in this regard. 

General discussion—With the exception of the items mentioned above, the 
general approach taken by the members of the Advisory Group to the problems 
of subchapter J to which they have given consideration appears to be sound. 
The suggested addition of section 643 (a) (3) (C) and the suggested amend- 
ment of section 668 (a) solve serious problems and deserve speedy approval by 
the committee. 


* SuBCHAPTER O, Part IX, SEcTIONS 1111 ET sEQ. 


SALES, EXCHANGES, AND DISTRIBUTIONS TO EFFECTUATE ANTITRUST AND OTHER 
ECONOMIC REGULATORY POLICIES ‘ 


A provision should be inserted in the Internal Revenue Code providing for the 
nonrecognition of gain or loss on exchanges, distributions, or conversions which 
are made to effectuate the policies of the antitrust laws and other economic 
regulatory statutes. There is a growing recognition in both Government and 
industry that the Federal tax laws have been unnecessarily and inadvertently 
a deterrent to the orderly, equitable, and effective administration of the anti- 
trust laws. 

The tax problems with which we are concerned arise in those cases where the 
regulatory statutes are applied to achieve results which Congress and the proper 
administrative body have determined are in the best interests of our economy. 
These cases are not primarily those which simply involve willful violations or 
prohibited actions, but, instead, these cases involve the question whether one 
enterprise, even by completely lawful means, may grow to a dominant size in its 
industry or may participate in a number of different industries. 

Compliance with the policies of these economic regulatory laws is not a pun- 
ishment, but represents the steps required to conform with what has been deter- 
mined to be in the best interest of our economy as a whole. Unfortunately, the 
effect of existing tax law has been to create a punishment or sanction not in- 
tended as such by Congress (and not intended to be imposed on anyone), the 
impact of which, however, falls primarily on the stockholders who were nothing 
more than investors. 

The Congress has long recognized in a number of situations that involuntary 
transactions should not be treated as closed taxable transactions. The recog- 
nition that involuntary acts should not give rise to immediate tax liability 
covers many fields. 

The time has clearly come when these same tax policies should be uniformly 
applied in the case of the antitrust laws and other economic regulatory policies. 
The chamber of commerce is convinced that the public interest embodied in 
various economic regulatory laws would be better served, and the orderly ad- 
ministration of such laws would be greatly facilitated, if reasonable and well- 
considered rules are written into the Internal Revenue Code providing for non- 
recognition of gain or loss when, in conformity with the purposes of these laws, 
there are certain exchanges or distributions of stock or securities, exchanges or 
distributions in kind, or sales followed by reinvestment. 

The transactions to be covered would be those made in the process of carrying 
out the requirements of injunctions, orders, and decrees in proceedings under 
the antitrust laws, or pursuant to arrangements approved in advance by the 
Department of Justice, or pursuant to judicial or agreements under any other 
regulatory statutes. 


A more complete statement of the chamber position is in the recommendation submitted 
to the Joint Committee on Internal Revenue Taxation on February 14, 1956, 
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There is general agreement today that it is neither fair nor in accordance 
with sound legislative or administrative policy to impose an added tax penalty 
on the stockholders in such cases. And yet this is where the penalty falls. Not 
infrequently, the alleged violation results entirely from the failure or inability 
of management or its counsel to foresee accurately many years ago or today the 
development of administrative theories and the course of judicial interpretation, 
both of which are and have been constantly changing. A case in which manage- 
ment, with the knowledge and sanction of the shareholders, deliberately embarks 
upon a program of acquisition or expansion which is known or believed to/be in 
eontravention of the antitrust laws would be a rarity indeed, and probably even 
impossible under the supervision of the SEC, state commissions, and vocal 
minority stockholders. Management is itself subject to severe penal sanctions 
in appropriate cases for conduct plainly in violation of these laws. Such vio- 
lations certainly would not be encouraged by reasonable amendments to the tax 
laws, the primary purpose of which would be to protect the shareholders from 
hardship and loss in case of involuntary splitup and divestiture. 


* Sections 1201-1211—Capital gains and losses 


The tax upon capital gains should be eventually eliminated. Until this oc- 
curs, the rates applicable to capital gains should be reduced. 

The chamber fully realizes that budgetary problems and the need for continu- 
ing high revenue are important factors. Many authorities, however, believe 
that lowering the rate of the capital-gains tax would result in an actual in- 
crease in revenue, and, in any event, the problem should be carefully considered 
in the light of the encouragement to business transactions and the stimulation 
to the overall economy which such a reduction would provide. The capital- 
gains tax operates as a serious deterrent to investment, lessens the stability and 
liquidity of markets, and discourages companies from undertaking new capital 
issues essential for the expansion of established businesses. 

As long as a capital-gains tax remains, however, offset of losses and gains 
should be continued, but the limitation on capital losses in section 1211 (b) in 
the case of individuals, estates, and trusts should be increased to the extent of 
capital gains plus a larger amount than the present limited $1,000. 

* Section 1212—Capital loss carryback 

Should the Congress not adopt the recommendation under section 1201 that 
the tax upon capital gains be eventually eliminated, or until such time as the 
tax can be eliminated, section 1212 should be amended to provide for a 2-year 
earryback of net capital losses as well as a 5-year carryover. 

Since the carryback and carryover of net operating losses is now 2 and 5 
years, respectively, it seems fair and reasonable the same periods of carryback 
and carryover should be permitted on net capital losses. 


* Section 1237—Real property subdivided for sale 


As the American Bar Association noted during the Senate Finance Committee 
hearings on H. R. 8300,° section 1237 should have been substantially revised 
before it was adopted in 1954. Unfortunately, this kind of revision did not take 
place. 

Where large tracts of land have been held for many years, it is sometimes 
impossible to dispose of them except by subdivision and sale. Under section 
1237 this would be virtually impossible, because of the limitations on improve- 
ments and the possibility that gains on subsequent sales would be taxed at ordi- 
nary income rates on the appreciation in value over many years. 

It is proposed that section 1237 be amended to provide that regardless of the 
limitations prescribed by section 1237 (b), limited capital-gains treatment shall 
be given to gains from the sale of a tract of land subdivided and sold under a 
plan of subdivision if the tract has been held for at least 5 years and was 
originally acquired for investment, by inheritance, or for use in the taxpayer’s 
trade or business. Under such circumstances, the increase in value to a date 
just prior to subdivision would be treated as a capital gain and the subsequent 
subdivision profit would be taxed as ordinary income. 


Section 1242 (new) 


Particularly in the case of small corporate business the difficulties of ob- 
taining equity capital are compounded by the fact that the investor has only 


5 Hearings before the Committee on Finance, U. 8. Senate, 83d Cong., 2d sess., pt. 1, 
pp. 338, 339. 





580 GENERAL REVENUE REVISION 


a capital loss if the venture fails. Nor, in most cases, can investors expose 
themselves to the unlimited risks of noncorporate forms of business organiza- 
tion. 

To assist small business in obtaining risk capital, it is recommended that the 
equity investor who suffers a loss may receive ordinary loss treatment to some 
maximum amount. 


*Section 1301—Averaging of income 

A provision similar in operation to section 1301 should be enacted to provide 
an averaging of taxable income of individuals over a reasonable period of years, 
thereby eliminating the inequity inherent in the present method of reporting 
income annually. H. R. 126, introduced by Representative Curtis of Missouri 
on January 3, 1957, providing for averaging taxable income, should be carefully 
studied to determine its feasibility. 


Section 1402 (a)—Title 28, United States Code 

The chamber believes it would be desirable to have legislative clarification of 
the questions of venue in tax refund suits by corporations against the United 
States in Federal district courts. Considerable confusion has developed of late 
among the several district courts as to the proper basis for establishing venue. 

The chamber believes that the proposals made by the section of taxation of 
the American Bar Association represent a desirable approach to legislative 
clarification of these questions. See, ABA, Section of Taxation, 1957 Program 
and Committee Reports, pages 114, 118-119. 


*Section 1514—Consolidated returns 

The 2 percent penalty tax on consolidated returns should be repealed and 
optional use of such returns should be permitted. 

Eeonomie and legal considerations require that many businesses be operated 
through affiliated groups of corporations. There is no logical reason for taxing 
these businesses at a higher rate than those which are conducted by a single 
corporation. 

SUBTITLE B. ESTATE AND GIFT TAXES 


Sections 2001-2524 

It is recommended that the Federal estate and gift tax laws be repealed and 
these sources of revenue be returned to the States. The economic effect of the 
present high rates, low exemptions, inequitable provisions and their impact 
on the American public, upon American business and upon our State governments 
is so Serious that the problem cannot be ignored. 

Private capital is, of course, the basis of the American economic system, 
and a ready availability of such capital is essential to the stability and continued 
growth of business in the United States. There is no question that the Fed- 
eral estate and gift taxes are capital levies, and as such are steadily reducing 
private funds available for investment. 

In the case of the estate holding a family business interest, the tax problem 
has become particularly acute. Typically, such an estate is primarily com- 
posed of the closely held asset, and it becomes necessary upon the death of 
the principal shareholder to dispose of a substantial portion of his holding in 
order to pay the death tax. Often, in order to meet the tax, stock must be sold 
in such amounts that the decedent’s family may lose control of the business and 
impair the incentive of other shareholders whose position, taxwise, is similar 
to that of the decedent. A change in management may also result in a loss of 
those business policies which gave rise to the success of the business involved. 
At times, complete liquidation of the company becomes necessary, should the 
decedent’s personal representative find himself unable to find a satisfactory 
purchaser for the stock within the limited time allowed. At a time when the 
corporation has suffered a loss of management, these problems become doubly 
important, and it is easily seen that the burdens may be too great for a small 
business to withstand. Section 303 (a) of the Internal Revenue Code of 1954 
is, of course, helpful but its effectiveness depends on the liquidity of the cor- 
poration. For this reason, it is only a partial solution. Even if an estate finds 
this section useful, it means a withdrawal of capital from a business in sub- 
stantial amounts. 

Still another threat to enterprise exists when the tax is considered in relation 
to a small business. Often, the only market for the stock of a small company 
is another company in the same field of endeavor which is anxious to purchase 
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its rival’s stock in order to avoid competition. Thus, these taxes breed monop- 
oly; small businesses disappear and large businesses take their place. The 
large business finds the death tax impact on its shareholders to be relatively 
slight, since, generally, stockownership is there diffused among a great number 
of persons. : 

One of the problems facing every governmental unit is the task of obtaining 
adequate revenue to support the cost of government. Despite the confiscatory 
rates of the Federal estate and gift taxes, the Federal Government obtains less 
than 2 percent of its revenues from this source. However, to a State govern- 
ment, revenue obtained from estate and inheritance taxes is essential to provide 
adequate funds. The Federal estate tax deprives State governments of a much- 
needed source of revenue. 

As an example of the manner in which the Federal estate tax reduces local 
revenue, an Illinois estate of $1,060,000 (before exemption) now bears a mini- 
mum Federal estate tax of $289,140, leaving $770,860 subject to inheritance tax 
in Illinois. On the assumption that the estate goes to one child, the Illinois tax 
would be $71,120. If it were not for the Federal estate tax, the Illinois tax 
would equal $111,600, which is $40,480 more than Illinois now receives. Thus, 
the Federal tax reduces Illinois State revenue from this estate by more than 
one-third. 

In at least 15 States, the amount of the Federal estate tax is deducted from 
the gross estate of a decedent before computing the State tax. Those States 
are California, Idaho, Illinois, Indiana, Iowa, Kansas, Kentucky, Ohio, South 
Carolina, Vermont, Virginia, Washington, West Virginia, Wisconsin, and Wyo- 
ming. In addition, a similar situation exists in the District of Columbia. Even 
in States where the Federal estate tax is not technically a deduction, the effect 
of the Federal Government in preempting the field cannot be overlooked. 

The fiscal programs of the Federal Government have preempted so much of 
the tax money which citizens are able and willing to pay that the States and 
municipalities have been hesitant to enact additional taxes at the local level— 
taxes which the taxpayer could afford to pay were the demands of the Federal 
Government a little less exhaustive. 

It is obvious that the States could perform some of the services now per- 
formed by the Federal Government if the Federal estate and gift tax burdens 
were listed and this source of revenue returned to the States. 

In a 1954 study madé by the National Citizens Commission for the Public 
Schools, 23 States were said to be below the national average in the amount of 
per capita expenditures for education. A projected calculation was made to 
determine the amounts required to be expended in order to bring these States 
up to the national average by 1965. The citizens of 11 of these States sent to 
Washington in the payment of Federal estate and gift taxes for 1955 and 1956 
more than enough to make up their deficits. Thus, these States in 2 years could 
with their own money have made up the deficits projected over 10 years if the 
Federal Government had not closed the door in their faces. 

This is not a case of a State saying, “Give us the money and we will do the 
minimum job that you want us to do.” It is rather “Don’t take away from us 
the money with which we could do the job that our citizens want us to do.” 

Consider the State of Texas. Under the school construction bill, Texas would 
have been allotted a $4 million Federal “handout” for school construction. Dur- 
ing 1956 alone, Texas citizens paid over $46 million in Federal estate tax. An 
additional $6 million was paid in Federal gift tax in 1956. What kind of favor 
is the Federal Government doing for the schoolchildren of Texas? 

Alabama is another so-called substandard State in the area of educational 
facilities. In the period from 1946 to 1956, Federal estate and gift taxes in 
the amount of $60 million were collected from the citizens of Alabama. Using 
a very liberal estimate of $30,000 cost per classroom for this period, 2,000 
additional classrooms could have been built in Alabama. As is true of the other 
States, leave some Alabama money in Alabama and Alabama will be able to do 
its own job. 

To repeal the Federal estate and gift tax laws would return the estate and 
inheritance taxing power to the States, at one stroke increasing their local 
revenues, restoring their autonomy, and benefiting the public, since the local 
= rates would be held at a reasonable level through competition among the 

tates. 

Traditionally, the power to levy death taxes has been one reserved to the 
States. Inheritance taxes by the States existed long before the Federal Govern- 
ment entered this field of taxation. The right of inheritance is one which exists 
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entirely as a result of State law. A State could require the escheat of all prop- 
erty of a decedent to the State or permit its transfer to others on such terms as 
the State wishes to adopt. Under these circumstances it is difficult to justify 
the action of the Federal Government in invading this field of taxation. 

Repeal of the Federal estate and gift tax does not mean that there will be a 
net loss of revenue in the amount collected. This is so for several reasons. 
First, the revenue collected from this source is not net. It costs a great deal 
for the Federal Government to administer this tax. Second, it costs the tax- 
payer a great deal to comply with this tax. Third, the amount of the tax would 
be left in the hands of the taxpayers to produce additional income which would 
be subject to the income tax. This last item alone is not an insignificant sum. 
Taking the last 5 years of the estate and gift tax collected (1952-56) and as- 
suming it would produce a 4-percent return in the hands of the taxpayer at an 
average 30 percent income-tax rate, the Government would be collecting today 
nearly $83 million of additional income taxes. 

To every person in the country, the imposition of Federal estate and gift taxes 
presents a serious problem when he attempts to formulate a plan by which his 
family will be protected from financial hardship upon his death. When there 
is added to that tax burden the expenses of probate administration, the finan- 
cial drain upon an estate becomes far too great, and sound estate planning be- 
comes impossible for persons whose income does not permit substantial and 
regular savings. 

For these reasons, the Federal estate tax, and the Federal gift tax which 
serves to implement it, should be repealed. 

Pending repeal of the Federal estate and gift taxes, there are proposals which 
should receive the consideration of Congress. Some of these are contained in 
the proposed Technical Amendments Act of 1957 (H. R. 8381). Sections 53, 
54, 55, 56, and 57 of this act deal with estate and gift tax amendments. 

It is recommended that sections 53, 54, 55, and 57 of H. R. 8381 be enacted. 
Section 56 is disapproved and it is recommended that this section be deleted. 

Section 53 extends, in certain cases, the time in which State death taxes may 
be paid and claimed as a credit for estate-tax purposes. Section 54 deals with 
certain hardship cases involved in the estate tax on reversionary or remainder 
interests in property. Section 55 is a clarifying amendment with respect to 
certain retirement annuities excluded from the gross estate. Section 57 makes 
the gift tax inapplicable to the election of survivor benefits under certain 
qualified retirement plans. These are all helpful amendments and should be 
enacted. 

By section 56 of H. R. 8381 it is proposed that section 2042 of the Internal 
Revenue Code of 1954 be amended by providing that, in certain instances, 
insurance proceeds are to be included in the gross estate of a decedent even 
though, at the date of his death, the decedent possessed none of the incidents 
of ownership under the policy and the proceeds were not payable to his estate. 
In effect, the amendment would bring back a partial premium-payment test in 
determining whether life-insurance proceeds are to be included in the gross 
estate of a decedent. This section should be deleted from H. R. 8881 and should 
not be enacted. 

On page 38 of the report of the Committee on Ways and Means accompanying 
H. R. 8381, it is stated that— 

“Your committee believes that there are possible abuses under the existing 
provision where a decedent transfers a policy shortly before his death or where 
a policy is purchased on his life shortly before his death, because in such in- 
stances it is possible to plan the avoidance of the Federal estate tax. Moreover, 
where death occurs shortly after the transfer, the value of the amount trans- 
ferred is greatly increased.” 

If this is, in fact, a real problem, one would expect to find a recommended 
solution which had some logical basis for separating the taxable situation from 
the nontaxable situation. Instead, we find what appears to be a conglomeration 
of ideas loosely jointed together in a proposed amendment to the code which will, 
if it retains its present form, result in inequities to many taxpayers. For 
example, X buys a policy on Y’s life 4 years and 11 months before Y’s death. 
X possesses all the incidents of ownership. Y pays all the premiums. Under the 
proposed amendment, all of the insurance proceeds would be included in Y’s 
gross estate. On the other hand, if X had purchased the policy 1 month earlier 
or if Y had lived 1 month longer, none of the insurance proceeds would be in- 
cluded in Y’s gross estate. Is this a sound approach to the problem? 
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Perhaps a question which might be more in point is “Is there any problem 
at all?’ In reading the language of the report quoted above, it is difficult to 
avoid coming to the conclusion that what the committee has in mind is a gift 
of insurance policies or insurance premiums in contemplation of death, One 
wonders how the committee could have overlooked the fact that gifts in con- 
templation of death are already guarded against by section 2035 of the code. 
This state of wonderment is short lived because on page 96 of the report the 
committee states that the operation of section 2035 of the code is in no way 
limited by section 2042, as it is proposed to be amended. 

Thus, it appears that the committee, on page 38 of the report, recommends the 
enactment of the amendment in order to discourage the abusive practice of mak- 
ing gifts of this nature in contemplation of death and then, on page 96 of the 
report, the committee for all practical purposes admits that the abuse is already 
guarded against in the code. 

This being the case, what is the purpose of the proposed amendment to sec- 
tion 2042? What is the peculiarity of life insurance that prompts an attempt 
to impose an irrebuttable 5-year contemplation of death presumption while a re- 
buttable 3-year presumption is deemed sufficient protection for the Government 
with regard to all other property? 

In this respect, it should be kept in mind that insurance is, essentially, a form 
of property. Congress should not discriminate against a particular type of 
property. Stocks, bonds, real estate and other types of assets may be trans- 
ferred by one individual to another without the consequences which this amend- 
ment seeks to impose upon insurance, 

It may be argued that insurance is a special type of property which may 
be greatly enhanced in value upon the death of the assured. However, death 
is a fortuitous occurrence. The assured has no control over it. More im- 
portant, the assured has no control over the policy. He is not the owner. The 
person who is the owner of the policy may take the cash surrender value at 
any time and terminate the insurance contract. The owner may convert the 
policy to a paid-up status. The assured has no connection with the policy out- 
side of the fact that he may be paying or may have paid some of the premiums. 
However, Congress has always recognized that one person may make a gift to 
another. Why impose special hardships upon a person who elects to make a 
gift by paying an insurance premium? 

A thought underlying the suggestion in this amendment may be that the in- 
surance portion of the proceeds may be enjoyed only at or after the death of the 
decedent. That is, there is a section 2037 flavor to the suggestion. There are 
two flaws in this type of reasoning. First of all, there is no reversionary interest 
in the grantor-assured in the cases which this amendment contemplates. 
Secondly, in a section 2037 case, the reason the property is not able to be enjoyed 
until the death of the decedent is that the decedent himself has imposed a condi- 
tion upon the transfer. This is not at all the case with respect to insurance since 
the assured who possesses no incidents of ownership has no control over the 
policy or the proceeds thereof. 

The premium payment test should not be reintroduced into the estate tax, 
and section 56 should not be enacted. 

On August 7, 1956, the Cabinet Committee on Small Business presented its first 
progress report to President Eisenhower. The committee made four recom- 
mendations concerning Federal taxes. The fourth recommendation reads as 
follows: 

“That the taxpayer be given the option of paying the estate tax over a period 
of up to 10 years in cases where the estate consists largely of investments in 
closely held business concerns.” 

This recommendation should be enacted. 

No one can question the seriousness of the problems confronting the legal 
representative of an estate which contains a large block of closely held stock. 
The legal representative has the duty to conserve the estate for eventual distri- 
bution to the beneficiaries and, at the same time, to secure enough cash to pay 
the Federal estate tax. These duties are often conflicting where closely held 
stock has to be sold in order to raise cash since the legal representative may not 
be able to obtain what he deems to be an adequate price for the stock. While the 
legal representative may apply for an extension of time for paying the estate tax 
under section 6161 (a) (2) of the Internal Revenue Code, as the committee points 
out, the legal representative has no assurance that his application for an exten- 
sion based on undue hardship will be approved by the Secretary of the Treasury 
or his delegate. In addition, there is in all these situations a public policy which 
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seeks to prevent the absorption of small businesses by big business interests. 
Thus, this proposal will, in certain cases assist the taxpayer in paying the estate 
tax without prejudicing the interests of the heirs of the estate and at the same 
time it encourages the continuation of small businesses. 

This recommendation of the Cabinet Committee on Small Business should be 
enacted. However, it must be recognized that this proposal does not provide 
a solution in all cases and further consideration should be given to various pro- 
posals for the easing of the estate-tax burden. 

Under section 3467 of the Revised Statutes, a personal liability for payment of 
the estate tax is imposed upon the legal representative of a decedeunt’s estate. 
Assuming that the legal representative has 10 years in which to pay the tax 
under the Committee’s recommendation, will he be willing to postpone the sale 
of the closely held stock for any considerable portion of the 10-year period? 
Will he risk the possibility that the value of the closely held stock will drop so 
sharply, because of circumstances peculiar to a particular industry or because 
of a general economic recession, that the value of the stock will not be sufficient 
to pay the estate tax? It would seem that the executor, faced with the choice 
of either selling the closely held stock within a relatively short period after 
death at something less than a fair price or holding the stock for 10 years with 
the danger of incurring personal liability for payment of the estate tax if the 
value of the closely held stock drops substantially, would have not alternative 
but to sell the stock. Even if there are other assets in the estate which would 
cover any decrease in the value of the closely held stock, it would certainly not 
be desirable to delay the distribution of these other assets for any lengthy period 
of time. ‘ Thus, the executor might, in order to protect his own financial position, 
be forced to bypass the benefit offered by the Committee’s recommendation. 

It would seem that the probate court or other courts of similar jurisdiction 
might object to holding estates open for such an. extended period as is contem- 
plated by the Committee’s recommendation. Naturally, these courts are anxious 
to facilitate the administration of estates. Under rules and practices of local 
courts, it might be impossible or, at least, difficult for a legal representative to 
hold an estate open for a 10-year period. 

As the committee suggests, experience has shown that many small family- 
owned businesses have been forced to dissolve or be consolidated into a larger 
corporation in order to raise money to pay the estate tax. It is clear that the 
forced disappearance of these relatively small businesses is undesirable from 
an economic standpoint. The Government should do what it can to prevent this 
result. From a realistic approach, whether a legal representative disposes of 
closely held stock 1 year, 5 years, or 10 years after death in order to raise funds 
to pay estate tax, the probabilities are that the only market for such stock will be 
other, and usually larger, corporations. These are the facts of life in this area. 
The recommendation of the Committee would not make any substantial changes 
in this respect. 

Despite the limitations of the proposal it should be enacted and further con- 
sideration should be given to various other proposals for mitigating the estate 
tax burden. 

As has been mentioned above, the problem of raising money in an estate con- 
taining a large block of closely held stock is a real one. 

The problem could be adequately covered by a provision in the estate tax law 
for estate-tax-free funds with which to pay the estate tax—either by self- 
insurance or purchased insurance. 

Such a fortuitous tax as a death tax, which is bound to be an incursion 
into capital and cannot be paid out of income, should not be taxed out of the 
field of protection. Some means should be provided whereby the shock of the 
tax on noncash assets may be lessened. Insurance is the ideal method but under 
the present law its use is impossible because the insurance itself increases the 
amount of the tax. 

For example, the Federal estate tax (before credit for State death tax) on 
an estate of $250,000, consisting of a manufacturing company, is $65,700. If the 
owner wished to insure against the tax it would not, be sufficient for him to 
purchase $65,700 of insurance since that insurance would automatically raise the 
tax to $86,024. Actually, it would take $96,619 of insurance to provide for the 
eState tax on both the manufacturing company and the insurance. On larger 
estates the problem is even more difficult. 

The estate or death transfer tax and inheritance tax are now the principal 
items among emergency expenditures incident to death. Physical properties, 
and securities, both liquid and slow, make up the great bulk of the estate of 
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decedents. It is generally extremely difficult to realize quickly from the assets 
of the normal estate the considerable sums of money that are required to meet 
obligations. In the case of a large estate-tax obligation imposed fortuitously 
by death, realization becomes even more difficult. Such taxes deplete estates 
not only by reason of the levy, but by reason of the sacrifice incident to the 
process of raising the money required to pay the tax. 

It would seem that individuals should not be penalized in insuring against 
death taxes any more than they should in insuring against fire, tornado, or 
other damaging visitations upon property. This proposal is made in order to 
permit persons to insure against the devastating effects of the Federal estate 
tax law. 

Two methods are suggested: (1) self-insurance, under which a liquid trust 
fund is specifically set up for estate-tax purposes; and (2) use of purchased 
insurance under a plan whereby there will be exempt from estate-tax proceeds 
of life insurance definitely earmarked for payment of death duties. 

The self-insurance plan involves setting up a trust specifically for estate-tax 
purposes. If deemed desirable, the statute might limit the types of assets which 
could be placed or kept in such a trust, such as, for example, Government bonds, 
securities listed on the New York or other recognized exchanges, and the like. 
It is suggested, however, that no such special limitations be imposed, in order to 
avoid discrimination between investments, since the trust instrument would ordi- 
narily contain provision as to liquidity. 

In the interests of simplicity and prevention of possible income-tax avoidance, 
such trusts should be permitted to be revocable, except that, after the settler’s 
death, the assets would be specifically earmarked for estate-tax payment, and 
no further distribution could be made until such tax liabilities were liquidated. 
The trust instrument could provide for the disposition of earnings prior to the 
settler’s death, either by way of accumulation or distribution to him. In either 
event, the trust income would be taxable to the settler. The instrument might 
also require as a guaranty of liquidity that the trust be liquidated within a 
relatively short time after the due date of the estate tax. 

Whatever portion of the trust assets is required to pay estate taxes should be 
made exempt from such taxes, and any excess should be subject to tax. There 
should be no tax on the privilege of creating such trusts. 

The principle of not taxing such portion of the estate as is required to pay the 
tax accords with the result now reached under the gift tax, where the tax is paid 
by the donor out of the estate remaining to him after a gift. The tax so paid is 
not taxed as a part of the gift and operates to reduce the estate passing at death 
and subject to the estate tax. 

Past proposals in the fleld of purchased insurance have usually taken the form 
of exempting from estate-tax the proceeds of life insurance, definitely earmarked 
in some way for the purpose, to the extent such proceeds are required to pay 
estate-tax liabilities, with any excess added to the corpus and subject to tax. 

The great advantage of this purchased insurance plan is its simplicity. On the 
other hand, a limitation of relief to this plan alone may be deemed objectionable 
because it may discriminate between taxpayers, since all taxpayers are not in- 
surable. For these reasons, it is believed that some form of both plans should 
be recognized by the statute, leaving the taxpayer to select the form best adapted 
to his own circumstances. 


*Section 2035—Transactions in contemplation of death 


There has been some suggestion that, if a decedent without incidents of own- 
ership in a policy of life insurance paid the premiums on such policy within 
3 years of his death, the full proceeds, rather than the amount of property 
actually transferred, should be included in the measure of his gross estate. 
This is contrary to the principle that only the value of the inter vivos transfer, 
which reduced the gross estate, should be pulled back into the gross estate, 

It should be made clear in the statute that the only “transfer” in the case 
of such payment of premiums on a life-insurance policy is the value for gift 
tax purposes at the time of transfer. 


*Section 2508 (c)—Tawable gift 


Section 2503 (c) is designed to simplify the problems of making gifts to minors 
within the permissible annual exclusion from taxable gifts. The section as 
drafted, however, has created several problems, 

Under the laws of most jurisdictions a minor is legally incapable of drawing 
a valid will at least until he becomes 18 years of age and in many cases until 
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he becomes 21 years of age. If the minor dies before attaining the age at which 
he can leave a valid will, any property in a section 2503 (c) trust will pass by 
the intestate laws and in all probability the donor will be a beneficiary. Section 
2503 (c) should make it clear that this is not a reversionary interest or any 
interest in property in the donor for income and estate-tax purposes, 

Also, the close family situation which is necessarily involved in a section 
2503 (c) trust frequently requires that the donor act as trustee. In this case 
the statute requires that the donor-trustee have discretion to pay out or accumu- 
late income. It should be made clear that this discretion, coupled with the possi- 
bility that the donor-trustee may inherit from the beneficiary, is not a beneficial 
power in the donor-trustee for income, gift, and estate tax purposes. 


*Section 2516—Certain property settlements 


Section 2516 was designed to make it clear that property settlements in 
connection with divorce do not constitute taxable gifts. The section, however, 
is phrased in terms of a presumption that such settlements are made for full 
and adequate consideration. This clears up the gift question, but raises the 
question whether section 2516 requires that the transfer be an income taxable 
transfer where there is a division in kind of property which has appreciated in 
value. This income-tax result certainly could not have been intended. 

It is suggested that section 2516 be amended so as to make it clear that the 
transfers covered are not subject to income tax. 


Sections 4251, 4261, and 4271—EHacise tawes on transportation and communica- 
tions 


We wish to call the committee’s attention to certain excise taxes which are 
particularly inequitable. These are the taxes covered in the Internal Revenue 
Code of 1954 as follows: Section 4251 dealing with communications; section 
4261 on the transportation of persons; and sections 4271 and 4271 (b) dealing 
with the transportation of property and coal, respectively. 

At this time we are addressing our remarks to the portions of the taxes 
which were imposed during the war and which still remain in force. 

The list of arguments against these excise taxes is a long and imposing one. 
However, for purposes of brevity we will discuss only two of them. 

In the first place, these taxes are seriously discriminatory as between sectors 
of the country. They discriminate between producers located at varying dis- 
tances from a given market because the greater the distance involved in getting 
products to the market place, the higher the freight bill on which the tax 
applies. To illustrate, a carload of machinery from a west-coast producer to a 
point in the East may have a freight bill of $800 on which the tax would be 
$24. A carload of the same kind of machinery from a producer east of the 
Mississippi to the same eastern market may bear freight charges of $200, with 
a tax of $6. Not only does the distant producer have to overcome the greater 
cost of transportation to enter this market, he must also overcome a tax based 
on the size of his freight bill. Thus, excise taxes constitute a barrier to the 
free flow of trade. Also, to the extent that they discourage businessmen from 
locating their plants and points of production at sites which are distant from 
the market, these taxes are preventing the industrial development of distant 
geographic regions. 

Second, these taxes are imposed on our for-hire transportation and communi- 
eation activities, two of the Nation’s most vital service industries. The policy 
of levying such a penalty tax on the essential services performed by our publicly 
regulated industries is open to serious question. 

When the tax is imposed on the net rate or fare of for-hire carriers, it car- 
ries with it a twofold evil. On the one hand, it encourages expansion of un- 
economic private transportation systems. On the other hand it undermines our 
basic common carrier system, adding an additional burden to this vital service, 
several sectors of which are already faced with a major fight for survival. 

Discrimination is also involved here between small and large concerns. The 
larger business enterprises are better able to avoid this penalty by providing 
their own transport systems, while the smaller business men usually are unable 
to make an investment of this size. 

Without taking the time to further explore the evils of these taxes, I think 
they must be branded as grossly inequitable and should be placed high on the 
list for early corrective action. 
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*Sections 6016 and 6154—Declaration of estimated taw and tax payment 
schedule for corporations 


The new system for advance payments of Corporate income tax should be re- 
jected as a discrimination against the larger corporations. 

The new obligation on these corporations makes it necessary to obtain cash 
during the year to pay taxes on profits which are not finally determinable until 
the end of the year. Additional working capital must be borrowed, resulting in 
adverse effects on business expansion, capital expenditures, inventory planning, 
and dividend declarations. 

These effects will be most keenly felt if the advance corporate tax payments 
are accelerated as required under the 1954 code. By 1959 a corporation on the 
ealendar-year basis will be required to pay 50 percent of its estimated tax 
before the end of the year, and 50 percent in the following 6 months. This 
means that additional funds for working capital equal to one-half the cor- 
poration’s annual Federal income-tax liability must be borrowed or raised in 
some way to meet advanced tax payment dates, In many cases this money 
may be the amounts to be used for expansion, research, and development. 

If the Congress does not entirely remove this discrimination against larger 
corporations, the total estimated payments under these sections should be held 
to a maximum of 20 percent of the estimated tax before the end of the year, 
rather than 50 percent as is now provided under the statute. 


*Section 6654—Penalties for failure by individuals to pay estimated income tax 

Section 6654 should be amended to provide a more realistic method of de- 
termining estimated income tax and requiring advance payments in the cases 
of certain individual proprietorships and partnerships. 

Where it is necessary to have substantial amounts of working capital on hand 
to operate a noncorporate business, and where profits and losses cannot be 
accurately determined until the end of a fiscal year, individuals or partnerships 
should not be obliged to borrow money to pay estimated taxes before a profit 
for the year has been realized. 

The unnecessarily strict provisions of section 6654 and Revenue Ruling 
55-348 have resulted not in a “pay-as-you-go” system, but a “pay-before-you- 
earn” problem, especially in professional partnerships such as accounting and 
law firms. Section 6654 should be amended to provide a more sound and 
reasonable system of declaring and paying estimated taxes with funds cur- 
rently available to each partner from income realized by the business on a 
‘“pay-as-you-earn” basis. 


*Section 7448 (a)—Membership of the Taw Court of the United States 

Section 7443 (a) should be amended to provide for an odd number of judges 
instead of the present even number. 

It is possible, under the present 16-judge membership, to have an even di- 
vision of judges in a particular case. Although it is understood this has never 
happened in actual practice, it seems desirable to avoid this possibility by 
either adding 1 member to the 16-judge court or by reducing its membership 
by 1, preferably the former in view of the increasing workload of cases. 


*Section 7483—Time for filing petition for review of Tar Court decisions 

Although section 7483 of the 1954 code is an improvement upon section 1142 
of the 1939 code, the provision permitting cross appeal of a Tax Court decision 
to a United States Court of Appeals within 4 months after the decision of the 
Tax Court should be enlarged to cover the cases of persons other than parties 
to the case. More specifically, the 4 months’ appeal period should be extended 
so as to cover cases of related taxpayers. 

For example, the cases of National Clothing Company of Rochester, Inc., 
Docket No, 49334, and Willard D. Avery, Docket No. 49397, were consolidated 
in the Tax Court for trial and for opinion. They were decided in a single 
opinion and the decisions entered pursuant to that opinion were made by the 
Tax Court on the same day, National Clothing Company of Rochester, Inc. 
(23 T. C. 944 (1955)). If the Government had decided to appeal the National 
Clothing Company decision and had filed an appeal on the last day permitted 
by law, Mr. Avery would not have been protected by the provision for an 
additional month now provided by section 7483 since that is limited to a party 
to the National Clothing Company case. The only party to that case besides 
the corporation, was the Commissioner. Similarly, if Mr. Avery had desired 
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to take an appeal in his case, the Commissioner would not have been protected 
by the 4 months’ period if he then desired to appeal the National Clothing 
Company case. 

In the situation thus described; the 4 months’ appeal period should be ap- 
plicable to permit the necessary cross section by either the Government or 
by the second taxpayer as the case may be. 


CHAMBER OF COMMERCE OF THE UNITED STATEs, 
Washington 6, D. C., August 30, 1957. 
COMMISSIONER OF INTERNAL REVENUE, 
Washington 25, D. C. 


(Attention: T:S:EA:F.) 


Siz: This statement is filed by the Chamber of Commerce of the United States 
in response to the announcements‘ that an advisory group is reviewing bulletin 
F and would welcome industry suggestions. The chamber is appreciative of 
this opportunity to comment, and it believes the Commissioner acted most wisely 
in not republishing bulletin F or taking any other step until the advisory 
group had an opportunity to consider the suggestions of representative organiza- 
tions of taxpayers. 

I. INTRODUCTORY STATEMENT 


Since its publication in 1942 the chamber has been very much concerned about 
the approach and concepts behind the present edition of bulletin F. It feels 
very strongly that this concept should not be allowed to become a permanent 
part of the tax structure. It is patricularly concerned with a growing tendency 
within the Internal Revenue Service to revert to the depreciation practices 
which were in force before the present administration took office in 1953. Those 
practices stemmed largely from bulletin F and from the burden of proof im- 
posed on the taxpayer by T. D. 4422. 

The reversion to the practices of the preceding administration is apparent 
to all concerned with current audits in the field. Beginning with audits for 
the year 1954, examining agents began to depart from the Commissioner’s 1953 
announcements of an administrative liberalization in depreciation policy. That 
announcement* contained the very positive statement that depreciation allow- 
ances would not be questioned in the absence of clear and convincing proof. 
But, despite this statement, examining agents are now relying on bulletin F 
and on the historical pattern of taxpayers’ replacements, just as they did before 
1953. Many of them take the position that the history of the twenties, thirties, 
and forties as revealed in income-tax returns is the best indication of what is 
going to happen in the sixties and even in the seventies. They forget or simply 
ignore the wave of technological development which has swept over the country 
since bulletin F was last issued. In consequence of events in the scientific 
and engineering world, facilities are becoming obsolete much more rapidly than 
ever before. Today taxpayers must replace their equipment much more rapidly 
than they have in the past. Replacement patterns developed from the income- 
tax returns of the twenties, thirties, forties, and even the early fifties, are very 
misleading when the problem is to estimate obsolescence in the sixties. 

In addition to a continuing insistence on history as the principal basis for 
estimating future obsolescence, there have been instances in which examining 
agents have sought to deprive taxpayers of the benefits of the methods of 
depreciation authorized by the 1954 code. For example, there have been a 
number of cases in which agents have taken the position that when a taxpayer 
elects to employ the 200-percent declining-balance method of depreciation he 
must also employ longer useful lives for his facilities than he would have to 
do under the straight-line method. This approach nullifies, at least in part, the 
purpose of the 1954 revisions. 

Furthermore, several unauthorized rules-of-thumb have made their appear- 
ance. Thus, some agents automatically extend useful lives or decrease deprecia- 
tion rates whenever there is any pattern of capital gains on disposition. Some 
automatically disallow all depreciation in the year of disposition. Others extend 
useful lives whenever the depreciation reserve is more than 50 percent of the 


1IRS 25817 and 26501 of February 18 and March 13, 1957. 
*Cum. Bull. 1953—1, pp. 40-44. 
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asset account. Still others insist that the taxpayer must “prove conclusively 
what future obsolescence will be” if he wants to use obsolescence as a factor 
in establishing lives and rates. This requirement presents the same formidable 
undertaking that faced taxpayers in the 1930’s and 1940’s and made it virtually 
impossible to make a successful case for realistic rates. 

For the most part, these practices are a direct outgrowth of bulletin F and 
the thinking that lay behind it. Their existence and the trend toward their 
expansion and growth constitute one of the principal reasons why we are availing 
ourselves of this opportunity to point out what is happening and will continue 
to happen unless there is a complete repudiation of bulletin F in its present 
form. We are confident that the Commissioner and the district directors would 
not countenance the practices in question if they fully realized their increasing 
prevalence. 

II. SUMMARY OF RECOMMENDATIONS 


As a starting point, we recommend very strongly against the republication 
of a bulletin containing schedules purporting to show the useful lives of indi- 
vidual types or models of depreciable property. Such a course of action would 
merely compound the practices arising out of the 1942 edition of bulletin F 
and T, D. 4422. Instead, a new kind of bulletin should be published explaining 
in some detail the present depreciation policies of the Treasury Department 
and the Internal Revenue Service. 

The new bulletin should contain general guidelines for both agents and tax- 
payers, and it might also contain maximum rates or minimum lives for not 
more than 10 or 15 categories of depreciable facilities. It should provide that 
depreciation allowances calculated on the basis of these maximums or mini- 
mums must not ordinarily be challenged. Taxpayers choosing to elect shorter 
lives or higher rates would have the burden of proof. 

The bulletin should also provide in no uncertain terms for full recognition of 
the obsolescence factor, and it should make it very clear that the depreciable 
life of an asset is its useful economic life and not its physical life. It should 
also endeavor to do away once and for all with the concept that a taxpayer 
must depreciate his property in accordance with historical patterns established 
in the twenties, thirties, forties, and early fifties. 

If such a bulletin were issued and realistic rates were adopted by the Treas- 
ury, the chamber would favor an amendment to the code that would tax profits 
realized on normal retirements as ordinary income. Both steps—provision for 
reasonable depreciation practices and the elimination of a tax advantage on 
normal retirements—would go a long way. toward eliminating the endless con- 
troversies which tend to arise in the area of depreciation. 


Ill. A BRIEF HISTORY OF BULLETIN F 


In order to establish a framework for our recommendations, we shall state 
very briefly the history of bulletin F. 

Bulletin F was originally published in 1920 at a time when tax rates were 
low and the impact of tax depreciation on the general economy was relatively 
slight. In the 1920 edition, no attempt was made to provide schedules of use- 
ful lives, and the edition contained nothing more than a general statement of 
the Commissioner’s policy and practices with respect to depreciation. 

In January of 1931, bulletin F was revised and republished. Again, no at- 
tempt was made to provide taxpayers and agents with comprehensive schedules 
showing the useful lives of depreciable property. As had its predecessor, the 
1931 edition contained nothing more than a broad statement of policy. 

At about the time of the publication of the 1931 edition of bulletin F, the 
Treasury issued a Preliminary Report of the Bureau of Internal Revenue on 
Depreciation Studies. This document contained fairly detailed schedules of use- 
ful lives, and its introduction stated that the schedules were based primarily 
on studies made by the Bureau during the period 1925-30. The studies, of 
course, consisted primarily of an analysis of income-tax returns to determine 
the useful lives that were actually being employed by taxpayers in calculating 
their depreciation allowances during the period in question. 

These 1931 schedules were the predecessors of the schedules that appear in 
the 1942 edition of bulletin F. In a majority of cases, the lives of the 1942 edi- 
tion are exactly the same as the corresponding lives of the 1931 schedules. But 
in a substantial number of cases (notably in the section dealing with machine 
tools and other metalworking equipment), the 1942 lives are about 25 percent 
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longer. This trend toward longer lives resulted from an analysis of tax returns 
for the depressed years of the 1930’s which showed quite understandably that 
during the depression taxpayers were not replacing their productive equipment 
until it was virtually worn out. 

The bulletin F schedules were thus out of date the day they were published. 
To a large extent, they were based on an analysis of tax returns for the period 
1925-30, but many of the useful lives indicated by this analysis were increased 
(with a corresponding reduction in depreciation allowances) on the basis of 
taxpayers’ experience during one of the most disastrous depressions of American 
history. By chance, the 1942 schedules were prepared immediately before and 
published just after Pearl Harbor. They thus took effect at the beginning of a 
period of unprecedented productive activity, research, and development. In 
retrospect it is difficult to believe that during the 15 years of massive engineering 
and scientific progress since Pearl Harbor, revenue agents have been allowed to 
use the statistics of the stagnant 1930’s in so vital an area as depreciation. 

The explanation for the survival of the bulletin F schedules lies in part with 
the tax amortization programs of World War II and Korea, Without these 
programs, the country’s industries could not possibly have kept pace with the 
requirements of two wars and an exploding peacetime economy. But emergency 
tax amortization is quite properly coming to an end, and in consequence normal 
depreciation is assuming each year an increased importance. That is why the 
work of the advisory group is so very vital. 

We think the group will readily accept the view that the bulletin F schedules 
are completely out of date, The main question is what should be done about 


them. 
IV, OBSOLESCENCE, THE PRIMARY FACTOR 


The key to depreciation lies in a proper understanding of obsolescence. 
Today almost everything becomes obsolete before it wears out. So the concept 
of useful physical lives must be eliminated from the tax structure. Agents and 
taxpayers alike must think in terms of useful economie lives which can be esti- 
mated only by taking probable obsolescence fully into account. 

The case of the B-58 Hustler illustrates the pace at which obsolescence may set 
in. The Hustler is the Air Force’s first supersonic bomber. Its announced speed 
is around 1,300 miles per hour as compared with about 650 for its immediate 
predecessor in the Air Force inventory. Speedwise, at least, the Hustler has 
obsoleted its predecessor by about as much as the predecessor would have obso- 
leted the Wright and Curtiss planes if it had been built in 1910. 

Now, of course, the Hustler is not, nor is it likely to become a piece of private 
property subject to tax depreciation. But the facilities with which it was made 
are depreciable. So are the facilities which will support its operations. All 
these facilities represent vast advances over their predecessors, and at the pres- 
ent rate of research and development, they themselves will be obsoleted by the 
facilities of the sixties and seventies. 

Looking first at the depreciable facilities behind the Hustler, the Air Force’s 
other supersonic aircraft, the guided missiles of all three Services, the Navy’s 
atomic submarines, and other developments across the entire defense spectrum, 
there have been great advances and corresponding obsolescence in the following 
fields: 

Metallurgy.—New metals and new alloys of old metals are constantly appear- 
ing. In the aircraft and guided-missile field, titanium has made great strides 
and shows considerable promise, 

In atomic energy, new metals like hafnium and zitanium are becoming more 
and more important, But these and other postwar metals have already become 
obsolete in certain applications, and the facilities which produce them are con- 
stantly being changed and improved. The obsolescence factor in this area is 
obviously many times more important than it was in the 1920’s and 1930's when 
the bulletin F schedules were completed. 

. Fuels.—Modern high-compression automobile engines will scarcely turn over 
when fueled with the kind of gasoline that powered the model T. But the high- 
octane gasolines of today are themselves becoming obsolete in the face of kero- 
sene-type fuels that propel the Hustler and similar aircraft. Yet these new 
fuels are not suitable for many guided missiles, and even in the field of manned 
aircraft they may well be superseded by “chemical fuels” with exceedingly high 
B. t, u. content. The general advent of “chemical aircraft” would certainly ob- 
solete many of the oil industry’s most modern facilities. Moreover, some pre- 
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dict a “chemical automobile” which would virtually eliminate gasoline from the 
economy. 

Electronics.—Although television is responsible for some spectacular develop- 
ments in the field of electronics during the last 10 years, the jet aircraft and 
the guided missile have produced even greater advances. The firstcontrol sys- 
tems of jet fighters—especially night fighters—have called for millions of dollars 
of research and development, and our superiority over the Russian Mig in 
Korea is said to have depended as much or more on fire control as on the air- 
craft themselves. Now the guidance systems for missiles present a serious chal- 
lenge. This is being met in part by the introduction of transistors—a develop- 
ment which may very well change the face of the entire electronics industry. 
o — development shortens the economic life of the industry’s productive 

acilities. 

Machine tools.—In no area is obsolescence more of a factor than in machine 
tools. Here the Hustler provides another good illustration. The Hustler owes 
its performance in part to the “honeycomb structure” of its wings and fuselage. 
But this structure is manufactured in a process which does not employ conven- 
tional milling machines. Should this process be extended throughout the air- 
frame industry, many precision milling machines—and machines made to build 
milling machines—would become obsolete. 

Machine tools used in aircraft production represent, of course, a relatively 
small proportion of all machines in service, but obsolescence of machine tools 
is just as important a factor outside as within the aircraft industry. Here the 
time and cost savings achievable on modern machine tools is particularly note- 
worthy. Companies can remain in obsolete buildings and remain competitive. 
But few companes can afford not to buy the most modern, time- and cost-saving 
machine tools, 

Cuttings tools—As new and tougher metals are introduced, new and better 
means of cutting and forming metal have to be devised. In the area of ordinary 
drilling, milling, tapping,*and other methods of cutting metal, this has meant a 
shift from carbon steels to high-speed steel, and from high-speed steel to tungsten 
carbides—mainly within the last 20 years. Now new ceramic tools are being 
introduced, and new alloys of high-speed steel are also appearing. In parallel, 
new and completely different methods of fabricating metals are under develop- 
ment. These include the use of ultrasonic shock waves and very high frequency 
electric currents as well as many others. 

The developments mentioned above are occurring chiefly in the field of defense 
production, but they have their counterparts in ordinary commercial production. 
Here it must be remembered that wartime and defense developments almost 
always find their way into the civilian economy. The high-octane aviation fuel 
of World War II is now being sold for use in private automobiles; jet engines 
are about to appear on the scheduled airlines; transistors are used to make cheap 
pocket radios; and most important, the precise tolerances and accuracies de- 
veloped for defense are demanded when available for peacetime applications. 
Here bearings provide an interesting example. Almost everything containing 
moving parts must have bearings. Before World War II and Korea, most manu- 
facturers were complacently using the bearings that were then available without 
marked complaint about their precision. But when with defense developments 
very much more precise bearings became available, manufacturers of civilian 
products suddenly insisted upon the new tolerances. Bearings which were good 
enough in 1946 may now have a very limited market. 

In the area of ordinary civilian obsolescence, the group will wish to take par- 
ticular note of the railroads. Historically, steam locomotives have been depre- 
ciated over a useful life of 30 years. Roundhouses and similar specialized facili- 
ties for servicing steam locomotives have been accorded useful lives of 75 to 80 
years. But with the advent of diesel power, both steam locomotives and their 
servicing facilities became obsolete almost overnight. Nevertheless, the bulletin 
F schedules meant the assignment of a 30-year life to the new diesels despite 
the conviction of the railroad industry that they would become obsolete at a much 
earlier date. 

Although diesel power represented a very considerable advance in the trans- 
portation art, the industry feels that the chances of more efficient motive power 
in the near future are very good. Large research and development expenditures 
are being made on coal-burning steam turbines and on oil-burning gas turbines. 
The case of the diesel is thus one where the imminence of obsolescence is very 
plain although its precise degree is not capable of absolute proof. 
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Finally, the group should bear in mind the immense sums of money that are 
now being spent on research and development. The chamber estimates that the 
amounts spent on research and development during the entire 19th century and 
the first half of the 20th century were less than half the amount spent between 
1950 and 1957. It is also estimated that even this will be doubled by total ex- 
penditures for the decade of the 1950’s. Such a substantial program cannot help 
but have profound effects on the obsolescence of the country’s facilities. Its very 
existence confirms in broad outline what we have said about the developments in 
particular industries. But, of course, the effects of the program are not reflected 
in the income-tax returns of the thirties, forties, and early fifties. For this 
reason, if for no other, it is entirely improper to use the income-tax statistics 
of the thirties, forties, and early fifties for the purpose of determining present 
and future depreciation allowances. Obviously, such statistics should not be used 
in compiling a set of schedules for a 1957 edition of bulletin F. None of the ad- 
vances (and obsolesence) resulting from the unprecedented upsurge of research 
and development could possibly be reflected in a schedule of useful lives that was 
based on studies of back income-tax returns. 


Vv. THE TASK OF THE ADVISORY GROUP 


Perhaps the most important task of the group is to recognize and provide for 
the impact of the recent technological advances in depreciation practices and 
policies. In the light of these advances, so-called useful lives of 20 and 25 years 
are simply too long for productive equipment. So are lives of 40 and 50 years 
for buildings and building installations. Even if these and other traditionally 
long-lived depreciable assets may have some utility for such long periods, there 
is practical certainty in the face of the wave of technological advance that they 
will not have a sufficient utility to prompt private capital to invest. Appre- 
hension about the relatively new and inevitably high rate of obsolescence is now 
a very important factor in all investment policy, and it should be an equally 
important factor in setting depreciation rates. 

What specifically can the group do about the obsolescence factor and the 
other problems created by the obsolete depreciation schedules of bulletin F? 
In the judgment of the chamber, there are several positive steps that can now 
be taken. 

First, of course, the group should recommend the withdrawal or rescission of 
the obsolete 1942 schedules. This should be done with a positive statement to 
the effect that the useful lives therein listed are, generally speaking, much too 
long for employment in calculating current depreciation allowances. In the 
absence of some such positive statement, the schedules will continue to be used 
on an informal, if not on an official, basis. 

Second, the group should propose the issuance of a new bulletin stating 
Treasury and Service depreciation policy in some detail. Small taxpayers and 
examining agents need something more comprehensive than the current regu- 
lations contained in Treasury Decision 6182, But the proposed bulletin should 
not contain detailed schedules assigning useful lives to individual items of 
depreciable property. It should follow the precedent of the 1920 and 1931 
editions of bulletin F which contained no such schedules. 

A principal objection to overall schedules of useful lives is the precision they 
inevitably imply. Schedules of this kind suggest that it is possible to estimate 
prospectively the life of a piece of equipment down to a single year. This is 
an impossible task, and the best that can ever be done is to estimate a reasonable 
range or to fix maximum rates or minimum useful lives which taxpayers can 
employ without challenge. As we shall later suggest, there is much to be said 
for establishing ranges of reasonableness by broad categories of capital assets. 

Yet another objection to overall schedules of useful lives lies in the variations 
in use and obsolescence for the same piece of equipment in different industries. 
There may be a few limited areas in which uniform use between taxpayers can 
be confidently predicted. But at the other end of the scale we find the extremely 
versatile equipment now listed in the section on metal products and processes 
of the 1942 edition of bulletin F. Equipment of this kind has about as many 
uses (and hence useful lives) as there are taxpayers, and no new overall sched- 
ules could possibly take them into account. 

In the compilation of any overall schedules, the problem of nomenclature is 
itself staggering. The classifications and categories of the 1942 schedules are 
now completely inadequate, and some substitute would have to be found if new 
schedules were to be issued. The problem of nomenclature is particularly acute 
in the area of metalworking equipment. For example, the Defense Depart- 
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ment’s directory of metalworking equipment lists some 70,000 separate items, 
and, to be complete, any new bulletin F schedules should follow suit. Shorter 
lists of equipment of this kind necessarily group very dissimilar machines 
together. 

It is necessarily a much easier matter to suggest that the proposed new bul- 
letin should not contain overall schedules of useful lives than to indicate affir- 
matively what it should contain. There, nevertheless, are several very im- 
portant subjects which we believe should be dealt with comprehensively. 


A. The historical approach 


The main purpose of the proposed bulletin should be to implement a shift 
in emphasis from the past to the future in estimates of useful lives. The need 
for such a shift has been recognized at the highest level of the Treasury and 
for Service,® and the speed of the country’s technological advance demands it. 

In particular, the bulletin should seek to break the vicious circles in which 
most taxpayers were caught before 1953 and in which some are still caught 
today. These circles have their origin in the bulletin F concept that historical 
depreciation practice is determinative of future depreciation allowances, Low 
rates of depreciation in the depression years of the 1930’s meant low deprecia- 
tion allowances in the 1940’s. These low rates of the 1940’s have meant low 
allowances in the 1950’s. Once a taxpayer has established an historical pattern, 
it has proved very difficult for him to escape from it even though his circum- 
stances are very different from those of the period in which the pattern was 
established. 

All this, of course, is obvious, and we think it is fully appreciated at the 
highest governmental levels. Taxpayers with sound advice and determination 
can usually break the historical circle. But small taxpayers do not understand 
the situation. Many of them simply continue, year after year, to follow a pat- 
tern established many years ago—usually a pattern of the 1930’s. Examining 
agents, of course, make no objection when taxpayers claim smaller depreciation 
allowances than those to which they are entitled, and it is actually a matter 
of pride with the comptrollers of many small companies that their depreciation 
practices have not been challenged for 20 or 25 years. But much more im- 
portant, examining agents almost uniformly oppose any proposed increase in 
rates over the historical rates of the particular taxpayer; an increase in rates 
usually brings on a major controversy. 

The proposed bulletin should deal with this situation by informing smali 
taxpayers that they can and should reexamine their historical rates to see if 
they are realistic in the light of present day technological developments. It 
should also admonish examining agents to look to the future and to refrain 
from opposing increases in rates solely on the ground that they are higher than 
those claimed in the past. 


B. The obsolescence factor 


Special emphasis should be placed upon the obsolescence factor, and the pro- 
posed bulletin should state as plainly as possible that the economic life rather 
than the physical life of an asset is controlling. In this respect, the bulletin 
would merely be amplifying what is said in section 1.167 (a)-—1 (b) of the 
regulations, but the distinction between physical and economic lives is so 
important and so generally misunderstood by small taxpayers as to make am- 
plification a requisite of any detailed bulletin. 


C. The elimination of depreciation controversies 


A prime purpose of the bulletin should be to reduce the number of tax-depre- 
ciation controversies, if not to eliminate them entirely. These controversies are 
among the most time consuming and difficult in the entire field of tax adminis- 
tration and litigation, and the advisory group would be making a most important 
contribution if it were to devise a simple method for dealing with them. 

Here, we recommend an extension of the principle of Revenue Rulings 90 
and 91, which announced that depreciation allowances would go unchallenged 
in the absence of clear and convincing proof. In particular, we recommend 
what has been called the “bracket approach” or (along the same lines) the 
establishment of maximum rates or minimum useful lives by major categories of 
depreciable assets. As an illustration, the bulletin might prescribe a specific 
period (probably between 7 and 10 years) as the minimum useful life for 


* Secretary Humphrey in the April 18, 1957, issue of Iron Age; Commissioner Harrington 
in speech to NMTBA on May 3, 1957. 
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machine tools and similar equipment of the kind listed in the Directory of Metal 
Working Equipment. The bulletin would then go on to provide that if tax- 
payers employed this specified life (or a longer one) for this kind of equip- 
ment, the consequent depreciation deductions would not be challenged. The 
bulletin might also provide that if a taxpayer wanted to use a shorter life, 
he would have the burden of proof. 

Of course, the problem of selecting appropriate minimum lives and choosing 
proper categories and groups is not easy. But it is much less difficult than 
the problem of listing lives for thousands of individual items of depreciable 
property. We believe the group can quite readily solve (as other countries have) 
the problem of establishing maximum rates or minimum nonchallengeable lives 
by broad categories, but we do not think anyone can make up a 1957 edition 
of the detailed Bulletin F schedules which will make any real sense at all. It 
will be out of date just about the time it is published. 


D. Salvage value ; 


The proposed bulletin should also deal with the problem of estimating salvage 
value. At the present time, entirely too much emphasis is being placed by the 
Service and particularly the agents in the field on attempts to produce precise 
estimates of the salvage value of particular assets. 

With regard to salvage value, the important thing is to make certain that 
there is no improper conversion of ordinary income into capital gain. Here the 
use of generally accepted accounting principles and consistency from year to year 
will normally afford all the necessary protection. Undue emphasis on precise 
estimates of salvage value can and will give rise to almost as many controversies 
as estimates of future lives. 

Actually, the problem of salvage value might best be solved by providing that 
gains on normal retirements should be taxed as ordinary income instead of as 
capital gain. As has already been stated, the chamber would support legislation 
to this end if the controversies over salvage value as well as over useful lives 
could be eliminated by the adoption of realistic maximum allowable rates by 
categories of facilities which would insure fair and reasonable writeoffs. 


BE. The provisions of the 1954 Code 

As has been mentioned, there have recently been cases in which examining 
agents have sought to penalize taxpayers for employing the double-declining-bal- 
ance and the sum-of-the-years digits methods of depreciation that were author- 
ized by the 1954 Code. In one recent case, as an example, an agent was willing 
to accept a 10-year life if the straight-line method were used, but he insisted on 
a 15-year life if the taxpayer persisted in his design to use the 200 percent 
declining balance method. 

This kind of an approach is plainly improper. It tends to nullify the plain 
intent of the Congress, and no authority can be found for it in the regulations. 
The proposed bulletin should make this entirely plain. 


F. Open years 


The bulletin should also deal with the question whether when depreciation 
deductions are disallowed, the disallowances should be taken back into open 
back years in which similar deductions have previously been allowed. In the 
chamber’s view, disallowances of this kind should be prospective only. Depre- 
ciation should be as far as possible a known quantity so that capital require- 
ments can be anticipated. 

A partial answer to this problem of course lies in the agreements provided for 
by section 167 of the 1954 Code and section 1.167 (d) of the Regulations. But 
many taxpayers (particularly smaller taxpayers) will not wish to elect to enter 
into any such agreements, and in any event it will be some years before many 
such agreements can be negotiated. Meanwhile, a real problem is presented, 
and it could be solved in the proposed bulletin. 


G. Inflation 


Inflation has been a factor in all replacement and depreciation programs since 
bulletin F was issued in 1942. The inflation factor for that 15-year period rep- 
resents an interest factor of 7 percent compounded annually. The taxpayer 
who has had his replacement program tied to the useful lives of bulletin F must 
purchase new equipment at prices greatly in excess of his depreciation reserves. 
During a 15-year life in the present inflationary spiral, an asset’s replacement 
value will be more than two and one-half times its original cost computed with- 
out additional costs stemming from improvements in the art. 
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For some years the taxation committee of the United States Chamber has 
been studying the bearing of inflation on depreciation policy, and since legisla- 
tion may be required it will not make a recommendation at this time. Never- 
theless, the inflation factor is a very important element in all depreciation and 
replacement programs, and coupled with inadequate depreciation allowances it 
has a disastrous effect on the taxpayer and the economy. The bulletin should 
accordingly discuss the relationship of inflation to depreciation. It should point 
out in connection with the discussion of the significance of a taxpayer’s histori- 
cal pattern of replacement that companies are often compelled by the inflated 
price of new equipment to retain old equipment after it has outlived its true 
economic life. The retention of obsolete equipment under these circumstances 
obviously can have no bearing upor current or future wear and tear or obso- 


lescence. 
VI. DEPRECIATION PRACTICES OF FOREIGN COUNTRIES 


The important industrial nations of the world have recognized this factor of 
obsolescence and the necessity for permitting maximum depreciation rates 
which will not act as a brake on expansion and growth. None of these nations 
has anything comparable to the bulletin F schedules of depreciable lives for 
each individual facility. In these countries, the established depreciable lives 
for capital assets, especially productive equipment, are much shorter than those 
in bulletin F. 

A careful review of the tax laws of Canada, the United Kingdom, West Ger- 
many, France, Holland, Belgium, Italy, Sweden, and Switzerland shows that 
the depreciable lives allowed for productive equipment ranges from 5 to 10 
years as compared with the 15- to 30-year range in bulletin F. This shorter 
range does not take into consideration the kind of incentive depreciation or 
amortization that exists in certain countries. It simply represents “normal” 
depreciation with a fuller recognition of the obsolescence factor. 


CONCLUSION 


The Chamber of Commerce of the United States recommends the issuance of 
an entirely new bulletin or similar document which would supersede bulletin 
F in its entirety. The purpose of such a document would be to bring top level 
Treasury and Service policy to small taxpayers and to agents in the field. The 
new bulletin should lay great stress on the obsolescence factor, and it should 
emphasize the need for a shift from the past to the future in calculations of 
depreciation deductions. In addition, it should contain procedural devices de- 
signed to reduce the number of depreciation controversies between taxpayers and 


the Service. 
JOEL BaRLow, 


Chairman, Committee on Taxation, Chamber 
of Commerce of the United States. 

The Cuarrman. Mr, Reed will inquire. 

Mr. Reep. You have shown in here the loss of revenue in many 
instances. What would be the loss of revenue if each of the sug- 
gestions you have made in here were carried out ? 

Mr. Bartow. The adjustment for depreciation is very difficult to 
compute. We cannot determine what the revenue loss would be if 
we went on a realistic depreciation basis, but the total of our other 
recommendations is about $3 billion, 

The Cuarrman. Mr. Eberharter will inquire. 

Mr. Exseruarrer. Mr. Barlow, you made a very comprehensive 
statement, and evidently the committee on taxation of the Chamber 
of Commerce has devoted a lot of study and had the help of a lot of 
experts in formulating your recommendations. Is that true? 

Mr. Bartow. Yes, sir; I think that isa fair statement. 

Mr. Exeruarrer. I was under the impression, Mr. Barlow, that 
the 1954 code took pretty good care of business, Yet you come here 
with more than 30 recommendations. Each of those more than 30 
recommendations would entail a decrease in revenue except one, to 
which you refer as a loophole. That is the taxation of cooperatives. 
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That is the only recommendation of the Chamber of Commerce to- 
ward a closing of so-called loopholes. Is that correct? 

Mr. Bartow. No, Mr. Eberharter. I think there are other pro- 

osals we have made such as the one I mentioned in my statement. 
Je believe that on the disposition of property, business should be 
willing to forego a capital-gains treatment, if we have realistic de- 
preciation. We have a great many proposals that close loopholes, we 
think, and get rid of the patchwork that is on our tax structure. 

Mr. Eseruarter. I think you would admit there that in the short 
run, in the next few years, all of your proposals would deplete the 
revenue, 

Mr. Bartow. No, sir, we are convinced, as I tried to point out, that 
this is a program to give momentum. We will increase the revenue 
if our small business, for instance, and all businesses, have more mod- 
ern machinery, and can get abroad, to produce more revenue and more 
income. Our program Is one, as we see it, of tax-rate reduction, with 
temporary loss of revenue to get more revenue later on. 

Mr. Esernarter. Mr. Barlow, I think that the view of the Treas- 
ury, as expounded before this committee during the past 5 years, has 
been against any reduction in immediate revenue, and they do not go 
along with the proposition that expansion of business due to a reduc- 
tion of taxes is a desirable objective. 

I wish you could convince the Treasury of that, of your viewpoint. 
I say that to you, Mr. Barlow, because I feel that the Treasury will 
oppose practically all of your recommendations. If you can do some- 
thing to convince the Treasury of your viewpoint, I think it would 
advance further ideas. Have you any comment to make on that? 

Mr. Bartow. Yes, I agree with you, that we would like to convince 
the Treasury of our views, but we have not been very successful over 
the past 15 years. We are meeting with them and discussing these 
proposals with them, and trying to convince them that it is a short- 
sighted approach, perhaps, to think of what the revenue will be in the 
next 6 months instead of what it will be in the next 6 years. We be- 
lieve in a little long-term planning here, to see where we are going 10 
years from now and 15 years from now. 

Mr. Enernarter. I believe many members of our committee will 
agree with your viewpoint. I have no doubt of that. 

Mr. Bartow. Thank you. 

Mr. Exsernartrer. There is one other question I would like to ask 
you. Do you think, asa member of the chamber, or does your taxation 
committee think, that one reason for the slowdown in expansion of 
small business has been due to the high interest rates, rather than to 
the tax system ? 

Mr. Bartow. Well, I think there are phases of our economy, such as 
the shortage of money, which are a combination of many factors which 
make it more difficult for small business, big business, and all people. 

But to our way of thinking, without a Sahu explanation, you can 


go back to the deterrent effect of confiscatory tax rates and inadequate 
writeoff of investment to find the basic evil for many of the things 
that have been happening to us recently. 

Mr. Enernarter. They help to contribute to the necessity for high 
interest rates. 

Mr. Bartow. I think high tax rates make high interest rates, with- 
out a philosophical discussion of why. 
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Mr. Enernarter. Thank you very much. 

The Cuamman. Mr. Mason will inquire, Mr. Barlow. 

Mr. Mason. Mr. Barlow, one statement in your lengthy paper rang 
the bell with me, and it did so because it was entirely a new thought, 
and it epitomized the whole trouble with our tax system. You said 
in connection with Russia, that they are moving in the direction o 
greater rewards for special effort and special talent, and we are mov- 
ing in the direction of greater penalty for special effort and special 
ability. That, to me, epitomizes our whole trouble in our tax system. 
I think that is a gem that should be on the front pages of every news- 
paper in the country. 

{r. Bartow. Thank you. 

The Cuamman. Mr. Forand will inquire. 

Mr. Foranp. Mr. Barlow, you made one point that I am interested 
in. I believe you said potiat lite about the reduction of nonessential 
expenditures. I have heard that term expressed numerous times 
recently. I would like to have you, if possible, give us a list of what 
you consider to be nonessential expenditures, which can be cut out. 

Mr. Bartow. We do not have the budget yet, Mr. Forand, officially, 
but just as we did last year, the minute we get the budget, the 
chamber will galvanize itself into action and go through that budget. 
We will present as soon as we can after our meeting on the 30th, the 
areas of the budget just as we did last year, where we think non- 
essential Government expenditures can be cut down. 

Mr. Foranp. Without having the specific budget before you, what 
items do you consider nonessential ? 

Mr. Bartow. Last year we went into practically every area of the 
budget. Right at the moment I cannot detail all of the areas, but 
there were deductions proposed in every significant, important area 
of the budget last year by the chamber, and we feel to the credit of 
the Congress, many of them were adopted. The Congress agreed 
with us on many of our proposals for reductions in the budget. 

Mr. Foranpo. Name a half dozen or so items. 

Mr. Bartow. Mr. Eads was the member of the chamber who was 
there. 

The Cratrman. Will you identify yourself for the record. 

Mr. Eaps. I am J. Kirk Eads, manager, taxation and finance de- 
partment, United States Chamber of Commerce. Last year, no single 
f PRO oneat es bill failed to be commented on by the chamber, either 
through witnesses or through special statements which were sent to 
the Appropriations Committee of the House and of the Senate. We 
had a witness, Mr. Perry Shomaker, who testified on the Defense 
Department bill. He recommended significant reductions in that 
bill. It should be made clear that none of our recommendations in 
the vital fields of research and development or procurement touched 
the areas of support for modern weapons other than to urge more 
effective organization to assure their rapid development. 

Mr. Bartow. There were proposals made, Mr. Forand, last year 
in the area of agriculture, I think of the veterans’ program, and 
through practically every area of the budget. 

Mr. Foranv. Housing and social security, and all of those things 
that we consider essential, you people do not consider essential ? 
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Mr. Bartow. No, we consider them essential, but we feel in many 
areas, Mr. Forand, there are opportunities to keep an adequate service 
without spending all the money we do. 

Mr. Foranp. That is all. 

The Cuarrman. Are there any further questions ? 

Mr. Harrison, of Virginia, will inquire, Mr. Barlow. 

Mr. Harrison. Directing your attention to your recommendations 
with reference to old section 102, on page 10 and 11 of your report, 
has any bill been introduced that carries out these recommenadtions ? 

Mr. Bartow. Mr. Harrison, I do not believe there is any bill pend- 
ing that carries out those proposals. As you know, under the 1954 
code, section 102 was made much less unreasonable than it had been 
before. The difficulty today is that in administration of section 102, 
there are still problems for the businessman that Mr. Mason was 
talking about who does not have a great deal of technical and expert 
advice. 

He cannot run the risk of accumulating dollars if he has already 
accumulated $60,000, which is the maximum amount under the present 
law. We will submit, Mr. Harrison, a specific legislative proposal for 
taking some of the unreasonableness out of section 102, mah is now 
section 531, incorporating our suggestions, minimizing still further 
the burden of proof on the man who can’t show that the money he is 
accumulating currently is necessary for the business, short and long 


range. 

Mr. Harrison, I would be interested in seeing them. Let me ask 
you this question: You recommend increasing the amount of retain- 
able earnings. To what figure do you recommend that they be in- 
creased ? 

Mr. Bartow. Well, most medium-size companies have accumulated 
$60,000 of earnings. That is the ceiling at the present time. That 
could very well be doubled, I would think, or even tripled and still 
there would not be an unreasonable amount of earnings in an inflation- 
ary period for medium and small-size companies. 

Mr. Harrison. Your concern is for the smaller sized companies? 

Mr. Bartow. It is principally in that area. The larger companies, 
as you know, do not have much of a problem with section 102 or 581. 

Mr. Harrison. Would it be practical to make that amount a per- 
centage of earnings, or to gear toward the amount of earnings rather 
than the flat amount ? 

Mr. Bartow. Yes, that would be one very good approach. It has 
to be an arbitrary determination, and this might just as well be a per- 
centage. 

Mr. Harrison. Thank you. 

The Cuairman. Mr, Reed will inquire, Mr, Barlow. 

Mr. Reep. Mr. Barlow, I was just wondering if the United States 
Chamber of Commerce has ever recommended or urged the adoption 
of the Hoover Commission relating to the centralized purchasing be- 
tween the Army and the Navy. 

Mr. Bartow. Yes, we have. One of our principal programs has 
been to implement the recommendations of the Hoover report. 

Mr. Reep. I think I have forgotten the exact amount of savings 
that they say would obtain. 

Mr. Bartow. IT do not remember that, Mr. Reed. 
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Mr. Reep, I think it was about 3 to 5 billion dollars, was it not, or 
something like that ? 

Mr. Bartow. I have forgotten. 

; Mr. Reep. I think that is one place where we could make quite a 
ent. 

Mr. Bartow. I think there are many areas of the Hoover report, 
where we could eliminate some of the nonessential expenditures that 
I was mentioning to Mr. Forand. 

Mr. Reepv. Thank you very much, 

The Cuairman. Mr. Herlong will inquire, Mr. Barlow. 

Mr. Hertona. Mr. Barlow, in your supplemental statement which 
you filed for the record, I note that you state that “The chamber be- 
lieves that it is desirable to eliminate the hiatus which has been cre- 
ated between the amount that is deductible by a cooperative and the 
amount that is taxable to the patron which has been created under some 
current decisions” of the Department, with which I am familiar. As 
a method of correcting that hiatus, you have suggested certain recom- 
mendations which have been made by the American Bar Association’s 
section on taxation. 

I am not familiar with that recommendation, and I do not have it 
here. I wonder if you could put in a word explaining what, specific- 
ally, they recommend in that field. 

Mr. Bariow. Just for the moment I cannot think of their last 
specific proposal. I can discuss it with you, but I do not remember 
mere what it was. I will be happy to prepare a detailed statement 

or you. 

We prepared this recommendation some time ago, and I have for- 
gotten for the moment what the last recommendation of the American 
Bar Association was. 

Mr. Hertonea. I was particularly interested in that part of your 
recommendations. 

(The above mentioned recommendations are as follows:) 


To CLARIFY THE MANNER IN WHICH PATRONAGE DiviDENDS ARE DEDUCTIBLE BY A 
COOPERATIVE AND TAXABLE TO ITs PATRON 


Resolved, That the American Bar Association recommends to the Congress 
that the provisions of the Internal Revenue Code of 1954 be amended to clarify 
the conditions under which income allocated as patronage dividends by a co- 
operative is currently taxed to its patron or to the cooperative; and be it further 

ResolWwed, That the association proposes that this result be effected by adding 
sections 78 and 274 to the Internal Revenue Code of 1954; and be it further 

Resolved, That the section of taxation is directed to urge the following amend- 
ment or its equivalent in purpose and effect upon the proper committees of 
Congress : 

SrecTion 1. Chapter 1, subchapter B, part III of the Internal Revenue Code is 
amended by adding thereto a new section as follows: 


“SEC. 78. PATRONAGE ALLOCATIONS RECEIVED FROM A COOPERA- 
TIVE— 


“(a) ALLOCATIONS RECEIVED IN MONEY, PROPERTY, AND DocUMENTS Pay- 
ABLE AT A TIME CERTAIN.—Any amounts allocated by a cooperative (ex- 
eluding an organization exempt under section 501) in fulfillment of an 
obligation to a patron to allocate such amounts to the patron on the basis 
of services rendered or property sold to such patron and paid in money or 
property, or by issuance of capital stock, revolving fund certificates, retail 
certificates, certificates of indebtedness, letters of advice, notes, or similar 
documents, disclosing to the patron in money the amount allocated, shall 
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be included in the gross income of such patron for the taxable year in 
which such payment is received but only to the following extent: 

“(1) the amount so paid in money ; 

“(2) the fair market value of such property at the time of receipt 
by the patron; and 

“(3) the face amount of any such document which— 

“(A) contains an unconditional promise by the cooperative: 
“(i) to pay the face amount in money or in property on the 
demand of the patron, or 
“(ii) to pay the face amount (with reasonable interest) in 
money or in property, on a date certain in any event within a 
period of 5 years from the date of allocation; and 
“(B) is negotiable, or transferable by the patron without per- 
mission of such cooperative. 

“(b) REDEMPTION, SALE OR OTHER DISPOSITION OF DOoCUMENTS.—Any 
amounts received by the patron on the redemption, sale or other disposition 
of a document described in subsection (a), including a document qualifying 
under subsection (a) (3), shall be included in the gross income of the patron 
in the year in which the proceeds of such redemption, sale or other disposi- 
tion are received to the extent of the excess of— 

“(1) the amount of money received, the fair market value of property 
received, and the face amount of documents qualifying under subsection 
(a) (8) issued therefor ; over 

“(2) the amount previously included in gross income by the patron 
with respect to such document. 

“(c) Costs INCLUDED IN Basis oF Property—If the cost to the patron of 
services or property for which patronage allocations are paid by a coopera- 
tive was included in the basis of the property of the patron and— 

“(i) if the property was disposed of during or prior to the taxabie 
year of the patron in which the patronage allocation was paid, the 
amount required by subsection (a) to be included in gross income shall 
be treated as an additional amount realized in such taxable year on 
the disposition of such property ; or 

“(ii) if the property is held by the patron at the close of the taxable 
year of the patron in which the patronage allocation was paid, the 
amount required by subsection (a) to be included in gross income 
shall not be so included but shall be applied against and reduce the 
adjusted basis of such property and to the extent that such amount 
exceeds the adjusted basis of such property shall be treated as gain 
from the sale or exchange of such property on the date on which paid. 

“(d) NoNpDEDUCTIBLE ITEMs.—No amounts shall be includible under this 
section in the gross income of a patron if the cost to the patron of services 
or property for which patronage allocations are paid by a cooperative was 
a nondeductible expense of the patron. If such cost was included in the 
basis of property of the patron disposed of in a prior taxable year at a loss 
which was not deductible by the patron, the amounts inclndible in gross 
income under this section with respect to patronage allocation, based on 
such cost shall be reduced by the amount of such loss. 

“(e) ALLOcATIONS FroM NONPATRONAGE Recerprs.—For the purposes of de- 
termining the amount includible in the gross income of the patron, amounts 
described in subsection (a) shall be deemed to include amounts not derived 
from patronage (whether or not such income was derived during the taxable 
year) allocated by an organization described in section 521 during the tax- 
able year to a patron on the basis of services rendered or property sold 
to such patron whether paid in money or property or by the issuance of 
eapital stock, revolving fund certificates, retail certificates, certificates 
of indebtedness, letters of advice, notes or similar documents. 

Sec. 2. Chapter 1, subchapter B, part IX of the Internal Revenue Code is 
amended by adding thereto a new section as follows: 


“SEC. 274. DEDUCTIONS OF COOPERATIVES MAKING PATRONAGE 
ALLOCATIONS— 


“(a) LimitTaTION oF Depuctrron.—Amounts allocated by any cooperative 
(excluding an organization exempt under section 501) to a patron on the 
basis of services rendered or property sold to such patron shall not be 
deductible or otherwise taken into account in computing the taxable income 
of the cooperative except as provided in this section. 
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“(b) Monty, PROPERTY AND DOCUMENTS PAYABLE AT A TIME CERTAIN.—A 
payment includible in the gross income of a patron under section 78 (a) 
(without regard to section 78 (c) and (b)) shall be allowable as a de- 
duction to the cooperative making such payment for the taxable year in 
which any such payment is made, 

“(c) Documents Not PAYABLE AT A TIME CERTAIN.—A payment in re- 
demption of a document described in section 78 (a) other than a docu- 
ment described in section 78 (a) (8) shall be allowable as a deduction to a 
couperative making such payment paying such amounts in the taxable year 

of such payment in redemption. 

“(d) ALLocATIONS ON A Basis OrHer THAN Patronace.—No deduction 
shall be allowed with respect to any allocation described in subsection (a) 
or (b) attributable to sales made to nonmembers of the cooperative or other- 
wise than on the basis of relative patronage. 


EXPLANATION 


The purpose of the proposed amendment is to assure that income of taxable 
cooperatives is taxed either to the cooperative or the patron in the year earned 
in accordance with the legislative intention (S. Rept. 781, 82d Cong. 21) 
evidenced by Congress in enacting the Internal Revenue Act of 1951, and to 
eliminate an uncertainty that exists under present law as to the precise cir- 
cumstances under which certain patronge dividends are deductible and when 
and to the extent they are taxable to the patron. As a result of decisions 
within the last 3 or 4 years, a hiatus has been created between the amount that 
is deductible by the cooperative and the amount that is taxable to the patron, 
and the circumstances under which this hiatus eXists are the subject of con- 
tinuing uncertainty and dispute. (See Commissioner v. Carpenter, 219 F. 2d 
635 (5th Cir. 1955); Moe v. Earle, 226 F. 2d 583 (9th Cir. 1955) cert. den. 350 
U. S. 1013; Caswell’s Estate v. Commissioner, 211 F. 2d 693 (9th Cir. 1954) ). 
Existing law permits cooperatives to exclude patronage profits (less expenses) 
allocated to patrons in fulfillment of a preexisting obligation to so allocate on 
the basis of their business with the cooperative. Such profits are excluded 
from the cooperative gross income as part of the cost of goods sold (in the 
case of marketing cooperatives) or decreased in gross receipts (in the case of 
a purchasing or servicing cooperative). Problems have arisen primarily in 
the area of allocations (other than in cash or merchandise) by undertakings 
or obligations by the cooperative to pay sums of money or values to the extent 
that courts have found that the amount allocated to the patron does not have 
fair market value or else has fair market value different from the face amount 
of obligation. This has sometimes destroyed the expected complementary rela- 
tionship between the deduction to the cooperative and the income to the patron 
or has created a hiatus between the amount that is deductible by the coopera- 
tive and the amount that is taxable to the patron. 

The proposed amendment does no more than restore the complementary rela- 
tionship between the deduction and the income and eliminate the hiatus in 
uccordance with what appears to have been the clear intention of Congress. It 
should decrease, if not eliminate, the uncertainty that exists under existing 
decisons. Cooperatives would continue untaxed to the extent of the patronage 
allocations which are currently taxable to the patron. Although as a prac- 
tical matter the proposal would affect only cooperatives and their patrons, it 
is not by its terms limited to so-called taxable cooperatives 

The problem was the subject of an extensive article, Ravenscroft, Proposed 
Limitation on the Patronage Dividend Deduction (12 Tax L. R. 151 (1957) ). 

The proposal, except that it does not contemplate withholding at the source, 
is consistent with a recommendation made by the Secretary of the Treasury 
to the chairman of the Ways and Means Committee in 1951 (101 Cong. Rec. 
A5d632). The committee’s proposal is substantially short of many recent and 
pending legislative proposals (such as the pending H. R. 501) which propose 
to impose a tax upon both so-called taxable cooperatives and those coopera- 
tives which are exempt under section 521. 


The Cuamman. Are there further questions? If not, Mr. Barlow, 
we thank you for your appearance and the information you have given 
the committee. 

Mr. Bartow. Thank you. 

The Cuamman. Our next witness is Mr. Joseph C. Hodges, Jr. 
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STATEMENT OF JOSEPH C. HODGES, FEDERAL TAX COMMITTEE OF 
THE ILLINOIS MANUFACTURERS’ ASSOCIATION 


Mr. Hopes. My name is Joseph C. Hodges. I am a member of the 
Federal tax committee of the Illinois Manufacturers’ Association. 
Also, I am the tax manager of the National Cylinder Gas Co., whose 
general offices are iesnieke in Chicago, Il. 

The Illinois Manufacturers’ Association has a membership of ap- 
proximately 5,000 firms of all sizes—small, medium, and large, 
throughout the State of Illinois, which are engaged in the manu- 
facturing industry. 

Illinois is one of the largest industrial States in the Union, and 
the manufacturing industry is highly diversified. A very large per- 
centage of the members of the fitizois Manufacturers’ Association 
employ less than 100 employees. 

The association, through its Federal tax committee and board of 
directors, has given careful study and consideration to the excessively 
high levels of individual and corporate income taxes now in effect, 
and the effect of these high tax rates on its members. 

It is the position of the association that Federal income tax rates 
should be promptly reduced, both as to individuals and corporations: 
It is our belief that this can be done without resorting to deficit 
financing and an unbalanced budget. 

We are aware of the great sense of urgency which prevails through- 
out the Nation today. It is apparent to all that there is a great need 
for the United States to overtake and forge ahead of Russia, particu- 
larly in the field of science as related to her war potential. We are 
cognizant of the numerous statements made by our governmental 
leaders regarding the need for huge increases in our defense spending 
because of Russian developments. 

Naturally, we are in accord with spending what is needed to protect 
the Nation. 

The question arises as to whether a reduction in taxes at this time 
is feasible, in view of the recognized need for expanding certain of 
our military activities. It is our position that tax-rate reduction is 
feasible. 

With increasing pressure for expansion of spending for national 
defense, the Nation must face the problem of financing the program. 
Documentation now exists of many specific instances of governmental 
waste and inefficiency through overlapping of Federal functions and — 
duplication of effort in virtually all areas of governmental activity. 
We believe that through the elimination of this waste and inefficiency, 
and the elimination of the unneeded items which are, without question, 
included in the defense budget, we can finance the necessary increases 
in defense spending and still have a reduction in tax rates. 

There have been several hundred bills introduced in the Congress 
in the last two sessions which have specifically dealt with the reorgani- 
zation of the Government, many of which emanated from the biparti- 
san Hoover Commission. 

Of the Hoover Commission measures introduced, some 13 percent 
have been fully acted upon; 26 percent have been accepted and are 
being installed. In the remaining 61 percent of the Hoover Commis- 
sion recommendations, there exist opportunities for reducing gov- 
ernmental expenditures on nonessential activities to the extent that 
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more than $5 billion annually can be eliminated from governmental 
expenditures. Such savings should easily provide the Defense De- 
partment with what is necessary in the way of an increase in defense 
expenditures and at the same time leave several billion dollars available 
for tax reductions. 

Furthermore, it is our belief that tax-rate reduction is imperative at 
this time. It is apparent that our economy is going through a period 
of downward adjustment, and that the present tax burden is one of 
the main causes of this condition. 

How serious and prolonged this may be appears to depend upon 
the extent to which the public continues to buy commodities and 
services. 

It is essential that the public have confidence in the future of our 
economy, and the reduction of taxes will assure such confidence. If 
confidence is restored, it will then follow that the consumption of goods 
and services by the public will go far to offset the effect of downward 
trend in our economy. 

The present high corporate and individual tax rates have had serious 
effects on industry. They have placed penalties on success and have 
destroyed—at least partially—the incentive to expand and grow. 

They have made it impossible for business both incorporated and 
unincorporated to retain a sufficient share of earnings for expansion, 
for replacement of worn-out and obsolete machinery and equipment, 
and for research and development, without creating heavy funded 
debt and heavy interest charges. In a period of downward adjust- 
ment or recession, such as we are now experiencing, the competitive 
situation makes it impossible to pass on the tax burden to the customer 
through increases in prices. The inevitable result is shorter work- 
weeks and increased unemployedment—which results in less purchas- 
ing power by the public. 

t is our belief that a reduction in tax rates would revive our econ- 
omy, stimulate production and consumption, and thus result in an 
increase in the national income. 

Specifically with regard to ways and means of reducing taxes, we 
believe that tax-rate reductions should be accomplished through the 
adoption of the principles in the Sadlak-Herlong bills. 

The Sadlak-Herlong bills schedule annual reductions of individual 
income tax rates in each bracket, and of the corporate income tax over 
a 5-year period beginning January 1, 1958, 

The bills further provide postponement features whereby the sched- 
uled rate reductions could be spread out to a maximum of 9 years 
without change in the basic law. | These postponement procedures 
will assure that none of the scheduled tax reductions will result in a 
return to deficit financing. 

The effect of the enactment of legislation containing the principles 
of the Sadlak-Herlong bills would be to assure an orderly reduction 
of income tax rates and would stimulate the flow of capital into new 
and expanding business, 

The enactment of such legislation, if accompanied by the reduction 
of governmental expenditures through the enactment of all of the 
recommendations of the Hoover Commission, would make it possible 
for the taxpayer as well as the Government to share in the benefits of 
increasing national income. 
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We believe that there is a further reason for lower tax rates now. 
It is apparent that our Federal budget makers, both inside and outside 
of Congress, find it impossible to oat smaller budgets. Appar- 
ently, the only means of forcing lower budgets is for the congressional 
committees concerned with raising revenue to limit the amount of 
such revenue available to the budget makers. One of the best means 
of doing this is to lower Federal income tax rates. 

We sincerely believe that the principles of the Sadlak-Herlong bills 
will provide entirely adequate funds for all necessary Federal ex- 
penditures, will enable us to keep our defenses sound, and will, at the 
same time, provide a firm foundation for the prosperity and growth of 
this country. 

The Cuarrman. Are there any questions? 

If not, we thank you, Mr. Hodges, for your appearance and infor- 
mation given the committee. 

Mr. Hopcrs. Thank you. 

The CuatrMan. Our next witness is Mr. Robert P. Stacy. 

Mr. Stacy, will you please come forward? Please give your name, 
ay and the capacity in which you appear, for the benefit of the 
record. 


STATEMENT OF ROBERT P. STACY, PRESIDENT OF THE 
CONNECTICUT CHAMBER OF COMMERCE 


Mr. Stacy. Mr. Chairman, and members of the committee, my name 
is Robert P. Stacy. I am vice president of the Connecticut Light & 
Power Co. I make this presentation on behalf of the Connecticut 


Chamber of Commerce of which I am president. The Connecticut 
Chamber of Commerce is a statewide business organization with mem- 
bership from all segments of business and industry. The chamber was 
established in 1899 to promote the welfare of the people of Connecticut 
and bring to the solution of public questions the collective judgment 
and concerted action of the entire organization. 

Ata oe of the chamber board of directors on December 19, 


1957, I was authorized to appear before your committee to present the 
following views. 

At the outset, I want to state that I am here to speak in support of 
the bill, H. R. 6452, introduced by our Congressman at large, Hon. 
Antoni N. Sadlak, and the identical bill, H. R. 9119, introduced by 
Representative A. S. Herlong, Jr., of Florida. But before getting 
into the reasoning behind our endorsement of these bills, I would like 
to cite some facts which are highly disturbing to us in Connecticut. 
We believe they are pertinent facts in connection with these hearings 
and they were a motivating factor in my appearance here today. 

In the calendar year 1956, according to Dun’s Statistical Review, 
there were 154 business failures in the State of Connecticut, with 
liabilities of $10,966,000. In the first 11 months of 1957, however, 
there were 197 business failures in Connecticut and their outstanding 
liabilities amounted to $27,941,000. 

For the full 1957 calendar year, the number of failures and the 
total liabilities can be expected to rise materially above the 11-month 
figures, since they normally increase as the year approaches its end. 
The overwhelming majority of the failures and the total liabilities 
can be expected to rise materially above the 11-month figures since 
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they normally increase as the year approaches its end. The over- 
whelming majority of the failures have, of course, been small busi- 
ness firms. 

Another development in the business community which has given 
cause for concern in Connecticut has been the mortality of small busi- 
ness firms due to mergers. While we do not have definite statistics 
on this development, the Connecticut Chamber of Commerce has noted 
a definite increase in the merger trend. 

In addition to the growing mortality of small businesses, there has 
been another development of equal concern in Connecticut. It is 
shown in comparative statistics on job opportunities, hours of work, 
and unemployment. 

Our State department of labor reports that jobholders in December 
1957 numbered only 930,000 as compared to 950,000 in December 1956. 
This was a decrease of 20,000 in job opportunities when there should 
have been an increase of at least that number. As might be expected 
from the figures on job opportunities, there was a considerable in- 
crease in the number of ‘ob seekers. They totaled 58,500 in Decem- 
ber 1957 as compared to 22,400 in December 1956. Average weekly 
hours of work also feil off to 39.8 in December 1957 from 42.2 in 
December 1956. 

With this background, I shall proceed with my statement in sup- 
— of tax revision in general and the Sadlak-Herlong bill in par- 
ticular. 


PRESENT BUDGET SITUATION NEED NOT PRECLUDE TAX REVISION 


We understand that the budget for the coming fiscal year is just 
barely a balanced one. We recognize, too, that such a situation is 
hardly enccuraging to any tax revision which is likely to have a heavy 
immediate impact on revenue. 

But we do not assume that this situation necessarily means that 
any tax-rate revision this year would be unwise or impractical. On 
the contrary, we believe that enactment of the tax revision legislation 
embodied in H. R. 6452 and H. R. 9119 in this session of Congress 
can be justified. 

First of all, we believe that much can be done to reduce the expendi- 
ture total contemplated in the budget. We are confident that thor- 
ough examination of the 1959 budget will show that it, like previous 
budgets, provides for programs and projects which fall in a wide 
range of priority in relation to the needs for defense and for tax 
revision. 

In the nondefense area they normally range from the desirable and 
essential to those which are of doubtful desirability or need. We 
believe that most, if not all, of the initial revenue loss from the tax 
revision we propose can be offset, to the net gain of the Nation, by 
elimination or cutbacks of unessential and less essential programs. 

As for improving the defense program, we do not subscribe to the 
view that it will of necessity require a great increase in total spend- 
ing. Rather, we believe that a substantial part of the increased costs 
of guided missiles and related developments can be paid for from 
savings in other defense activities which fall in the categories of 
obsolescent, unessential cr wasteful. 

Secondly, we believe that there is nothing Congress might do this 
year which would be as beneficial to the economy of our State and the 
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Nation as a whole as tax revision of the type we commend for your 
consideration. Westrongly believe that the tax reductions of January 
1, 1954, and the tax revision of 1954 were a major factor in reversing 
the business recession of the late months of 1953 and the first half of 
1954. We are equally convinced that wise tax revision early this year 
would soon turn around the business downturn we are now experienc- 
ing. 
TAX REVISION AS A BRAKE ON BUDGET GROWTH 


Ever since the end of World War II the Connecticut chamber has 
been active in promoting economy and efficiency in the Federal Gov- 
ernment. We supported the defense mobilization necessitated by the 
Korean war but at the same time we urged the elimination of all but 
the clearly essential in nondefense spending. 

We were much encouraged when, upon termination of hostilities in 
Korea, budget expenditures were cut from $74.3 billion in fiscal 1953 to 
$67.8 billion in 1954. This total reduction included cuts of $4 billion 
in major national-security programs and $2.5 billion in nondefense 
activities. Further reductions in defense spending brought total ex- 
penditures down to $64.6 billion in 1955. 

The budget trend in the last few years, however, has been quite 
discouraging. There has been a sharp rise in revenues but expendi- 
tures have gone up almost as fast. In other words, as revenues in- 
creased, the additional receipts were largely eaten up by bigger ex- 
penditures. For example, the 1956 budget estimated expenditures 
of $62.4 billion for that year but the final results for the year showed 
expenditures of $66.5 billion, or $4.1 billion more than the original 
estimate. A similar experience occurred in 1957. The original spend- 
ing estimate in the 1957 budget was $65.9 billion but actual spending 
turned out to be $69.4 billion for an increase of $3.5 billion. On the 
basis of the mid-year budget review for 1958, spending in the current 
year will rise further to $72 billion. 

During this period from the original budget estimates for 1956 to 
the mid-year review for 1958 receipts have gone up over $13 billion 
but expenditures too have gone up by almost $10 billion. 

Moreover, not all nor even the major part of this $10 billion spend- 
ing increase can be attributed to rising defense costs. Actually, 
major national-security programs account for only $3.6 billion of the 
$10 billion increase. Ah the remaining $6.4 billion of the increase 
in current spending over the original budget for 1956 is for nondefense 
programs and interest. 

The point I have been leading up to is this: The record of the last 
few years clearly indicates to us that future tax reductions based on 
increased revenues from economic growth are not very likely to be 
forthcoming unless Congress enacts a planned schedule of tax reduc- 
tions as is provided in the Sadlak-Herlong bill. Such a forward 
scheduling of tax reductions over a period of several years offers, 
in our opinion, the only successful means of competing against the 
innumerable spending peereres for the increased revenues from our 
future economic growth. 

In fact, it seems to us that this feature of the Sadlak-Herlong bill 

rovides one of the best devices yet proposed to control the Federal 
mudget and to prevent unessential spending. 
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BUDGET PROTECTION IN POSTPONEMENT PROCEDURE 


Another feature of the bill we like is its postponement provisions. 
We in the Connecticut Chamber of Commerce maintain the orthodox 
view that balanced budgets, at least in the average, are desirable. 

A five-step schedule of annual tax rate redtictions could under 
adverse economic circumstances create a series of deficit budgets which 
we certainly would hesitate to support in spite of the tax benefits. 
But we do feel that the postponement procedures in these bills would 
eliminate this danger. 

On the basis of normal economic growth of this Nation revenues 
would rise about $4 billion a year. In comparison, the net revenue 
effect of the five steps in rate reductions would be about $3 billion 
for each step on 1956 income levels. This would mean a total tax 
savings, after effectuation of all five reductions, in the amount of 
about $15 billion. It can be expected that this revenue loss from 
rate reductions will be covered by increased receipts at lower rates 
which continued economic growth will produce. 

The economy cannot, of course, be expected to grow in an unin- 
terrupted course. Economic adjustments will take place in the fu- 
ture as they did in 1949 and 1953-54, and as they are again taking 
place at the present time. If, however, such economic adjustments 
occurred during the effective life of this legislation, any 1 or all of 
the last 4 scheduled rate reductions could be eee lyear. Thus, 
the 5 steps in rate reductions could take place in as few as 5 years 
or as many as 9 years. 

We believe this postponement procedure provides adequate safe- 


guard against deficit aca to which we or This does, of 


course, assume that the overall expenditure, level will be controlled. 
But as I have already stated, the choice afforded taxpayers between 
tax reduction and new spending by the forward scheduling of tax 
reductions should provide the necessary control. 


SADLAK-HERLONG BILL GETS AT ROOT OF TAX PROBLEM 


Your former colleague and chairman, the late Jere Cooper, in a 
statement announcing that these hearings would be held, said: 

There have been increasing criticisms of our Federal revenue system in the 
last few years. These criticisms relate to the high level of rates, the effects of 
our tax structure on individual and business incentives and decisions, the com- 
plexity of the tax laws, and the distribution of the tax burdens between various 
segments of the taxpaying public. 

We submit that the Sadlak-Herlong bill gets at the root of the tax 
roblem which has engendered the criticisms cited by Mr. Cooper. 
hat root is excessive rates which, as your ranking minority aan 

Mr. Reed, has said, “are the villain of the income-tax problem.” 

It is the high rates which create the demands for special relief provi- 
sions in the tax laws. And it is the special provisions for relieving 
the tax burden in some degree which, together with other provisions 
for preventing unintended loopholes, are largely ‘ainicnatile for the 
complexity of the tax law. 

The Sadlak-Herlong bill makes a frontal attack on the basic tax 
problem by its total emphasis on income-tax rates, both individual and 
corporate, It avoids completely the special provision technique. It 
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also avoids the provision of relief from one type of tax at the expense 
of higher rates for another tax and it avoids granting relief to a special 
group or groups at the expense of others. ; 

With reference to the individual income tax, the bill reduces every 
single surtax bracket rate in each of the five scheduled reductions. 
After the fifth reduction the top rate will be 42 percent and the bottom 
rate will be 15 percent. The rate of progression will then be more 
modest and relatively free of the present severe tax penalties which 
in large measure offset the normal financial rewards for industry, ini- 
tiative, investment, and risk taking, ’ ; 

A question as to the fairness of the rate revisions provided in the bill 
naturally arises. We are inclined to answer it this way. Can the im- 
position of the present steep progressive rates reaching a high of 91 
percent be justified as to fairness or even on revenue or other economic 
grounds? We do not think such rates can be justified on the basis of 
equity or for any other reason. Revenue purposes can hardly be a 
sound basis for the sharp progression now existent. In the first place, 
the entire progressive element in the rate structure above the basic 
element of 20 percent produces only 16 to 18 percent of the revenue 
from the individual income tax. The progressive element above the 
present 50 percent tax rate level, which means the progressive element 
on taxable incomes above $18,000, produces only 8 to 9 percent of the 
individual income-tax revenue. 

If the funds taken from taxpayers by the progressive element of the 
tax rate above 50 percent could be retained by taxpayers and applied 


to investments, the revenue loss would be far less than the 8 to 9 per- 


cent of the individual income-tax take which it now produces. And in 
short time, there would probably be a revenue gain rather than a 
Oss. 

We would like to see all rates of the individual income tax reduced 
as low as Parnceh But so long as the Federal Government must de- 
pend on this tax for revenues around present levels it is simply not 
possible to reduce the bottom rate as sharply as the top rates. This is 
not, however, an argument for retaining a schedule of rates which 
lacked equity in the first place and which is not justifiable on the basis 
of revenue needs or economic wisdom. 

There is another and more important benefit than the direct benefit 
to each taxpayer that we expect from this legislation. 

It is the benefit that will rebound to the American economy and 
thus to the Ameriacn people as a result of the recreation of incen- 
tives which have been discouraged by excessive tax rates. Renewed 
meentives to work, to save, and to invest will provide the source of 
capital needed to create the jobs of tomorrow. This will benefit all 
citizens and particularly the great majority of workers who must 
depend on general economic progress for better jobs, better incomes 
and a higher standard of living. 

The reductions in corporate taxes provided in the Sadlak-Herlon 
bill are relatively modest, being only 2 percentage points in each o 
the 5 steps for a total reduction of 10 points in the 5 to 9 years over 
which the reductions will take effect. These reductions will help 
citizens generally in two ways. Corporate enterprises will have 
more income after taxes for use in creating more jobs. Also, the 
inflationary effect of corporate taxes on prices will be softened with 
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the resultant benefit being passed on to consumers through lower 
prices. 
THE TAX PROBLEM OF SMALL BUSINESS 


Connecticut is basically a small- and medium-sized business State 
and we are acutely aware of the problems which present high taxes 

ose for them. But we recognize that the tax problem of small 

usiness is basically that of high rates and that the cure is to attack 
the rates. 

Numerous proposals have been advanced to give special tax relief to 
small business and particularly to small incorported businesses. 
special relief were given small corporations through rate adjust- 
ments, it would amount to class legislation for it would benefit only 
about 15 percent of all small business and discriminate against the 
other 85 percent which prefer to operate as unincor crated Viaititees. 

We subscribe to the statement that Chairman Mills reportedly has 
made to the effect that— 
many of these proposals for small-business tax relief would create more severe 
problems than they could hope to solve. 

The most direct and nondiscriminatory answer to the tax problems 
of smal] business, as we see it, is the schedule of tax reductions for in- 
dividuals and corporations in the Sadlak-Herlong bill. 

I thank you, Mr. Chairman and members of the House Ways and 
Means Committee, for your consideration of the views of the Con- 
necticut Chamber of Commerce on this vital matter. 

The Cramman. Are there any questions? 

Mr. Sadlak will inquire. 

Mr. Saptak. Mr, Stacy, I commend you on this fine statement. Of 
course, you and I have been friends for a long time. You emphasize 
the statistics concerning our great constitutional State of Connecticut, 
wherein we are presently having quite a recession and growth of up- 
employment. On Saturday last, the State employment office, in fact, 
remained open to help process claims for unemployment compensation 
in the Bridgeport area, which indicates there was a further recession 
or increase in unemployment. 

As you have stated in your paper, in order to give that shot in the 
arm that industry needs, to put a stop to this unemployment, we must 
develop along the lines which Mr, Herlong and I have proposed. 

I think you have emphasized the soundness and the saneness and 
feasibility of the proposal that Mr. Herlong and I have put forth. 

Mr. Forand asked the previous witness a question concerning the 
subject of cutting the budget. Would you like to explain that a little 
further, giving us further explanation of that, in your capacity as 
chairman of the Chamber of Commerce of Connecticut ? 

Mr. Sracy. I, of course, identified myself as a businessman and 
officer of the Connecticut Light & Power Co. We have budget prob- 
lems. We have just authorized—and, Mr. Chairman, you will for- 
give me for making a personal reference—a $42 million construction 
budget for my company for the year of 1958, in spite of the fact that 
the business trend in eta is downward. This is one of the 
largest budgets we have ever authorized. 

When the engineers, operators, and administrators presented the 
budget, it was well over $50 million. Of course, the very process of 
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approving a budget in business is selectivity. You have to select the 
ings that are most important. That is what we do. 

I am familiar also, Mr. Chairman, with the processes in several 
other companies, which coincide with my statement. I happen to be 
on 3 or 4 Federal expenditure or tax committees, and we make a year- 
round study of the Federal budget. I have not, of course, seen the 
1959 budget as yet, but I know that there are programs and areas that 
have greater priority than other programs aid areas, and I know that 
the budget can be cut in its civilian sections, and I know also that it 
can be cut, just like we cut them in private business, in the military 
sections. I need only cite the Hoover Commission recommendations. 
I also happen to be the Connecticut chairman of the Citizens Commit- 
tee for the Hoover Report. 

According to those experts, who spend a lot of time delving into 
these problems and programs, there is still $5 billion that can be saved 
by complete implementation of the Hoover reports. 

To be a little bit more specific, the Hoover Commission found that 
there were more than 3,000 commercial-type functions carried on by 
the Defense Department. Some of those have been eliminated, a rela- 
tively smal] percentage. But there are still more than 2,000 such 
operations. 

I have tried to answer your question, Mr. Sadlak. We will, of 
course, study the budget, and undoubtedly the committees with which 
I am affiliated, will make further recommendations as to what pro- 
grams could possibly be eliminated. 

Mr. Sapiax. Thank you, Mr. Stacy. You have emphasized, too, 


that if we can ES a brake on these expenditures, we will set up a lot 


of competition between the people who prepare these budgets and the 
amount of money they will have to work with. We will use the money 
which will come in with expansion to help the country very much. 
Small business, large business, and intermediate business, as well as all 
taxpayers, will be helped. 

Mr. Sracy. I think that is a very important part of the bill. I also 
think that there is great need to give more study to the elimination of 
programs that are not absolutely vital and essential than has been 
afforded in the past. 

I yet ae believe the Sadlak-Herlong bills would bring into focus 
each year the spending programs against the desirability of tax revi- 
sion. 

The Cuatrman. We thank you very much, Mr. Stacy, for your ap- 
pearance and the information given the committee. 

Our next witness is Mr. Edward V. Carey. 

Please come forward, and give your name, address, and the capacity 
in which you appear, for the benefit of the record. 


STATEMENT OF EDWARD V. CAREY, CHAIRMAN, TAXATION COM- 
MITTEE, STAMFORD-GREENWICH MANUFACTURERS’ COUNCIL 


Mr. Carrey. Mr. Chairman, and members of the committee, I am 
Edward V. Carey, chairman, taxation committee, Stamford-Green- 
wich Manufacturers’ Council. 

Thank you very much for the opportunity of presenting before you 
the views of the members of our council. 
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We feel that there is decided need for taxation reduction, espe- 
cially aimed at granting relief to manufacturers. 

The present nigh rate of taxation has the following results: 

1. It discourages initiative and penalizes ambition. 

2. It restricts the growth of small companies which are unable to 
expand their business because the amount of money left to them after 
paying income taxes is not enough to provide for the purchase of 
capital equipment and it is not enough to allow them to pay dividends, 

3. Small companies cannot borrow money AA VORENS TINY nor can 
they float bond issues. While interest rates have risen for all corpora- 
tions because of the actions of the Federal Reserve banks, the impact 
has been much heavier on small companies, Small companies which 
were able to borrow money a few months back no longer can do so, 

It is a wonder that people ever have the temerity to start up a 
business under present-day tax conditions. This country’s economic 
strength was developed through the initative of those citizens who 
took chances in starting up their business knowing that their labor 
and enterprise could result in financial gains for them and future 
security for their families. By constant effort these small businesses 
grew and prospered unimpeded by discriminatory taxes. They did 
not hesitate to borrow because they were certain that debts could be 
speedily repaid out of profits. 

Under today’s tax laws a small company cannot retain enough of 
its profits to repay its loans; it cannot accumulate enough money for 
research and developer purposes. The result is that they are forced 


to merge with larger companies, and thus they are deprived of the 
just rewards to which they are entitled because of their initiative and 


hard work. 

We earnestly suggest to the committee that the following steps be 
taken in order to provide relief from the present high rates of taxa- 
tion: 

1. There should be an outright exemption for all corporations of a 
reasonable amount of profit balers taxes are imposed. 

2. The rate of normal tax should be set at 22 percent of the first 
$100,000 of taxable profit. 

3. Companies should be allowed, at their discretion to expense in 
any year outlays for capital investment up to $100,000; if they so 
choose, they should be allowed to depreciate any part of this $100,000 
over the usual span of years. 

4. Weare heartily in favor of the Sadlak-Herlong bill and strongly 
urge its passage. This bill is eminently fair and is decidedly a step 
in the right direction. 

5. A graduated rate of taxation on a corporation should never be 
imposed. Such a law would surely become as confiscatory to corpora- 
tions as the present law is to individuals; and a graduated rate of 
taxation would surely discourage growth of business. We feel that 
the present high income-tax rates on corporate income are a cause and 
not a result of inflation. These high rates discourage management 
from opposing constant wage boosts and the inevitable result is higher 
prices to consumers. 

As to what will happen to the Federal budget if the tax rates be 
reduced, we reply that economy in Government should be exercised. 
We see no reason why there should be price supports for farmers and 
no relief given to manufacturers. 
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We see no reason why vehement spending pressure groups should 
continue to gain their objectives. We see a danger of tremendous 
outlays for Government-controlled education, and strongly oppose 
that ; and we oppose tremendous outlays of our tax money being spent 
on Government projects and services which oe with us; we 
suggest that foreign aid should be reduced and held to a minimum. 
We further suggest in this present time when people are confronted 
with more and more unemployment, risk capital should be encouraged. 
If this is done there would be an early end to the downward trend 
in employment. 

We feel confident that the stimulus to employment and to profits 
which would result from lower income taxes, could have the effect of 

iving more income to the Government than what it receives from 
the present rates of tax. 

Now, in closing I wish to read a letter from a small manufacturer 
in our area. I am authorized to use the name of the president of the 
company and to make the letter part of this testimony, but request 
that the name of the company not be used for general purposes. In- 
cluded with this testimony also, is a copy of a resolution passed at a 
membership meeting of the Stamford-Greenwich Manufacturers’ 
Council and approved by our board of directors. 

The letter, Mr. Chairman, is very short. It is addressed to me. 

It is as follows: 

Mr. E. V. Carey, 
Chairman, Tax Committee, 


The Stamford-Greenwich Manufacturers’ Council, 
Stamford, Conn. 

Dear Mr. Carey: We can only speak from our own experience as to the 
result of high taxes. ‘ 

1. We have found it impossible to pay reasonable dividends and expand this 
company, therefore, our stockholders have had to suffer. 

2. In discussion with several of our founding investors, I have been told 
that they would never have put up the original capital, back in 1938, if they 
could have foreseen the present tax picture. 

3. We cannot hope to see lower taxes unless we have less Federal spending. 
To date, politicians have only paid lipservice to economy. They know and we 
know the Federal Government is filled with completely unnecessary services, 
vast duplication, downright loafing, and empire building. 

We have price supports for the farmer but brutal treatment for the manu- 
facturer. We have waste and staggering inefficiency in Government but must 
keep the most meticulous records in our own business. 

Taxes and spending are synonymous. Our national economy is being seriously 
hurt by excessive taxation and it will continue so until our elected representa- 
tives have the courage and honesty to face the problem squarely. 

Very truly yours, 
WILuiAM C. Speen, President. 


The Cuarrman. We thank you, Mr. Carey, for your appearance and 
the information given the committee. 

Are there any questions? 

If not, we thank you, sir. 

I assume that you desire to have the resolution referred to included 
with your remarks? 

Mr. Carey. Yes, sir. 

The Cuarrman. Without objection, the resolution will be included 
in the record. 
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(The resolution referred to follows :) 
STAMFORD-GREEN WICH MANUFACTURERS’ COUNCIL 
Stamford, Conn. 


RESOLUTION ON Taxes To Be PRESENTED AT THE House Ways AND MEANS 
COMMITTEE HEARINGS 


The following resolution was passed unanimously at a meeting held Friday, 
December 20, 1957, for use at the Ways and Means Committee hearings. The 
resolution follows: 

“Whereas the Federal Government now takes one-third to one-half of the earn- 
ings of business through taxation ; and 

“(1) taxes are levied on a basis which in many cases is discriminatory, 
unfair, and heavily burdensome ; and 

‘(2) such discriminatory, unfair and burdensome taxes stifle incentive, 
and inhibit the growth of businesses ; and 

“(3) continuation of present high taxes and the prospect of even higher 
taxes are undermining our system of free enterprise; and 

“Whereas reduced taxes would renew incentive, and help business growth 
which will in turn produce more tax revenue, and in general strengthen our 
economy : Therefore be it 

“Resolved, That the Ways and Means Committee of the House of Representa- 
tives of the United States be requested to prepare tax legislation for action by the 
Congress, that while recognizing the need for adequate national defense, will 
result in taxes that will enhance the growth of all businesses and will eliminate 
the present discriminations against small business; be it further 

“Reolved, That the Ways and Means Commitee and all Members of both the 
House and Senate take any and all possible action to produce economies in Gov- 
ernment through better efficiency, as recommended in the Hoover Report, thereby 
reducing the need for present heavy taxes.” 

This resolution adopted at a meeting of representatives of 16 member companies 
of the Stamford-Greenwich Manufacturers’ Council held in Stamford, Conn., on 
December 20, 1957. 

This resolution subsequently was approved by the directors of the manufac- 
turers’ council. 

Dean BrossMAN, Heecutive Director. 


The Cuarrman. Our next witness is Mr. Carroll F. Lewis. 
Mr. Lewis, please come forward and give your name, address, and 
the capacity in which you appear, for the benefit of the record. 


STATEMENT OF CARROLL F. LEWIS, CHAIRMAN, COMMITTEE ON 
TAXATION, THE MANUFACTURERS ASSOCIATION OF THE CITY 
OF BRIDGEPORT, CONN., INC.; ACCOMPANIED BY HARMON E. 
SNOKE, EXECUTIVE VICE PRESIDENT, THE MANUFACTURERS 
ASSOCIATION OF THE CITY OF BRIDGEPORT, CONN., INC. 


Mr. Lewis. I am Carroll F. Lewis, chairman of the committee on 
anne of the Manufacturers Association of the City of Bridgeport, 

onn., Inc. 

My appearance before you is solely as the official representative of 
the Manufacturers Association of Lbridgeport which is a voluntary 
association of some 110 manufacturers domiciled in the Bridgeport 
labor-market area. 

Bridgeport is a concentrated industrial area in which primary 
metals, fabricated metals, machinery, machine tools, business ma- 
chines, ordnance, electrica] equipment, helicopter and aircraft compo- 





eS SSae as 


SRD 


TIL; fn Rta POC 


614 GENERAL REVENUE REVISION 


nents and instruments are the major items produced, and because of our 
familiarity with these industries basic to our economy, my testimony 
will deal with certain fundamental aspects of our more pressing tax 


problems. 
PROGRESSIVE REDUCTIONS IN INCOME TAXES 


No single internal problem threatens the prosperity and economic 
growth of our Nation more than the restraint on individual and cor- 
porate savings and capital formation inherent in existing inordinate 
personal and corporate progressive income-tax rates. 

Increasingly, American citizens are dependent upon ee 
provided through the individual or corporate enterprise of other of 
their fellow citizens. 

The movement from agricultural pursuits to nonagricultural em- 
ployment has been accelerating year by year. 

Jobs today and tomorrow can only be created by enabling the more 
enterprising to retain more of their legitimate earnings for invest- 
ment in the tools, buildings, materials, and working capital which 
provide gainful employment for others. 

Such constructive enterprise is virtually impossible under present 
individual tax rates ranging sharply upward to 91 percent and cor- 
porate rates absorbing 52 percent of all ordinary taxable net income 
above $25,000. 

Let’s look at our taxpayers to see just who pays what part of the 
taxes under our exorbitant progressive rates a who might have any 
xeal opportan ity to have and invest. 

Our latest example is 1956: 

Percent 


81.8 percent of all taxable income of individual taxpayers was earned 
by and belonged to taxpayers below the $4,000 bracket. They paid to 
the Federal Treasury of their taxable income 

—only 0.3 percent being due to the progressive tax. : 

14.9 percent of all taxable income of individual taxpayers was earned by 
those in the brackets between $4,000 and $22,000 (the midpoint of the 
progressive rates). They paid to the Federal Treasury of their tax- 
able income 

—14.3 percent being due to the progressive tax. 

8.3 percent was earned by and belonging to those having taxable income 
over $22,000 (in the top half of the progressive rates) paid to the Fed- 
eral Treasury of their taxable income 

—49.6 percent being expropriated by progressive taxation. 


Every person earning more than the average national family in- 
come of $4,400 was penalized sharply for his energy and enterprise, 
as much of what he might have saved went increasingly into taxes. 

That Americans aspire to save and invest is most recently demon- 
strated in the rapid increase of people with moderate incomes pur- 
chasing equity securities. 

Truly, however, the ultimate result of progressive taxation is drama- 
tized by the 3.3 percent who find that the application of the “ability 
to pay” theory is conversely the “inability to save or invest.” 


INSIDIOUS ASPECT 


Individual taxpayers normally identify their tax status with their 
top rate. 
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This gives the public the illusion that the top-bracket taxpayer 
paying 91 cents out of each top dollar is only paying about 4 times 
as much as the person in the lowest surtax bracket. 

But the insidious nature of the inequitable progression may be il- 
lustrated dramatically by the following selected comparison of top- 
rate multiplication with that of corresponding progressive rate. 





Present popes Progressive} Progressive- 
Net-income bracket top rate relationship rate rate rela- 
tionship 
Percent Percent 
Lf ee a ee OO Een senisiile Tilia 2 j.- 
ff SBR ESS Pg Bn oS LAB 30 | 1.36 times 10 | 4 times 
$10,000 to $12,000. . 2.2.2.2 25-2 -- 5-2 eee 38 | 1.73 times..__._-... 18 | 9 times. 
lS CL __*, See ee See > eran 50 | 2.27 times-_-_._.--.- 30 | 15 times 
$20,000 to $22,000... ___- 56 | 2.55 times_.....--- 36 | 18 times 
S00, O00 BG Al het inincies Saunpiwteyensppehone 65 | 2.95 times. ........ 45 | 22.5 times 
,000 to MG, to usceeechinecocesasd etwcte 78 | 3.55 times. .......- 29 times. 
SR Ae SI nica so poe nnccks hs Ei wsepoun 87 | 3.96 times.___..... 67 | 33.5 times. 
ee es a ee ae 91 | 4.14 times. _......-. 71 | 35.5 times. 


The impact of the progressive tax from 2 to 71 percent upon saving 
and investment is about the same as an old model T running into a 
brick wall at 2 miles an hour, compared with a 1958 model hitting the 
same immovable object at 71 miles. 


CORPORATE, TAXATION 


Our strongest national defense is our economic reproductive capacity 
which can be maintained only by judicious tapping of revenue sources, 

Taxation of corporations at excessive rates can weaken our economic 
structure more devastating than a saturation bombing by enemy 
missiles. 

Excessive corporate taxation destroys: verie capital, tool re- 
placement, expansion plans, product development, basic research, and 


jobs. 

All industry, large and small, with taxable income above $25,000 is 
suffering from this legalized blood letting by the present 52 percent 
tax rate, 

A transfusion resulting from reduction in corporate tax rates would 
improve the Nation’s economic health. 


SOUND REMEDIES 


Your committee has before it economically and fiscally sound pro- 
osals for remedying both personal and corporate tax rate inequities 
in the Sadlak (H, R. 6452) and Herlong (H. R. 9119) bills. 

Expert testimony has been Seen on the technical aspects and 
feasibility of these proposals. 

Adoption of these constructive long-range tax reform measures 
would restore incentive and initiative to American individual and cor- 
porate enterprise. 

It would reestablish self-reliance in place of abject pecuniary de- 
pendence on outside sources. 
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Generation of greater economic activity resulting from fair and 
equitable taxation would substantially increase taxable income which, 
at reduced tax rates, would adequately meet Federal revenue require- 
ments. 

The economic value of tax reduction has been amply demonstrated 
in the past. 

Your favorable consideration of the Sadlak-Herlong bills and the 
vital principle embodied therein is respectfully urged. 


DEPRECIATION 


In writing the 1954 code an effort was made to provide more flexi- 
bility in depreciation methods by providing taxpayers certain alterna- 
tives which could be elected. 

However, the 1954 code seems to have introduced more binding de- 
preciation methods. 

Business is dynamic, not static, so provision of adequate flexibility 
to adjust to changing conditions is of utmost importance. 

Greater flexibility of depreciation methods and rates should be safe- 
guarded to taxpayers to insure their right to change. 

5 Methods within the purview of accepted accounting practices; 
an 

2. Rates based on actual experience and conditions obtaining at the 
end of the taxable year so as to avoid unreasonable retroactive revi- 
sions by administrative review. 

As determination of future salvage value is virtually impossible 
at any time other than that at which disposal of such salvage is ef- 
fected, consideration should be given to the specific exclusion of 
salvage value estimates from depreciation formula. 


ee 
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CORRELATION OF TAX LAWS AND ACCEPTED ACCOUNTING PRACTICES 


An accepted body of accounting practices has developed, as has 
the accounting profession, incident to and since the income tax amend- 
ment to the Constitution became operative in 1913. 

Government contracts in World War I gave impetus to this develo 
ment. Corporate tax laws, a Second World War, Korea, and the “cold 
war” have contributed to the growth of this most vital business 
administrative function. 

However, there has ben a growing divergence between accounting 
procedures permitted by administrative tax law and those dictated by 
generally accepted sound business accounting practices. 

The principle of accrual of expenses has been accepted as good 
accounting practice for 40 years or more. Still today tax laws do 
not eee the moral liability of a corporation which, through 
action of its board of directors adopts policies properly spread on 
its minutes, and made known as a covenant to and with its employees, 
as a legal liability vesting in such employees. 

A specific example, of course, is found in the disallowance of accrual 
for paid vacations in revenue ruling 57-325 which terminates estab- 
lished practices on January 1, 1959. 

Certainly we should have reached such maturity in both our tax 
laws and accepted accounting practices that in this and other respects 
they might well be brought into harmony. 


| 
i 
| 
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CONCLUSION 


The committee on taxation of the Manufacturers Association of the 
City of Bridgeport earnestly urges the House Ways and Means 
Committee to recommend adoption of : 

i} The Sadlak-Herlong tax bills; 

(2) A provision to section 167 of the code permitting the taxpayer 
to change methods of depreciation and omit consideration of salvage 
value in accordance with accepted accounting practices and rates 
based on actual experience and conditions; and 

(3) An amendment to the code permitting a deduction for a reserve 
of estimated expenses. 

The Cramrman. Mr. Lewis, we thank you for'your appearance and 
the information you have given the committee. 

Are there any questions? 

Mr. Sadlak will inquire. 

Mr. Sapiak. Mr. Lewis, I did not know you were on the witness 
list, when I put a question to Mr. Stacy. In your particular area, 
the Bridgeport area, and especially I think it was in connection with 
the Underwood Corp. letting some 1,000 or 2,000 people go, our State 
employment office stayed open last Saturday to process the unem- 
ployment claims. In that particular area, the small-business men 
are having a very severe time. Do you feel, then, from what I can read 
from your statement that this is a long-range pene that you 
need the help, the incentive, and the risk capital at the present time? 

Mr. Lewis. Yes. Mr. Harmon Snoke is executive vice president 
of the Manufacturers Association. I think he can elaborate more 
fully on that. 

Mr. Snoxe. I am Harmon Snoke, executive vice president of the 
Manufacturers Association of Bridgeport. You will note in the third 
paragraph Mr. Lewis’ statement that we do not make consumer goods, 
generally speaking. We make components, business machines, or 
machinery, and those things reflect in the small tool and die shops, and 
the small precision machinery shops around town, printing presses 
and whatnot. 

We are affected directly where consumer goods industry towns 
are not, by this letdown of capital expenditures which has been 
brought out by others this morning. 

I think we are a good, typical ease in this respect. We are now 
having a fact finding committee trying to find out what we can do 
about getting Government contracts to tide us over. 

Mr. Saptak. In other words, the help, though, is needed now. 

Mr. Snoxke. Yes, sir. 

The Cyramman. The Chair understands that our friend and 
colleague, Mr. McGregor, desires to introduce the next witness. 


STATEMENT OF HON. J. HARRY McGREGOR, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF OHIO 


Mr. McGneoor. I am J. Harry McGregor, a Member of Congress, 
representing the 17th Congressional District of Ohio. 
r. Chairman, and members of this committee, I appreciate the 
courtesy that you are showing me this morning in giving me the 
opportunity of presenting the next witness, who has been a personal 








ed 
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friend of the McGregors for See many years. I am sure that 
time will show that he is well qualified to handle the subject which he 
is here to present. y 

Again may I say many thanks to you, Mr. Chairman, and to your 
committee for this distinguished honor, ‘ 3 : 

I now present eset Draffan, president of the Ohio Brass Co., 
at this time representing the Ohio Manufacturers’ Association. 

The Cuamman. Wethank you, Mr. McGregor. 


Mr. Draffan, you are recognized. 


STATEMENT OF GEORGE L. DRAFFAN, CHAIRMAN OF THE BOARD, 


THE OHIO BRASS C0., MANSFIELD, OHIO, ON BEHALF OF THE OHIO 
MANUFACTURERS’ ASSOCIATION, COLUMBUS, OHIO 


Mr. Drarran. Mr. Chairman, and members of the committee. My 
name is George L. Draffan. I am appearing as the spokesman for 
The Ohio Manufacturers’ Association which has represented Ohio 
manufacturers since 1910. Its members employ 75 to 80 percent of 
the industrial employees in our State. 

Mr, Jenkins. From your statement, you are representing 75 to 80 
percent of the manufacturing groups oF the State. Our State is very 
compact in that respect, is it not ¢ 

r. Drarran. Yes, sir. 

Mr. Jenxins. That is all, 3 

Mr. Drarran. My principal occupation is chairman of the board 
of the Ohio Brass Co. and its wholly owned subsidiaries which make 
up a manufacturing enterprise which was founded in 1888 and now 
epee about 2,000 people. 

addition, I am a director—and in some cases an officer—of some 
other corporations including an entirely separate manufacturing com- 
pany with about 350 employees, an electric utility, a bank and trust 
company, and a hotel. 

I am certainly not a technical tax expert but I claim some know]l- 
edge of the impact of our income tax structure on business and on 
indiridenla 

Since the Russians have won some preliminary rounds in the propa- 
ganda battle with Sputniks I and iL there has been much conversa- 
tion that tax reduction is not feasible in 1958, although before the 
first satellite began its dizzy—or, shall I say, “dizzying”—orbit, tax 
reductions seemed almost assured. 

Sputnik psychology must not be permitted to lead us to impetuous 
and erroneous conclusions in the fiscal and tax fields. 

There can be no question that this Nation of ours is confronted with 
a situation which could be looked upon as an insoluble dilemma. 

1. Our Armed Forces must have sufficient funds to provide ade- 
quate national defense and to finance research, especially in the field 
of satellites and missiles; 

2. We must have enough Federal revenue at least to equal Federal 
expenses and preferably to exceed them enough to allow for debt 
reduction ; and : 

8. We must have a healthy, vigorous economy to produce sufficient 
Federal revenue and to support the Armed Forces if the world sit- 
uation worsens; and 
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4. We must have tax reforms which remove the stultifying effect 
of an income tax structure which is throttling the growth of our 
economy. i c 

We must and can find our way out of this apparent dilemma, 

As to the first point, our Defense Department unquestionably has 

some knotty problems. I, for one, have not been panicked by the 
spectacular appearance of the sputniks. On the other hand, I think 
all reasonable men must agree that our national security requires in- 
tensive engineering and scientific research in the field of outer space, 
and translation of the results into dependable weapons. 
_ Our business has brought me into close contact with the engineer- 
ing field. My experience and observation has led me to believe that 
while research and development require expenditures of large sums 
ahead of actual production, lavish expenditures may have a bad 
effect. 

In research activities it is difficult to distinguish waste from the 
essential exploration of blind leads, but pumping money injudiciously 
into such programs can actually slow them down—for one thing, 
it can switch too much scientific brainpower from research problems 
to administrative tangles. 

Whether the missile program requires more money or just a shift 
in emphasis of present spending must be answered by persons better 
qualified than I am. 

Assuming, however, that missile expenditures should be increased 
there are opportunities for savings in other areas of Federal expendi- 
ture. 

Proponents of increased missile spending have estimated the addi- 
tional cost of a stepped-up program at about 2 percent of the 1958 
budget. Many concrete suggestions have been made for reductions 
in Federal programs which, if accomplished, would provide ample 
funds for increased missile expenditures and tax reduction. In our 
opinion, income-tax reductions outranks in importance many of the 
spending programs. 

As to the second point, Federal revenues depend entirely too much 
on corporate and individual taxes. Especially with the high rates 
of progression in individual taxes and with the corporate surtax, 
even a moderate decrease in business cuts into Federal revenues 
sharply. 

As a nation we find ourselves in the same position as an individual 
with uncertain income who is fully committed when times are good. 
It doesn’t take him long to find himself in a mess when his income 
slides off, and this ties directly into my third point—that we must 
have a healthy, vigorous economy. 

Our present income tax structure puts some serious roadblocks in 
the way of sound economic growth, It interferes with the accumu- 
lation of savings to finance expansion and strongly encourages debt 
financing. I know, firsthand, a number of small, growing companies 
which, in addition to longer term debt, borrow on their accounts 
receivable monthly to get working cash. 

In their growth situations they have difficulty retaining enough 
earnings after paying their taxes to finance their expansion, and 

their principals have the same individual problem. 
It is not easy for them to interest outside capital because their 
future is still speculative and the reward, net after taxes, for financing 
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such speculations is frequently evaluated to be worth less than the 
risk. So long as their business is on the upgrade they are all right, 
but they have no strength in depth to meet emergencies. 

Even well-established companies are encouraged by the income tax 
situation to rely heavily on debt financing. With any downturn 
in business, interest on debt comes ahead of taxable profits and debt 
retirement must come ahead of dividend distribution. Debt can and 
should have an important place in our economic system, but an income- 
tax structure which unduly encourages debt and discourages savin 
and equity financing does not contribute to the basic health of the 
economy. 

In this connection Representative Herlong, in a speech on August 
8, 1957, said: 

Excessive use of bank credit is the engine of inflation, but under present 
circumstances this engine is fueled by the arbitrary restriction on savings 
imposed by the unfair and unsound tax rates. 

Too much of this country’s growth during the years of high taxes 
has been the result of inflation. 

Over the years many provisions have been written into the revenue 
laws in attempts to wiediabe the damage which high income tax rates 
do to our economy. 

The taxpayer who can use one of these provisions calls it “relief 
from an inequity,” and refers disdainfully to any provision he can’t 
use as a “loophole.” In any event these provisions have resulted in | 
an extremely complicated tax structure and have led to untold hours 
of conference between taxpayers and the Internal Revenue Service, 
| and to endless litigation. 

: Yet sound arguments can be advanced for another bookful of pro- 
visions for relief from inequities which still exist. Businessmen must 
give an inordinate proportion of their time to tax consideratons and 
consult trained tax specialists in regard to nearly every important 
) business decision. 
In fact, in addition to all of the normal factors which must be taken 
into account in making any plans these days, tax considerations must 
play a big part and often dictate a course of action contrary to the 
national economic health. 

An outstanding example is found in the rash of mergers prompted 
by tax considerations. Of course, we have always had mergers but 
one area where they have become prevalent is disturbing to say the 
least, and that is in the small-business field. 

I touched a moment ago on the difficulty of small business raisin 
and retaining sufficient equity capital. The problem is akabeadden 
when one or a few owners face the problem of estate taxes. If they 
have found it impossible to accumulate capital outside the business, 
they must find a buyer for their enterprise. 

resumably they strengthen their individual financial situation. 
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' Whether the transaction benefits or harras the overall economy must 
be examined case by case. We may not be able to draw sound con- 
: 

: 


clusions until the test of years has been applied. 

One of the country’s most respected publishers has issued a new, 
thick ac an suggesting a number of ways by means of which 
an individual with a substantial income may accumulate a fortune 
in spite of high progressive tax rates. 
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I haven’t seen the publication but did read the prospectus. It pre- 
sented some intriguing ideas but I didn’t see how I could study the 
ideas, follow them out, and have any time left for business. _ 

That brings us to my fourth point: that we need basic reforms 
in the field of income taxes. Substantial reductions in the middle 
and higher rates would diminish the need for special relief provisions 
so that the revenue laws could be greatly simplified and hence would 
talent could be released for more constructive effort. | 

The rapid progression in our individual tax rate structure and high 
corporate taxes yee discoura individual initiative, but I do not 
believe we have yet felt the full effects of this. 

As has been often pointed out, it was Karl Marx who advocated the 
very kind of income-tax structure which we now have. I believe 
that the most destructive element—high rates of progression—of this 
structure has a delayed fuse. Many citizens in business and the pro- 
fessions have felt that the tax burden could be looked upon as a 
temporary situation. 

Now, after 25 years’ experience with a system which works in re- 
verse of the ncrmal incentive plan—the more you accomplish the less 
you get—these citizens are beginning to wonder if the game is worth 
the candle. 

Of course, people will always get satisfaction out of the sheer joy 
of accomplishment but they are entitled to, and should get, a moneta 
reward for their effort. To remove the monetary reward is the ulti- 
mate goal of socialism and communism. 

At its annual meeting October 18, 1957, the board of trustees of 
the Ohio Manufacturers’ Association passed the following resolution : 

Be it resolwed, That the Ohio Manufacturers’ Association endorse and support 
H. R. 6452 and H. R. 9119 introduced in the Congress by Messrs. Sadlak, Repub- 
lican of Connecticut, and Herlong, Democrat of Florida, respectively. These 
identical bills would progressively reduce the tax rates of the Federal income 
tax over a period of years. We believe this is in the best interest of the country 
and the economy as a whole and will make possible the accumulation of invest- 
ment capital in the form of savings which is so essential to the operation of our 
free enterprise system. 

These bills provide for a forthright attack on discriminatory in- 
come taxes anid, a practical method of income tax reform: The salient 
features of these bills are well described by Representative Sadlak 
in a speech March 28, 1957, and by Representative Herlong in a speech 
August 8, 1957, both of which appear in the Congressional Record. 

I would like to emphasize some of the outstanding features which 
led to the endorsement of the bills by the Ohio Manufacturers’ As- 
sociation. The bills provide for relief to all income taxpayers, indi- 
vidual and corporate, including the most extensive and expensive 
relief of all—relief to taxpayers in the basic 20 percent bracket. Over 
the period established by the bills the bottom rate would be reduced 
to 15 percent and the top rate to 42 percent, with coordinate reductions 
in the intermediate brackets. 

The trustees were particularly impressed with the conclusion 
reached by Representatives Sadlak and Herlong that in reform legis- 
lation there is no reason why the top individual rate should not be 
brought down to the top corporate rate. 

This reform would the financed not out of deficits but from the 


growth of the economy—growth which in our opinion would be 
20675—58—pt. 1——-41 
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greatly stimulated by the reductions provided. Ideally, the reform 
would be accomplished over a 5-year period but procedures are pro- 
vided whereby the President, in cooperation with Congress, may ex- 
tend the time up to 9 years. 

By establishing, in advance, an orderly method of tax reduction the 
bills not only stimulate the growth of the base on which the revenues 
are levied but also set up a highly desirable competition between tax 
reduction and Federal spending. 

Tax reduction provided by the bills would release funds for capital 
expansion. It would reduce the upward pressure on prices. 

t would start an upward spiral of economic oallbeing. It would 
stimulate individual initiative and release individual energy for the 
greater accomplishment. It would provide a way out of the dilemma 
which I described earlier. 

On behalf of the Ohio Manufacturers’ Association I urge you to 
report favorably to the House of Representatives on H. R. 6452 and 
H. R. 9119. 

May I add, the sooner the better. 

The Cuarrman. Mr. Jenkins will inquire. 

Mr. Jenxrnys. I think we are safe in saying that Ohio is one, if not 
the leading, manufacturing State in the Union, when you balance off 
all its manufacturing together; is that right ? 

Mr. Drarran. I think we rank about second in volume. 

Mr. Jenxtns. This Ohio Manufacturers’ Association, I know, is an 
all-pervading organization over the State. 

It reaches every corner of the State; does it not ? 

Mr. Drarran. That is correct. 

Mr. Jenkins. You come in here today representing this great or- 
ganization, and I assume that you have the full authority to come here 
and speak, 

Mr. Drarran. Yes, sir. My statement has been approved by the 
executive director, by the president of the association, and by the 
chairman of the taxation committee. 

Mr. Jenkins. That makes me happy, to think that my great State 
has sent you here, and that you have in a succinct statement taken 
the position recommended by the great State of Ohio Manufacturers’ 
Association. 

Mr. Drarran. Thank you very much. 

Mr. Sapiak. May I also add that they have the great support of 
Congressman Jenkins. They certainly have; yes, sir. 

Mr. Jenxins. They certainly have; yes, sir. 

The Cuamman. May I say that we appreciate your coming before 
the committee this morning and giving us your statement. You have 
not in any way injured your case by bringing along our very good 
friend, Congressman McGregor. ; 

Because of the fact that there is a message from the President to be 
read on the floor, the committee will now adjourn until 2 o’clock this 
afternoon. The first witness will be our colleague, Hon. Charles H. 
Brown, of Missouri. ; 

(Whereupon, at 12 o’clock, the committee recessed, to reconvene at 
2 p. m. of the same day.) 
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AFTERNOON SESSION 


The Cuairman. The committee will please come to order. 

_ The Chair observes that the Honorable Charles Brown, Member of 
Congress from Missouri, is present. We had to pass over him this 
morning because he was not present. 

If you will give your name, address, and capacity in which you 
appear for the benefit of the record, although we know you quite well 
and favorably, we will appreciate it. 

Mr. Brown. Thank you, Mr. Chairman. The name is Charles H. 
Brown, Representative of the 7th District of Missouri, and member 
of the House Smal] Business Committee. 

The CuHarmMan. You are recognized, Mr. Brown. 


STATEMENT OF HON. CHARLES H. BROWN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MISSOURI 


Mr. Brown. Thank you, Mr. Chairman and members of the com- 
mittee. I appreciate your letting me appear this afternoon instead 
of this morning. Ei gy had to attend another important 
meeting. I thank you very much for the opportunity of participat- 
ing in these important discussions. 

I am no authority on Government, finance, as you will soon recog- 
nize, but I appear here today to talk about taxes on business—just 
business taxes this time—as a member of the House Small Business 
Committee. 

All of us recognize and appreciate that recent events in the world 
and in outer space profoundly affect Government revenue require- 
ments. 

Already, Government expenditures are pushing at the ceiling of tax 
receipts; and no one can forecast right now the ultimate level of sacri- 


fice required. 

i. earn likes high taxes; but all Americans like America, and 
we would rather pay taxes than have to learn to speak Russian. 

Mr. Chairman, in spite of all this, 1 urge this committee to con- 
sider this compelling fact—if our generation is to meet fully the grave 
challenge and the great opportunity that is now before us, we must 
correct some of the imbalances that currently exist in our American 
economy. 

No nation can give an all-out effort when too many of its people are 
beleaguered by serious economic problems that consume their every 
ounce of energy. 

For instance, down in my country too many of our farmers have 
little time to think about or little tax money to contribute toward 
warding off the Russian bear. Their every waking thought and 
their every ounce of energy is required to keep the wolf away from 
their own door. Likewise, too many of our main-street merchants 
and their employees are not now permitted to contribute their full 
share to the great national cause because money that could have gone 
for salary and wage increases—and Government tax receipts—has 
been absorbed in higher priced inventories and bigger accounts re- 
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ceivable on the same volume of business, and their plaguing problems 
have multiplied manyfold. 

Giant firms have covered these higher costs, modernized their plants, 
and bought up smaller competitors largely with new capital, more 
readily available to them through investment banks, trust funds, and 
insurance companies. 

But few small firms could even get in the front door of an invest- 
ment bank and only 1 percent—think of that, 1 percent—of the $5 
billion in business loans by insurance companies last year were loans 
of $50,000 and under. Already only 25 percent of our college students, 
the lowest percentage ever recorded, say they have any desire—even 
a desire—to go into business for themselves, according to a recent 
survey among college students, and few could blame them. 

We are destroying from within one of the basic rights we are ex- 
pending all this effort tosave. A basic American freedom is freedom 
of opportunity, the right to own your own business and be your own 
boss. Consider one young man in my section of the United States, 
the Ozarks area of Missouri. He worked for 10 years in a clothing 
store and developed a personal clientele. Three years ago the owner 
wanted to retire and offered to sell this young man the entire business 
- reduced book value of $5,000 cash and $35,000 loan amortizable in 
10 years. 

The young man had the $5,000 but when he figured what he would 
have left after Federal income tax, the necessary plow-back of earn- 
ings into higher and higher priced inventory and equipment, and the 
annual installment on the purchase, his family could not even begin 
to live on what was left. It was $500 a year less than the firm was 
paying two salaried salesmen. 

The experts say that he should have sought equity capital that could 
remain in the business. But where? What is the source for a small 
operator? And even with a source, does not something have to be 
done to provide an incentive for investors to take small business risks 
er of pouring almost all of their savings into the blue-chip 
giants? 

This young man is an efficient, up-to-date merchandiser. He sells 
more clothing, total gross volume, than a giant chain competitor only 
2 blocks down the street. He runs a profitable and small operation. 
However, I suppose he is doomed to work for an employer the rest 
of his life, probably to become a cog in a highly organized machine 
in the yery near future, unless we correct a basic inadequacy in our 
American financial system and make it possible for smal] business to 
have a source for investment capital and long-term loans. 

The first step is an important revision in the Federal tax structure. 

Tt is essential, and it is essential now if we are to reaffirm our faith 
in freedom of opportunity and let our Main Street merchants and 
small manufacturers become a full partner in our national effort. 

This week, along with the distinguished chairman of the House 
Small Business Committee, the Honorable Wright Patman, and other 
Members, I am introducing legislation to amend the Internal Revenue 
Code ‘of 1954 to assist small and independent businesses. It is not 
any attempt to show favoritism to a special segment of the economy. 
It is a genuine, sincere effort to correct inequities that have existed too 
long and will lead only to more trouble eyery year they continue. 
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The principal features of the bill are very similar to some included in 
a bill introduced by my distinquished colleague from Missouri, Re- 
presentative Curtis, of this committee. They include: 

1. Reduction in the corporation tax from 30 percent to 20 percent 
on the first $25,000 of earnings in any one corporation. 

2. Capital plow-back provision allowing a small proprietorship 
partnership, or corporation to retain at least $5,000 or 20 percent of 
its earnings up to a maximum of $30,000 tax-free each year for addi- 
tional investment in depreciable assets and inventory. 

3. Permission to businesses to use the same depreciation methods 
and calculations on used equipment that are now permitted on new 
equipment. 

4, Permission for small corporations to elect to be taxed as a 
partnership, and permission to partnerships to elect to be taxed as 
a corporation, if advantageous. 

5. Installment payments of estate taxes. 

I would also like very much to direct the attention of the committee 
again to the basic principles of the “bracket system” for plant and 
equipment depreciation outlined by Mr, Barlow today. know it 
will get serious consideration from this great committee. These sug- 
gestions, made in all humility and sincerity, may not constitute ade- 
quate business tax reform, but I urge you to look upon them as a step 
in the right direction toward tax revision, the most urgent step in 
my opinion. 

It is apparent that these corrections will mean immediate loss in 
Federal revenue. Nothing worthwhile ever comes for free, 

I respectfully suggest that if, by plugging loopholes and tightening 
Government expenditures, we cannot offset the loss of revenue, let’s 
face the issue squarely and get the revenue from some other source 
now sharing more profitably in the national prosperity. 

I believe in the Sentoah way of life, and one of the basic differ- 
ences between our way and the Communist way is freedom of op- 
portunity : The right to own your own business, farm your own farm, 
and be your own boss. 

Let us reaffirm our faith in that basic freedom and show some dis- 
couraged and disillusioned people that what they are fighting for is 
worth saving and that Government is taking bold, courageous action 
to prone it. 

hank you very much, Mr. Chairman. 

The CuHarrman. We thank you very much, Mr. Brown, for your 
appearance and very fine statement. 

Are there any questions ? 

If not, thank you, sir. 

Mr. Brown. Thank you, Mr. Chairman. 

The Cuamman. Our next witness is Mr. Richard L. Spahr, secre- 
tary, Pennsylvania Industrial Bankers Association. 

s Mr. Spahr in the room? 

The next witness is Mr. David Scribner. Mr. Scribner, please come 
forward. Give your name, address, and the capacity in which you 
appear for the benefit of the record, please, sir. 
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STATEMENT OF DAVID SCRIBNER, CHAIRMAN, SUBCOMMITTEE 
ON FEDERAL TAXATION, REALTORS’ WASHINGTON COMMITTEE, 
NATIONAL ASSOCIATION OF REAL ESTATE BOARDS, WASHING- 
TON, D. C. 


Mr. Scrrpner. Mr. Chairman and members of the committee I 
requested Mr. John C. Williamson, counsel of the Realtors’ Washing- 
ton Committee, to join me at the table. 

My name is David Scribner, and I am engaged in the real estate 
brokerage business in New York City as vice president of Joseph P. 
Day, Inc. I am here representing the National Association of Real 
Estate Boards as chairman of the Subcommittee on Federal Taxation 
of its Realtors’ Washington Committee. 

Our association consists of more than 65,000 realtors and realtor 
firms which include more than 350,000 persons actively engaged in 
the business of selling real estate as well as all other phases of the 
real estate industry. ese realtors and realtor firms are members of 
more than 1,200 local real estate boards in all 48 States, the District 
of Columbia, and the territories and possessions. 

With the committee’s permission TI should like to comment briefly 
on five amendments to the tax code proposed by our recent national 
convention and then file statements for the record in regard to two 
additional subjects. Before going into the specifics of our recom- 
mendations, I would like to ‘as this general statement. 

One of the great emerging problems of our time is the renewal of 
redevelopment of the great urban areas of the country. The job can- 
not be done exclusively by committing the Federal Government’s 
obligational authority for such programs is now in excess of $1 billion 
and there is some question whether even at this rate we can keep 
substantially ahead of the growing erosion of our cities. 

Several of the tax recommendations of our association are motivated 
by our belief that much more of the job of urban renewal could be 
accomplished by private enterprise with the removal of certain tax 
inequities and tax deterrents. 

e believe that this committee has made a praiseworthy step in 
this direction by reporting favorably during the last session H. R. 
8102, which would extend conduit tax treatment to real estate invest- 
ment trusts thereby applying to such trusts the tax treatment applica- 
ble to security investment trusts. This bill strikes at a fundamental 
weakness in our tax structure which has placed real estate in a poor 
competitive position in attracting the savings of the American people. 
We are hopeful that the Congress will again approve H. R 8102 
and that the President will sign the bill into law. 

Involuntary conversion (sec. 1033) : The federally assisted highway 
and slum clearance programs are just now getting underway and in- 
creased attention is being focused on the tax treatment of the proceeds 
of condemnation or involuntary conversion. Under the code there 
is a capital gains tax deferment or nonrecognition of gain only where 
the proceeds of involuntary conversion are invested in property “sim- 
ilar or related in use.” 

In our dynamic society as urban renewal and public construction 
result in substantial changes in neighborhood patterns and in con- 
sumer market it is often imprudent if not impossible for the owner 
of condemned property to invest his proceeds of condemnation in 
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property “similar or related in use.” Thus the tax code operates 
to influence what may prove to be an imprudent investment, an un- 
fortunate result of the operation of our tax laws which is certainly 
repugnant to the praiseworthy statement attributed to the chairman 
of this committee that “the function of taxation is to raise revenue.” 

The purpose of the “similar or related in use” criterion is to permit 
the taxpayer to regain substantially the same position as before. We 
have no quarrel with this objective, but a glance at the more than 450 
urban renewal projects and the mammoth Federal highway program 
must reveal that this criterion, while it met yesterday’s objective, cer- 
tainly does not meet that objective today. ‘Time and technology have 
overtaken this archaic criterion. 

For example, the retail coal and ice business has already fallen 
victim to technological advances. Distribution and consumer services 
are presently un ergoing radical changes which underscore the in- 
equity of adhesinut to a “similar or related in use” criterion. 

Our association recommends that there be a “nonrecognition of 
gain” on involuntary conversion where the proceeds of real estate are 
invested in any type of real estate, instead of limiting nonrecognition 
to real estate “similar or related in use.” I want to emphasize that 
this is essentially a capital gains tax deferment, as the basis of the 
acquired property will be reduced by the gain realized on the involun- 
tary conversion. 

epreciation (sec. 167). The 1954 Revenue Act permitted use of the 
declining-balance method of depreciation under which roughly two- 
thirds of capital investment is recoverable over the first half of the 
estimated service life of the property. However the new depreciation 
provision applied only to property the original use of which com- 
menced with the taxpayer after December 31, 1953, and only to that 
portion of the basis of the property which is attributable to the con- 
struction, reconstruction, or erection after that date. 

The National Association of Real Estate Boards recommends that 
the declining balance method of depreciation be made applicable to 
used or existing assets as well as to new and to enperers other than 
original users. We were pleased to note that the President in 1956 
approved the recommendation of the Cabinet Committee on Small 
Business to permit the use of the declining-balance method of depre- 
ciation for old buildings and other assets not exceeding $50,000 in any 
1 year. While we question the dollar limitation on this recommenda- 
tion, we are nevertheless heartened by the President’s approval of the 
principle we seek. 

Depreciation deductions are primarily directed at the recapture of 
capital investment, and only for the replacement of worn out assets 
in eases of certain types of personal property. Thus the differentiation 
between new and existing structures in the choice of depreciation 
methods does not stand up. 

Investment capital for the acquisition of income-producing real 
estate comes more from new sources of capital and only in rare 
instances from depreciation reserves. New capital sources for the 
acquisition of income-producing real estate are therefore inhibited 
by discriminatory tax treatment in the recapture of business invest- 
ment. We strongly urge the committee to extend the 1954-approved 
declining-balance method of depreciation to existing structures, 
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Capital gains for builder-investors (sec. 1231): The builder of 
rental real estate who holds such property for investment purposes is 
not accorded the same tax treatment as dealers in securities and com- 
modities who are able to segregate their investments from stock in 
trade and obtain capital gains tax treatment. 

Investors in income real estate should be accorded similar tax treat- 
ment to that of any other type of investor. A reasonable holding 

riod, such as 12 or 18 months, by a builder-investor should be estab- 
ished as a criterion for distinguishing between a bona fide investment 
made by such builder and property held primarily for sale in the ordi- 
nary course of business. We see no reason why a builder who builds 
for his own investment account, as well as for others, should not be 
able to obtain long-term capital gains tax treatment for properties 
thus created by him for investment and held primarily for investment. 

I think one of the great thinks your committee can do in addition to 

Thus the principal deterrent to the construction of rental property is 
the applicenion of our revenue laws which make it difficult if not im- 
possible for a builder to invest his money and effort in the construction 
of rental real estate with the certainty that he would obtain capital 
gains treatment on the sale of such property except after a very sub- 
stantial holding period. 

The change in our tax law herein proposed would create a stabiliz- 
ing influence in the building industry with its salutary effects on the 
economy. Another result would be the attraction of private invest- 
ment for the creation of urban middle-income housing, and the reduc- 
tion of pressures for publicly subsidized housing. 

We strongly urge the committee to correct this unequal impact of 
our tax laws on investment in rental real estate. 


DEDUCTIONS FOR DEMOLITIONS AND REHABILITATION 


Demolition (sec. 162): The President’s Advisory Committee on 
Government Housing Policies and Programs in December 1953 viewed 
with concern existing provisions of the tax law which held that “when 
an obsolete property is demolished the residual value ascribed to the 
building and the costs of demolition is considered to be part of land 
value and cannot be depreciated for tax purposes. This policy ob- 
viously deters the removal of obsolete structures” (pp. 125-126, Ad- 
visory Committee Report to the President). 

Under existing regulations an abnormal retirement loss due to the 
voluntary removal or demolition of old buildings is deductible from 
gross income. However, when a taxpayer purchases an obsolete build- 
ing for the purpose of tearing it down no deductible loss is recognized 
by reason of the demolition of the old building and no deductible loss 
is recognized on account of the cost of such removal. This is also the 
case even if the intent to demolish developed after acquisition. 

H. R. 6103, by Congressman Simpson, would correct this by per- 
mitting the deduction of the demolition costs in such cases. 

Last month the President added $50 million to the current fiscal 
year’s authorization of $250 million in new contractual obligations for 
urban renewal. This brings to $1.1 billion the Federal financial 
participation in this program wherein the Government pays two-thirds 
of the net loss on reuse of redeveloped land. The President, many 
Members of Congress, and the Joint Federal-State Action Committee 
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have expressed the hope that soniehow, someway, State and local 
governments and private enterprise could assume a greater role in 
urban renewal so that the financial impact on the Treasury could be 
lessened. 

We concur in the Treasury Department’s view that the Federal Tax 
Code is not a proper vehicle to provide incentives for urban renewal 
in view of the existence of other statutes for this purpose. At the 
same time, we do not believe that permitting the deduction of the 
cost of demolition and the value of the demolished structure does 
violence to this concept. In addition, we cannot dismiss the result of 
this proposed amendment in helping to create an environment which 
would reduce rather than nurture the Federal Government’s tremen- 
dous financial commitment in the field of urban renewal. 

The tax deterrent which we would have the Congress remove in- 
hibits the purchase of obsolete property by redevelopers who desire 
to conduct their own demolition and redevelopment program without 
Federal assistance. Instead, because of this tax deterrent, such de- 
velopers prudently await costly condemnation land assembly under 
federally assisted programs with the Federal taxpayers paying in 
subsidies two-thirds of the difference between the acquisition cost of 
such obsolete property and the reuse value of the cleared land. 

On the average this reuse value has been estimated to be about 40 
percent of acquisition cost. It would be far less costly to the tax- 
payers to permit the private owner to do his own demolition and 
redeveloping by permitting him to deduct over a period of 1 to 5 years 
the residual value of the Jemolished building and the cost of demoli- 
tion. The loss in revenue would be in our opinion far less than the 
Federal subsidy which results from the Federal Government’s par- 
ticipation in such demolition through the capital grant slum clearance 
program. 

In this connection we want to reiterate the importance of H. R. 
8102, the real-estate investment trusts bill, in the accumulation of 
capital for private urban renewal undertakings without Federal 
financial assistance. 

Rehabilitation (pt. VI) : Subject to an amendment suggested below, 
we desire to express our support of H. R. 1065, by Congressman Boggs, 
which would permit an optional tax deduction for expenditures for 
reconversion of structures in a federally assisted slum-clearance pro- 
gram or rehabilitation project. 

The arguments set forth above under this heading apply with 
equal force to this legislation by Mr. Boggs. Permitting such a tax 
deduction, rather than capitalizing the cost over the remaining useful 
life of the structure, would remove another deterrent to reliance upon 
rehabilitation of blighted neighborhoods. This would reduce the 
necessity for relying upon the costlier method of condemnation and 
reuse at a fraction of the acquisition cost with the taxpayers making 
up the difference. However, we believe that it might be more prac- 
tical to permit the deduction over a 5-year verted rather than the 
year in which the improvements are made. 

Capital losses (sec. 1001): The Federal Tax Code recognizes a 
taxable gain in the sale of the taxpayer’s residence. However, a loss 
on the sale of a residence is considered a personal nondeductible loss 
and not a capital loss. 
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Our association believes that reéognition of gain and nonrecognition 
of loss on the same asset and with respect to the same class of taxpayer 
is inequitable per se, and should be remedied by an appropriate amend- 
ment to the Tax Code. 

For many years we have been in a rising real-estate market, and 
we are pleased to note from the recent Autumn Survey of the Resi- 
dential Market by our Research Division that the prices of existing 
homes are remaining stable. However, shifts of employment markets 
in our dynamic economy are not a rarity and frequently the resultant 
dislocation of many families in an area would result in their sus- 
taining a loss on the sale of their residences. 

Sixty percent of American families are now homeowners as con- 
trasted with 40 percent in 1940. Investment in a home represents the 
largest single financial undertaking of the overwhelming majority of 
American families, and we fear that the stability of such investment 
is undermined by the inability to take a capital fot where the home- 
owner may be forced to leave his residence for employment or other 
reasons. In many cases the Tax Code forces the homeowner to con- 
vert his residence into a rental unit only that he might ultimately be 
entitled to a capital loss. This is but another example of the revenue 
law forcing a business undertaking only for a tax consideration. 

In view of the ultimate taxability of any gain, we believe it is only 

uitable to recognize any loss that may be sustained. 

Ve commend these arguments to your sympathetic consideration. 
In addition, we would like to file for the record a statement by Presi- 
dent Kenneth S. Keyes, of the National Association of Real Estate 
Boards, in support of H, R. 9 and H. R. 10, the Jenkins-Keogh bills 
which would remove a grave tax inequity against self-employed 
persons, It is our understanding that witnesses for the American 
Thrift Assembly, of which our association is a participating member, 
will testify before this committee on behalf of these bills on January 
24. We respectfully request that President Keyes’ statement be 
printed in the record following the testimony of the American Thrift 
Assembly. 

Mr. Foranp (presiding). Without objection the request is granted. 

Mr. Scripner. Thank you, sir. 

Ye also desire to file a statement by H. Walter Graves, chairman 
of the realtors’ Washington committee of the National Association of 
Real Estate Boards, in support of H. R. 7000, by Congressman Herlong, 
which would withdraw the Federal tax exemption of certain local 
obligations concerning which the full faith and credit of the United 
States is pledged to the payment of principal and interest thereon. 

Mr. Foranp. Without objection the request is granted. 

(Mr. Graves prepared statement follows:) 


STATEMENT OF H. WALTER GRAVES, CHAIRMAN OF THE REALTORS’ WASHINGTON 
COMMITTEE, NATIONAL ASSOCIATION OF Reat Estate Boarps, IN REGARD TO 
H. R. 7000, RELATING To Feprrat Tax EXEMPTION oF OBLIGATIONS ISSUED To 
FINANCE PuBiic HousiNe 


Our association endorses the objectives of H. R. 7000, by Mr. Herlong of 
Florida. - The bill would amend section 108 (b) of the Federal Tax Code to with- 
draw the special Fegeral income-tax exemption granted by the United States 
Housing Act of 1937 and the Housing Act of 1949 to purchasers of bonds sold to 
finance Federal public housing. 

These bonds, while issued in the name of various local public housing authori- 
ties, are in effect direct obligations of the United States. On May 15, 1953, the 
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Attorney General so characterized these obligations. Such bonds are not backed 
by the taxing power or resources of the States or local governing bodies, Actu- 
ally, the bonds are set up contractually to be retired by the Federal Government 
in the form of annual contributions equal to the full amount of principal and 
interest thereon. The bonds presently being sold are to run for periods not 
to exceed 40 years. 

We certainly do not wish to disturb the immunity doctrine which has been 
applicable to securities issued by the States or municipalities since 1895, and 
H. R. 7000 would not do so. The bill would require the only federally backed 
obligations now exempt from Federal income taxes to come in under the same wise 
policy of taxability for Federal issues set up by this committee and the Congress 
in the early thirties. We believe that the immunity doctrine ought not to extend 
to States or local obligations where the full faith and credit of the United States 
is pledged to the payment of the principal and interest on said obligations. 

The bill also would apply only to issues of bonds on Federal public housing 
projects for which subsidy contracts are entered into after the date of its 
enactment. 

The revenues now being lost in this area are considerable. The number of 
Federal public housing apartments is approaching the half-million mark. The 
President’s Housing Advisory Committee in December 1953 estimated the hidden 
Federal subsidy involved in the tax exemption to be $4.90 per month per apart- 
ment on the units under the 1949 act, and somewhat less for those developed under 
the 1987 act. More than $2 billion of such bonds have been issued since 1951. 
However, the loss of revenue is secondary to the more important objective to 
be gained by enactment of H. R. 7000. 

The annual subsidies would have to be increased to make up for the increased 
costs of issuing taxable securities. However, in this way the Congress and the 
people who pay the bill will be fully apprised of the cost of this program. We 
strongly urge the approval of this measure by the committee. 

Mr. Scripner. Thank you, gentlemen. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Scripner. Yes, sir. 

Mr. Foranp. Are there any questions ? 

Mr. Kroeu. Mr. Chairman. 

Mr. Foranp. Mr. Keogh. 

Mr. Keocu. Mr. Scribner, would you refer to your formal statement 
on the bottom of page 6 where you discuss your suggested alternative 
to Federal subsidies in connection with urban-renewal projects. It 
is the considered and reasoned opinion of your boards and your as- 
sociation that your suggested proposal, permitting the writeoff of 
demolition costs and the residual value of the structures removed, 
would provide such incentive to the developers of the urban-renewal 


Far 
. Scripner. We feel it would go a long way toward doing that. 
In many cases where you have substantial costs of demolition, and in 
many cases where you still have economic life in the buildings, but 
you want to improve them to their highest and best use, you are de- 
terred from doing it because you canot take those deductions. 

Mr. Wiuiramson. Mr. Keogh, may I make one statement on that? 

Many of the slum-clearance programs involve considerable land 
assembly, and we are thinking of blighted areas where you might have 
sound structures in a block with perhaps one obsolete structure and 
now because of the present operation of the tax code pressures are put 
on the local community and the local redevelopment agency to make 
the entire block an urban-renewal area in order that the redevelop- 
ment authority could use his condemnation authority. That results 
in slum clearance and it is an expensive form of slum clearance. 

This would encourage the owner to do the demolishing, by just 
taking the one ae and demolish it and rebuild it and thereby 
thwart the growth of blight. 
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Mr. Krocu. I am concerned with the practice of assembling a block 
that would be required for an urban-renewal project along the lines 
of the type we have in the city of New York on that basis, but I am 
willing to take your recommendation here. 

Thank you, Mr. Chairman. 

Mr. Foranp. Mr. Herlong will inquire. 

Mr. Hertone. Mr. Scribner, referring to the last paragraph in 
your statement, I notice that you state that your chairman, Mr. 
Graves, is submitting a statement endorsing my bill H. R. 7000, which 
would have the effect of withdrawing the Federal tax exemption from 
certain local obligations concerning which the full faith and credit 
of the United States is pledged to the payment of principal and 
interest thereon. I know that you have heard from cities and munici- 
palities throughout the country in opposition to this bill. Could you 
comment on that? What would be your answer to those people ? 

Mr. Scripner. Mr. Herlong, I firmly believe that they will have to 
pay more for their money if they take away the tax-exempt privilege. 
There is no doubt about that. However, it puts it on the same basis 
as any other type of Federal indebtedness so far as the market is 
concerned. 

Mr. Hertone. You say they would have to pay more for their 
money. Who? 

Mr. Scrrpner. The municipal agencies, the housing agencies. 

Mr. Hertone. Not from their own funds. 

Mr. Scripner. Oh, no. No, but on these federally sponsored public- 
housing programs, for example, where they have an authority, that 
sells the paper, they have to pay more for their money. That is the 
main effect of it. 

Mr. Wiruramson. Mr. Herlong, this is aside from the merits of 
public housing, because even in 1949 when the administration proposed 
the Housing Act of 1949, Mr. Foley, the then Housing and Home Fi- 
nance Administrator came to the Hill and urged that there be no 
tax exemption on these bonds because they are a unique, local obli- 
gation. They are only technically a local obligation. Because the full 
faith and credit of the United States is pledged to the principal and 
interest they are in effect a Federal obligation, and Mr. Foley in 
his testimony said that it would be far better for the tax exemption 
not to attach to these obligations so that the full subsidy would be 
out in the open and ora would know what the program cost. 

Mr. Foley also testified that high-income investors are attracted to 
this type of obligation. I think the yield on the obligations is between 
2.5 and 3 percent, and there are 2 syndicates that compete for these 
obligations. There are about $2 billion that have been floated and 
they generally are purchased by high-income people because the yield 
on a tax-exempt Federal obligation is considerable in the higher in- 
come tax brackets. Mr. Foley testified that there would probably 
be more revenue to the Federal Government if there were no tax 
exemption because the people who ordinarily would buy these bonds 
would pay the tax at a higher rate. 

_Mr. Hertone. You don’t see any danger in my bill as far as mu- 
nicipalities incurring any additional expense or as far as their own 
money for their own municipal pu baal 

. Wit1aMson, No, sir. I think the House Ways and Means 
Committee approved this bill in principle a few years ago and quite 
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a few mayors protested and said that this was in violation of the 
immunity doctrine as it applied to local and State obligations, Ac- 
tually it does not do violence to the immunity doctrine because we are 
talking about something that is in every sense of the word a Federal 
obligation. 

The States and local instrumentalities do not assume any obligation. 
This is strictly a Federal obligation and it is the only Federal obli- 
gation that is also tax exempt, 

Mr. Hertone. Thank you. 

Mr. Foranp. Mr. Reed. 

Mr. Reep. I notice on page 8, at the top of the page, you say 60 
percent of American families are now: homeowners as contrasted with 
40 percent in 1940. Do you feel that is an accurate statement? 

Mr, Scripner. Fairly accurate, yes, sir. 

Mr. Reep. Thank you very much. 

Mr. Foranp. Mr. Keogh, do you have another question ? 

Mr. Kroeu. Yes, I do. 

In connection with Mr. Herlong’s questions, how can you say that 
the proceeds of the sale of an issue of housing authorit Rods would 
not cost the issuing municipality any money if those bonds did not 
carry a tax-exempt feature? 

r. Wit1amson. They would cost the Federal Government money, 
not the local municipality. 

Mr. Krocu. They would cost the Federal Government more? 

Mr. Wriu1aMmson. Yes, sir. 

Mr. Krocu. Where the Federal Government issues those bonds and 
then makes the allocations to the localities? 

Mr. Wixtiramson. No. The Federal Government executes an an- 
nual contributions contract and the subsidy represents the debt serv- 
icing cost on the bonds. There are about $2 billion im bonds out now 
and the annual subsidies are about $100 million a year. Very prob- 
ably with regard to all of the bonds now issued, if there Wind Boda no 
tax exemption the subsidy would probably be $120 million or $125 
million, but this bill applies only to future issues of bonds. 

Mr. Kroeu. My point a is, that it is not the price bid for a 
bond computed and the net yield of those bonds after taxes are paid, 
if they are taxable or considering their tax exemption; it is an arith- 
metical computation. 

Mr. Witi1amson. That is right. 

Mr. Kroon. If the interest on those bonds is taxable in the hands 
of the holders, that taxable liability will reflect itself in what the 
bonds sell for. 

Mr. Wriamson. That is correct. There is no question but that 
the yield would be less and the Federal Government would have to 
pay more in subsidies. 

Mr. Kroen. Has your association taken any position with respect 
to the recommendation of the administration that this committee and 
the Congress accord to bonds of municipalities and other govern- 
mental agencies the conduit tax treatment that is now accorded regu- 
lated investment trusts? 

Mr. Witx1amson. No, sir, but Iam aware of that bill. 

Mr. Kroon. You have not taken any position ? 

Mr. Wit1amson. That is the one that extends the tax exemption 
to the holders of the shares of a security investment trust. It extends 
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the tax exemption of the tax-exempt securities which the security 
investment trust holds. 

No, we have taken no position on that legislation. 

Mr. Foranp. If there are no further questions, we thank you for 
your testimony. 

The next witness is Mr. Allan Higgins. Is Mr. Higgins here? 

Come forward, please, sir. 

For the purpose of the record, will you give your name, address, 
and the capacity in which you appear, and identify the gentleman 
who is with you. 


STATEMENTS OF ALLAN H. W. HIGGINS, CHAIRMAN, TAX AND 
FISCAL POLICY COMMITTEE, NEW ENGLAND COUNCIL, BOSTON, 
MASS., AND GARDNER A. CAVERLY, EXECUTIVE VICE PRESI- 
DENT, TAX AND FISCAL POLICY COMMITTEE 


Mr. Higgins. Mr. Chairman and members of the committee, ry 
name is Allan H. W. Higgins. I am an attorney in Boston, but 
am also chairman of the tax and fiscal policy committee of the New 
England Council, in behalf of whom I am appearing., I have with 
me Mr, Gardner Caverly, executive vice president of the council, and 
with the permission of the Chair I would like to have Mr. Caverly 
cover the first part of my statement with regard to the council and 
I will cover the details of the four tax proposals, if that is per- 
missible. 

Mr. Foranp. You are going to share the time ? 

Mr, Higerns. Yes, sir. 

Mr. Caverty. Mr, Chairman and distinguished members of the 
committee, the New England Council for Economic Development is 
a prayate nonprofit organization, having approximately 3,200 members 
who represent all segments of our New England economy. Its health 
is vital to a healthy New England economy. 

The specific items that we are presenting to you for your considera- 
tion today were introduced to the council by the interested committee. 
The proposal was then screened by our general policy committee and 
was at last voted by the executive committee and/or the board of 
directors of the New England Council. Our New England region 
is highly industrialized and hence the New England Council has been, 
and continues to be, most interested in the fer of our New Eng- 
land industry. Its health is vital to a healthy New England economy. 

All of our industry today, and certainly New England is no excep- 
tion, is facing a problem of shrinking profit margins. This is not a 
new development, but a continuing one which shows signs of getting 
worse before it gets better. Moody’s reports that the 109 manufac- 
turers, included in its industrial stock index, face falling profit 
margins for the third continuous year. They also report that these 
margins will reach the lowest point since 1947. 

In the happy days of the seller market, just after World War II, 
it was easier for a company to project its profit margin through stead- 


ily rising sales and by raising prices to compensate for rising costs. 
In some industries there were also inventory profits, due to the rise in 
the price of raw materials. Today, however, business is in a buyer 
market. Costs are still going up, primarily labor costs. Standard 
& Poor’s indicates that payrolls in 1956 accounted for 26.4 cents of 
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every sales dollar. We have no reason to think that 1957 will be any 
lower. It is now extremely difficult for a manufacturer to raise prices; 
and sales in many industries are remaining constant or have declined. 
The dollar is still depreciating. The result of all this is that gross 

rofits have remained high in dollar value but the corporate net profit 
is steadily shrinking. 

There are of course a few exceptions to this dismal picture. Some 
of the large companies have been able to invest large amounts of 
retained earnings and new capital into new plants and equipment, 
thus achieving higher productivity and lower unit costs. This has 
not generally been the case with the small- to medium-size firms. 

One of the most presns needs of small- and medium-sized indus- 
try today is funds for modernization of plant facilities and/or expan- 
sion. It is the considered opinion of the New England Council that 
these firms must have more capital, but not through the medium of 
low-interest loans or other subsidies. We believe that the most equi- 
table source of these funds is through a reduction in certain Federal 
taxes affecting business. We believe, also, that this method repre- 
sents, in the long run, the least drain on Federal income. 

It is now my privilege, Mr. Chairman, to turn the rest of our 
résumé over to Mr, Allan Higgins. 

Mr. Hicerns. Thank you. 

Qur written statement which has been filed with the committee 
covers the four specific recommendations which the council has made 
in the tax field. We would request that the written statement be 
included in the record and that 1 will merely attempt to briefly sum- 
marize the four points which we are advocating. 

Mr. Foranp. Without objection the request is granted. 

(Mr. Higgins’ prepared paper follows :) 


STATEMENT ON BEHALF OF THE NEW ENGLAND CoUNCIL ON FEDERAL TAXES 
AFFECTING BusINEss BY ALLAN H. W. Hieains, CHAIRMAN, Tax AND FIscan 
Poticy COMMITTEE 


The New England Council for Economic Development is a private nonprofit 
organization, having approximately 3,200 members who represent all segments 
of our New England economy. 

All industry is today facing a problem of shrinking profit margins. This is 
not a new development, but a continuing one which shows signs of getting 
worse before it gets better. Moody’s reports that the 109 manufacturers, in- 
cluded in its industrial stock index, face falling profit margins for the third 
continuous year. They also report that these margins will reach the lowest 
point since 1947. 

In the happy days of the seller market, just after World War II, it was easier 
for a company to project its profit margin through steadily rising sales and by 
raising prices to compensate for rising costs. In some industries there were 
also inventory profits, due to the rise in the price of raw materials. Today, 
however, business is in a buyers’ market. Costs are still going up, primarily 
labor costs. Standard & Poor’s indicates that payrolls in 1956 accounted for 
26.4 cents of every sales dollar. We have no reason to think that 1957 will be 
any lower. It is now extremely difficult for a manufacturer to raise prices; 
and sales in many industries are remaining constant or have declined. The 
dollar is still depreciating. The result of all this is that gross profits have 
remained high in dollar value, but the corporate net profit is steadily shrinking. 

There are, of course, a few exceptions to this dismal picture. Some of the 
large companies have been able to invest large amounts of retained earnings 
and new capital into new plants and equipment, thus achieving higher produc- 
tivity and lower unit costs. This has not generally been the case with the 
small- to medium-sized firms. 
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One of the most pressing needs of small- and medium-sized industry today is 
funds for modernization of plant facilities and/or expansion. It is the con- 
sidered opinion of the New England Council that these firms must have more 
capital, but not through the medium of low-interest loans or other subsidies. 
We believe that the most equitable source of these funds is through a reduction 
in certain Federal taxes affecting business. We believe, also, that this method 
represents, in the long run, the least drain on Federal income. 

Specifically, the New England Council urges this committee and the Con- 
gress to enact legislation on four specific items, hereinafter set forth: 

1. Permit accelerated depreciation on used machinery.—The text of the coun- 
cil’s resolution on .this point is as follows: 

“Smaller, medium-sized industry, because of capital limitations, must often 
resort to purchasing used machinery or equipment, Under the Internal Reve- 
nue Code of 1954, only new property is eligible for accelerated depreciation. 

“Because this places an unfair disadvantage on small industry, the New Eng- 
land Council believes that industry and business should be given the right to 
apply the same formulas of accelerated depreciation to used machinery and 
equipment as are available to purchasers of new property under the Interna) 
Revenue Code of 1954. This right would improve the financial position and 
growth“prospects of many New England firms.” 

If small- and medium-sized business is to remain competitive, it must be 
able to replace old or wornout equipment when necessary. As profit margins be- 
come smaller, which they have in many of our industries, it becomes increas- 
ingly difficult to add entirely new capital equipment to production lines. Some- 
times good used machinery can be acquired to complete the line. New England 
industry feels very strongly that they should be allowed to apply the same 
formula of accelerated depreciation for used machinery and equipment which 
they acquire as well as to new equipment. 

2. Increase the $25,000 exemption from corporate surtaz to $50,000.—The text 
of the council’s resolution on this point is as follows: 

“To further the growth potential and alleviate some of the problems of limited 
capital faced by industry, the New England Council favors raising the present 
$25,000 exemption from the Federal corporate surtax to $50,000.” y 

The ability to raise adequate amounts of capital for growth and expansion 
is one of the most vexing problems that industry today faces. As I have,said 
before, it is imperative that small- and medium-sized businesses which, do not 
have the vast capital resources available to them, as do the large corporations, 
must be given some means of accumulating capital. Further, we feel very 
strongly that low-interest loans and other subsidies are not the answer to the 
problem. These companies need to show and retain some profit, not increase 
their debt. The New England Council believes that raising the $25,000 exemp- 
tion from the Federal corporate surtax to $50,000 would help to achieve this 
goal. It is our understanding that such a move would cost the Federal Gov- 
ernment some $350 million annually. (Figures from Collin F. Stam, chief of 
staff, Joint Committee on Internal Revenue Taxation.) We hasten to add, 
however, that this would not be the actual cost to the Government. We feel 
that this move would stimulate industry to the point where it could grow and 
expand, and hence in the long run make an actual increase in the tax money 
accruing to the Federal Government. This, however, individually is a small 
amount of relief to to corporation, as it only represents $5,500 of tax saving 
(i, e., 22 percent of $25,000) per year for a corporation. But over a period of 
years, say 10, it would amount to $55,000, which would be a substantial help 
in modernization or expansion programs for small- and medium-sized companies. 
It is true that even large corporations would get the same dollar tax benefit of 
$5,500, but proportionate to their total taxes paid, this would be a very small 
percent of relief compared to that percentage afforded the small corporations. 

3. Permit payment of Federal estate tax over 10-year period.—The council’s 
resolution on this point is as follows: 

“The need to pay a heavy estate tax at times leads to the disruption of the 
management, control, and operations of a small or closely held business. To 
alleviate this hardship, the New England Council believes that the taxpayer 
should be given the option of paying the estate tax forthwith, or in installments 
over a period of 10 years.” 

Ninety percent of the firms in the United States are small business, In New 
England 92 percent of our firms are in the small-business category. (Statistics 
from the Boston regional office of the Small Business Administration.) Many of 
these companies are owned or controlled by one individual or a small group of in- 
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dividuals. The death of one of these principals will often put the firm in an ex- 
tremely awkward position in the settling of his estate. Too many times it means 
a forced sale of the controlling interest of the company. At the very least, it 
means frequently that a substantial sum of money must be taken from the treas- 
ury of the company to buy in stock from the estate so that the estate can pay 
the Federal estate tax, and that the continuance of the business may well have 
been jeopardized. We, in New England, feel that we cannot urge you too strongly 
in taking action to allow this extremely burdensome tax to be paid in install- 
ments over a period of years. Such action would go a long way in helping 
smaller businesses to perpetuate themselves and would in the long run cost the 
Federal Government nothing. 

4. Repeal the excise tax on transportation of goods and persons.—The council’s 
resolution on this point is as follows: 

“The New England Council favors the repeal of all Federal taxes on the trans- 
portation of goods and persons.” 

The excise tax of 10 percent on passenger fares and 8 percent on freight 
charges is estimated to have yielded $650 million to $700 million during the fiseal 
year ending June 30, 1957. Among other reasons for the assessment of the tax 
was the necessity for revenue to fight World War II. That war has been fought 
and won, due in some measure to funds accruing from the transportation tax. 
Another reason for the tax was to discourage the unnecessary use of passenger 
equipment during the war. That reason has also been dissipated. Except for 
commuter service, a few hours each day, passenger space on the average railroad 
is going begging. 

Since the tax is imposed only upon for-hire carrier, there is a definite 
trend toward private carriage. Industry is more and more purchasing its own 
trucks not only for local haulage, but interurban traffic. Private automobiles, 
company buses, school buses are making serious inroads into passenger car- 
riage for hire. Our common carriers, particularly rail, are being weakened by 
these inroads; this is contrary to the spirit and letter of the national transporta- 
tion policy, which states that these essential carriers must be kept strong, among 
other reasons to preserve the safety of the Nation. The trend away from for-hire 
freight service also militates in favor of big business, which is better able to 
purchase and operate equipment than smaller companies. 

Undue discrimination exists to the detriment of the producer and the con- 
sumer who are far distant from each other. The greater the distance, the higher 
the charges, and by the same token the transportation tax is more burdensome. 
This especially affects New England adversely, located as it is on the perimeter 
of the country’s transportation circle. In many cases where goods are reshipped 
after reaching the primary market, the initial 3 percent tax is often tripled. 

The loss of revenue by the repeal of the tax would be compensated in large 
measure by increased income taxes, as industry would retain the transportation 
tax money as part of its net income, and also the repeal would tend to regain 
for the carriers traffic lost to private carriers due to the tax. It would amount 
to the infusion of new blood into a sick industry. 

In a speech before the section on public utility law of the American Bar Associa- 
tion, at New York, July 13, 1957, the Honorable Owen §. Clarke, Chairman of 
the Interstate Commerce Commission, commented upon the growth of private 
carriage to the detriment of carriers for hire and pointed out that private car- 
riers serve as an effective depressant to a vigorous for-hire carrier industry. He 
said, “Since these wartime taxes were never intended to produce revenue, but 
rather to discourage the use of transportation facilities in time of emergency, 
there is hardly a rational basis for their continuance.” We agree heartily with 
Commissioner Clarke’s view. 

CONCLUSION 


The New England Council urges Congress to enact tax legislation to achieve 
the following objectives: 

1. To permit accelerated depreciation on used machinery. 

2. To increase the $25,000 exemption from the corporate surtax to $50,000. 

3. To permit payment of Federal estate tax over a 10-year period. 

4, To repeal the excise tax on transportation of goods and persons. 


Mr. Hicarns. The first point is to permit accelerated depreciation 
on used machinery. Several speakers this morning have gone into 
that in some detail. I will merely point out the resolution which 


appears on page 2 of our statement, that small or medium-sized indus- 
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tries—and I might say that 92 percent of the industry in New England, 
as Mr. Caverly has indicated, is in the small- and medium-sized 
category—in connection with changing over their production lines 
find it very advantageous in many industries to work into the line 
pieces of used or rebuilt equipment, and particularly for those in- 
dustries that cannot afford a large expenditure and entirely new 
equipment we feel that in all fairness for these small or medium- 
sized businesses the accelerated rates of depreciation on machinery 
as provided in the 1954 code should be made available for used 
machinery which has been newly acquired by a company. 

The second point is to grant relief to the small- and medium-sized 
industry by increasing the $25,000 exemption from corporate surtax 
to $50,000. The council feels that this will further the growth poten- 
tial and alleviate some of the problems of limited capital faced by 


industry. 

As Mr. Caverly has indicated, it is our feeling that rather than have 
a Federal subsidy or more available loans for industry, what industry 
needs to do, particularly in the small- and medium-sized category, is 
to accumulate a little more of their profit so that they may expand. 

The ability to raise adequate amounts of capital is usually avail- 
able to the larger publicly held concerns, but not to the small cor- 
porations. We understand from the staff of the committee that 
raising this exemption would cost the Federal Government some 
$350 million annually. However, it is our belief that if these small 
industries are encouraged to accumulate a little of their earnings, in 
the long run the Treasury Department would actually make a an 
increase in revenue rather than lose it. 

It is pointed out that the increase of this exemption would grant 
an annual saving to these businesses of about $5,500 and that over 
a period of 10 years that would mean that they could accumulate 
about $55,000 for expansion. 

It is the view that this same relief would be granted to larger 
industries, but we point out that to the small company that is only 
earning, say, $50,000 a year this would represent a substantial portion 
of their tax, whereas to a very large company percentagewise this 
would be a very small measure of relief. 

The third proposal is to permit the payment of Federal estate taxes 
over a 10-year period. That was pretty thoroughly explored by two 
of the speakers this morning and I will not enlarge upon it, other 
than to say that, although under the present code, section 6161 (a) 
(2), the Commissioner has authority and discretion to grant some 
extensions for payment of the tax, the periods for which he will grant 
extension are very limited periods, usually no more than 2 or 3 years, 
and if you are going to buy out a substantial stockholder of an in- 
dustry in order to keep that industry among the employee group or 
in the family, a provision permitting the payment over about a 10- 
year period would be necessary in order to provide for installment 
payments for the purchase of the stock. 

ur fourth proposal is to repeal the excise tax on transportation 
of goods and persons. We circularized a good many members of the 
council to find out which of the excise taxes appeared to be the most 
onerous and of prime importance to more of the industries in New 
England, and discovered that the transportation tax seemed to be the 
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one that applied to all of them and which they thought was the most 
important to eliminate at this time. 

ctually, part of that tax, the part on our of persons, was of 
course put in not only to raise revenue in World War II, but also to 
cut down on civilian travel on the railroads, and from what we hear 
of the railroads’ predicament in civilian travel it ought to be encour- 
aged rather than discouraged at this time. ‘ 

With reference to the transportation of property by way of freight, 
the larger companies have been able to eliminate part of this tax by 
developing large fleets of trucks of their own, and of course would not 
have to pay the tax, because this is a tax on carriage for hire, whereas 
the small company cannot develop its own fleet of tru 

The net result of it is that a larger portion of this tax is being paid 
by the small- and medium-sized companies than by the larger com- 

anies. That being a tax which affects the length of haul, it is particu- 
erly onerous in New England where we find ourselves on the peri- 
meter of transportation, where many of the hauls in ares New 
England goods to other parts of the country represent a very long haul, 
so we urge upon the committee that when they get to excise-tax reduc- 
tion they give serious consideration to putting this to the forefront. 

Thank you very much. 

Mr. Foranp. We thank you for your information as given to the 
committee. 

Are there any questions ? 

Mr. Kroon. Mr. Chairman. 

Mr. Foranp. Mr. Keogh. 

Mr. Keocu. Mr. Higgins, I would like to ask you with respect to 
your fourth recommendation, namely, the repeal of the excise tax on 
transportation of goods and persons, whether your council has con- 
sidered the hahthed included in the so-called King bill with a gradual 
reduction rather than the immediate and outright repeal ? 

Mr. Hicerns. That was brought up in committee and the feeling 
was that since this tax, so far as the transportation of persons are 
concerned, had been put on to discourage travel, certainly in the pre- 
dicament that the railroads are now in we should not have gradual 
reduction, but that it ought to be eliminated as an immediate shot in 
the arm to not only railroads, but to the various industries who have 
so many people traveling around and are finding it a very onerous 
tax. 

With reference to the transportation of goods, if you are going to 
discourage this private hauling of goods by corporations as opposed 
to public hire, the best thing to do would be to eliminate the tax im- 
mediately and stop that avoidance of this tax. 

Mr. Foranp. The Chair may state at this point that he has been 
tolerant of the discussion on transportation taxes, which are excise 
taxes. However, the full committee had decided earlier that no ex- 
cise-tax problem would be discussed during these hearings, but rather 
would be submitted to the Excise Tax Subcommittee, so while we 
have heard this part of your statement, I think for the benefit of all 
concerned it is wise that this announcement be made at this time. I 
don’t want this to be set as a precedent. 

Are there any further questions ? 

Mr. Reep. I would like to ask one question. 

Mr. Foranp. Mr. Reed. 
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Mr. Reep. If you have the information, what would be the loss of 
revenue to repeal the transportation tax ? 

Mr. Hieerns. I think we have it right here in our statement. It 
yielded between $600 and $700 million for the fiscal year ending June 
30,1957, so to repeal both of them would cost that. It was rather 
surprising to me that it yielded as much as it did, but it does show 
what a broad application it has. 

Mr. Reep. Thank you. 

The Cuarrman. Do you have material that you want included 
in the record ? 

Mr. Hieerns. Yes, sir. I have filed it. 

The CHarmmMan. Without objection, the material will be included 
in the record, and we appreciate the appearance of both of you gentle- 
men and the information given the committee. 

The next witness is Mr. Jarvis Hunt. Mr. Hunt, please come for- 
ward and give your name, address, and the capacity in which you 
appear for the benefit of the record. 


STATEMENT OF JARVIS HUNT, GENERAL COUNSEL, ASSOCIATED 
INDUSTRIES OF MASSACHUSETTS, BOSTON, MASS. 


Mr. Hunr. Mr. Chairman, and gentlemen of the committee, I am 
Jarvis Hunt, general counsel for the Associated Industries of Massa- 
chusetts, a voluntary association representing manufacturing con- 
cerns doing business in the Commonwealth of Massachusetts. Our 
office is at 2206 John Hancock Building, Boston. We represent ap- 
proximately 2,000 manufacturers comprising 90 to 95 percent of the 
mdustrial payroll of the Commonwealth. While we represent many 
large concerns, only 200 of our members employ more than 500 pro- 
duction workers. As a result, it is reasonable to say that we repre- 
sent approximately 1,800 manufacturers who may be classified as 
small business. 

Since the notification of your hearing, we have sent notices to all 
of our members asking for their views on the problem of tax relief. 
Our standing committee on taxation, composed of some of the fore- 
most corporate-tax experts in Massachusetts, has met and considered 
this matter. This report has been approved by our board of direc- 
tors, which is our governing body and represents all segments of 
Massachusetts industry. Our views are as follows: 

We believe tax relief is necessary. We feel the present Federal tax 
structure has the same adverse effect upon both large and small busi- 
ness. Such inequities as there are come largely from the imposition 
of the graduated income tax. We believe that such a progressive 
reduction of the overall rates as the income of the Government per- 
mits, computed upon a realistic basis and free from political conno- 
tations is the best way to provide both large and small business with 
the necessary capital to expand and maintain the private enterprise 

stem. 

"We favor overall rate reduction with emphasis on reducing the to 
individual and corporate rates to enable accumulation of capital an 
to reduce the double taxation upon stockholders. 

The reports from our members, both large and small manufacturers, 
lead us to believe: 
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1. There is a need for corporate-tax reduction in order to allow 
manufacturers to retain sufficient earnings for expansion, develop- 
ment of new products, and the creation of new jobs. 

2. There is a need for tax reduction in order to pay dividends to 
stockholders, which will encourage the purchase of stock and the ex- 
pansion of the firms as stated in 1. 

The increased number of jobs and the increased production in the 

future, if we are to maintain our standard of living, can only be ob- 
tained through more capital investment. It is necessary not only to 
retain capital for expansion but also to attract new capital. 

3. There is a need for corporate-tax reduction in order that manu- 
facturing corporations may replace obsolete and wornout machinery 
without being forced to borrow. 

It is obvious that the continued use of credit for such purposes gives 
more impetus to the inflation spiral. It is better economically for 
the corporation, the country, and the taxpayer to limit this use of 
credit wherever possible. 

In regard to specific suggestions to attain these results : 

1, We believe that estate taxes should be permitted to be paid in 
installments in all cases where relief is necessary. 

2. We believe taxpayers should be allowed optional methods of 
depreciation in the case of newly acquired use property. 

3. We believe that the proprietor of an unincorporated business 
should be treated as an employee under a qualifie nsion, profit- 
sharing, or stock-bonus plan, but that care should exercised to 
see to it that participation is not discriminatory nor self-serving. 

4. We do not favor graduated corporate-tax rates other than 
through specific exemptions. 

5. We do not feel the election of a standard deduction for small 
business is administratively feasible. 

6. We do not favor permitting a deduction for additional invest- 
ment during a taxable year. 

7. We do not favor an increased exemption of corporate income 
subject to surtax. 

8. We approve a reduction of the corporate normal tax applicable 
to all corporations and feel that the present expiration date of the 
last 5 percent on the surtax rate should. not be extended. 

We have carefully reviewed pending legislation in this subject and 
believe bills filed by Representative Sadlak, H. R. 642, and a similar 
bill filed by Representative Herlong, H. R. 9119, present the most 
ea and effective way of giving tax relief to industry. These 

ills would reduce the progressive rates of both the personal-income 
tax and the corporate tax over a 5-year period with provisions for the 
postponement of any of the annual reductions if conditions make this 
necessary. 

We respectfully request that these bills be given favorable con- 
sideration. 

The Cuatmrman. Any questions? 

Mr. Hunt, we appreciate your appearance and the information 
given the committee. Thank you, sir. 

Mr. Hunt. Thank you, Mr. Chairman. 

The Cramman. The Chair understands that Mr. Albert Love is 
present to mgr Ae behalf of the Printing Industry of America. Is 
that correct ? me forward, Mr. Love, and give your name, address, 


and capacity in which you appear for the benefit of the record, please. 
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STATEMENT OF ALBERT LOVE, CHAIRMAN, TAXATION COMMITTEE, 
PRINTING INDUSTRY OF AMERICA, ACCOMPANIED BY PETER 
BECKER, JR., MEMBER OF TAXATION COMMITTEE, PRINTING 
INDUSTRY OF AMERICA, WASHINGTON, D. C. 


Mr. Love. Thank you, Mr. Chairman. 

Mr. Chairman, my name is Albert Love; I am president of Foote 
& Davies, Inc., Atlanta, Ga., and I appear before you in my capacity 
as chairman of the taxation committee of the Printing Industry of 
America. The Printing Industry of America is composed of 5512 
companies, all engaged in some phase of printing, and nearly all of 
which are small corporations, partnerships, and individual proprietor- 


When these hearings were originally announced it had been our 
intention to plead for some reductions in taxes for small businesses, 
but that was before the sputniks. Now, we realize that all of us have 
to make sacrifices to keep our country strong, and I should like, there- 
fore, to confine my testimony to recommendations designed to cure 
inequities in the law. I should like to mention just four suggestions, 
the adoption of which would make the lot of the small printer a much 
more tolerable one. 

1, Permit accelerated depreciation methods (declining balance and 
the sum-of-the-years’ digits), which are now confined to new equip- 
ment, also to be applied to used cer 

Many small printers get into the business by buying a used press, 
then better their positions by upgrading to a better used one, and 
hope finally to graduate into the new-equipment class. However, 
these small operators are completely remote from the money market, 
and are unable to borrow the money to purchase new equipment, or 
even better used equipment, except at exorbitant interest rates. 

If they were able to write off most of the cost of their used equipment 
in a shorter period of time, they would automatically be in a better 
borrowing position, and some would even be in a position to buy new 
equipment that much sooner. 

e feel that application of the accelerated depreciation methods 
only to new equipment discriminates overwhelmingly in favor of 
the large company that can afford new equipment, 4 increases the 
burden of the Tittle fellow who can’t afford it. 

2. Permit small corporations to be taxed as partnerships. 

At the time the 1954 code was in its formative stage this same recom- 
mendation was put into the code by the Senate Finance Committee 
as section 1351 of the code, but was removed in conference. Through 
some strange development, the 1954 code ended up with precisely the 
opposite provision; that is, a provision that permits a partnership 
to elect to be taxed as a corporation. Such provision is of highly 
dubious value and, so far as I am aware, has received little favorable 
comment and substantially no use whatsoever. 

We are hopeful that the original Senate recommendation to permit 
the corporation to be taxed as a partnership will be accepted in the 
1958 Revenue Act. Such a provision Would be highly useful to the 


small-business man who, to protect himself from unlimited personal 
liability, is compelled to do business in corporate form. At the pres- 
ent time, carrying on business in corporate form substantially doubles 
the income taxes paid by many small-business men since it is necessary 
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to pay a corporate income tax on all income of the corporation and 
then again on the income distributed to individual owners in the form 
of dividends. ; : 

We do not believe that purely business decisions should be influ- 
enced by income taxes. We do not believe that the Internal Revenue 
Code should be drawn in such a manner as to control and affect de- 
cisions pertaining to the operation of a business that has no real rele- 
vancy to the income that is being taxed. A person should not be re- 
quired to choose between the limited liability of the corporate form 
of business enterprise and the unlimited liability of the partnership or 
proprietorship form of business enterprise on the basis of how much 
taxes will have to be paid. 

3. Permit partners and individual proprietors to share in pension 
and retirement plans. They are already covered under social security, 
which we feel is the first step and should be followed up. 

Partners and individual proprietors seem to be discriminated 
against, in that they are not able to participate in any employee-bene- 
fit plans such as pension trust or profit-sharing plans, and are there- 
fore unable to provide for their own retirement other than through 
means of investing whatever is left to them after payment of taxes. 

We should like to offer alternative suggestions to eradicate this 
apparent discrimination : 

(a) We would suggest that the Congress pass, either as part of a 
bill to come out of these hearings, or as the individual bill it is, the 
provisions of H. R. 10, known as the Keogh-Jenkins plan, permitting 
a partner or individual] proprietor to set aside, temporarily tax free, 
a portion of his annual earnings into a retirement fund. 

(6) As an alternative, we feel that partners could be helped by ex- 
tending the doctrine of 707-C of the 1954 code which provides that 
partners who are paid a guaranteed salary are looked upon as em- 
ployees rather than partners. However, this doctrine is limited to 
the purpose of determining the gross income of the partner and the 
deductions of the partnership. ‘The code provides that the partner 
may be considered an employee only for these purposes. 

We respectfully suggest that an industry composed of as many 
small partnerships as ours would be materially benefited if partners 
could be looked upon as employees for the purpose of permitting 
employee-partners (those receiving a guaranteed annual salary) to 
be eligible for membership in employee pension and profit-sharing 
plans discussed in subchapter D of the code. 

This is an extension, but a moderate and reasonable extension, of 
the idea incorporated into the 1954 code, of looking upon reemployed 
partners as employees. This is what in fact. they are, and conse- 
quently it would place them on the same basis as other employees in 
the important category of employee benefits. 

4. Give taxpayers the option to pay estate taxes over a period of 10 
years, where the estate consists largely of investments in closely held 
companies, 

We realize that several bills incorporating these provisions have 
been introduced, and we should like to see some similar provision in- 
corporated into the law. We realize that the Commissioner of Inter- 
nal Revenue has the discretion to permit such 10-year payment in 
hardship cases, but families keep losing their companies because they 
have to sell them to get enough money to pay the estate taxes due. — 
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We feel that taxpayers should have this 10-year payment privilege 
as a matter of law, and would like to substitute a statutory right for 
the present custom of leaving it to the discretion of the Commissioner. 

Such ja provision in the law would be of incalculable benefit to the 
small-business man, who would be relieved of the pecenniey of involved 
estate planning, or buying more insurance than he can afford to carry, 
or setting up family foundations, or perhaps even selling out to a 
larger competitor, just to keep his business from being swallowed up 
by the estate tax. 

Such a privilege is one for which the small-business man would be 
willing to pay in the form of a reasonable interest rate to be imposed 
annually on the amount of estate-tax payment postponed each year. 

These proposals are small ones, but they are vital to us. In the 
interest of conserving the committee’s time I have merely mentioned 
them, rather than explaining them at length. However, I am sure the 
committee is familiar with the details relating to all of them. I 
inerely wish to point out how important they are to us. 

hank you very much. 

The Cuamman. Are there any questions? 

Mr. Kzoeu. I have no questions, but I notice that Mr. Love is ac- 
companied by Mr. Becker and I wonder if the record could show his 
| full name and address. 

: The Cuarrman. Mr. Becker, will you give your full name and ad- 
dress for the record, please, sir. 

Mr. Brecxer. My name is Peter Becker, Jr., and my residence is 
Washington, D. C. I am a member of the PLA Committee on Taxa- 
tion, and I am engaged in the printing business in Washington. 

The Carman. We appreciate your appearance before the com- 
mittee, gentlemen, and Mr. Love, we thank you for the information 
you have given us. 

Mr. Love. Thank you. 

The Cuamman. The next witness is Mr, William J. Grede. 

Mr. Grede, will you please come forward, sir. 

Please give your name, address, and capacity in which you appear 
for the benefit of the record, sir. 


| STATEMENTS OF WILLIAM J. GREDE, CHAIRMAN, TAXATION 
COMMITTEE; JOHN C. DAVIDSON, ASSOCIATE DIRECTOR OF GOV- 
| ERNMENT FINANCE DIVISION; AND GEORGE G. HAGEDORN, 





ASSOCIATE DIRECTOR OF RESEARCH, NATIONAL ASSOCIATION 
OF MANUFACTURERS, WASHINGTON, D. C. 


Mr. Greve. Mr. Chairman, my name is William J. Grede. I am 
president of Grede Foundries, Inc., of Milwaukee, Wis. I appear 
| here on behalf of the National Association of Manufacturers as chair- 
i man of its taxation committee. 
I have with me Mr. John C. Davidson, on my left, the associate 
director of the association’s Government finance division, and Mr. 
t George Hagedorn on my right, the associate director of research. 
) The Cuamman. You are recognized, Mr. Grede. 
Mr. Greve. Our association, which was organized in 1895, includes 
not only most major American manufacturing companies but also a 
great number of small companies and many medium-sized companies. 
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My own company, for example, has about 1,000 employees. Of a total 
association membership, of some 22,000, approximately 83 percent 
have fewer than 500 employees which puts Som in the official small- 
business category. Thus, the NAM is broadly representative of Amer- 
ican industry. 

These hearings come at a time when tax reform, if we have to rely on 
a surplus in sight, seems to be prevented by the budget situation. ft 
open is the question whether tax reform should be enacted to strengthen 
the economy and thus improve the revenue outlook. 

The Nation must not hesitate to spend the dollars necessary for 
balanced military preparedness. However, additional expenditures 
for new weapons can and should be offset by economies in other Fed- 
eral programs, including elimination of extravagant and obsolete 
phases of defense. 

Failure to achieve tax reform at this time would mean increasing 
erosion of the health and vitality of the American economy. There- 
fore, these hearings are not only opportune, but they could prove to be 
an historic turning point in the life of our Nation. 

This is a time for greatness, but greatness is not confined to issues 
and decisions in the military and international areas. 

Leadership must look beyond the more startling facts of an emer- 
gency, and put present problems in long-range perspective. I hope 
my testimony will help you in examining the relation of excess tax 
rates to the dynamic qualities of a free society, and in reaching con- 
clusions which will be most constructive in building a stronger and 
better America. 

There is grave danger in the present situation. We must quickly 
recoup the losses in international prestige suffered from Russian 
launching of the sputniks. We must insure our capacity to compete 
successfully in missile and space technology. But we must ae tae 
sight of the larger contest with Russian totalitarianism. 

This larger contest is between competing forms of economies. The 
measure of success will not be the industrial capacity existing at any 
particular time, but the relative growth and dynamism of the two 
economies. In the account of the Gaither report published in the 
Washington Post of December 20, it was an that Russian indus- 
trial capacity had grown twice as rapidly as ours over the past 25 
years—and in another decade would equal 50 percent of our own 
whereas it is only one-third now. 

We must assume that the aim of the Soviets is world economic 
leadership, not missile war, as the means to global political domina- 
tion. The time when they could make a successful bid for such 
leadership would come long before they had matched our total or per 
capita industrial capacity. It is thus evident we cannot tolerate 
indefinite continuation of Russian growth greater than our own. 

This means that if the Gaither prediction is only a clue to growth 
forces operating in the two economies, there is no more pressing prob- 
lem than reexamining national policies which do or could prevent 
sustained maximum growth in America. 

Benchmarks of policy established now may not have their final 
test for years stead The right decisions could serve to release dor- 


mant or restrained impulses for economic growth which would im- 
prove our national stature and strengthen the Government’s hand 
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in international leadership. The wrong decisions could lead to deep- 
ening of the present emergency in domestic and international affairs. 

It is a fundamental belief of Americans that the free way is the 
best way. The free way can operate at top efficiency only when the 
incentives, rewards, and penalties of the market place are allowed 
to function. The least dynamic nations are those in which political 
freedom exists but where public policies identified with socialism are 
~*~ major influence over private enterprise. We are witnessing 
the strange spectacle of the United States continuing to encumber 
its free economy with artificial restraints and rigidities, while the 
Russians have increased their use of incentives traditionally identified 
with the free way. 

We have much to be proud of in America, cially in comparison 
with the achievements of most of the nations of the world. Yet, r- 
haps our most dangerous national pastime is complacently “finding 
pride in ourselves.” 

The people who built America, far from being preoccupied with 
pride in their achievements, were possessed of faith in their ability 
to grow and prosper in a free land of abundant promise. 

e must now appraise our Nation and its economy, not so much in 
the light of what we have achieved, as from the standpoint of where 
we go from here. 

lace to start is with the current recession. The usual ex- 
planation is that this recession is a natural readjustment from a 
capital goods boom, meaning that the economy has been trying to 
grow too rapidly. This is hardly the right explanation. 

There has been too much emphasis on apparent growth as measured 
in constantly inflated dollars, and too little attention to the sub- 
stance of growth itself. 

In the past couple of years there have been many references by au- 
thorities to the shortage of capital. The matter was put succinctly, 
Mr. Chairman, in the report of the Joint Economic Subcommittee 
on Fiscal Policy under your chairmanship when it stated last June: 

The basic problem (of present inflationary pressures) is an inadequate level 
of savings out of current income. 

We hope this committee will give the utmost consideration to the 
significance of these words. It is an undeniable fact that the steeply 
climbing rates of individual income tax, and excessive rates of cor- 
porate tax, seriously diminish the potential volume of savings and 
drastically limit savings which would become new venture capital. 

For economic historians, there will be no question about what has 
happened. in America in the first decade after World War II, The 
Nation accepted inflation as a crutch, neglecting the root problem of 
how to get along without the crutch. 

There was some justification in the immédiate postwar years for our 
failure to comprehend this problem. The bogey of economic ean ity 
had an honored seat in high councils. Our Nation was beset wit 
fears of a return of deep depression. The logic of despair has been 
nowhere more evident than in the tax system. Here were embodied 
philosopher concerned first with social purposes, and second with 

enial of the importance of human incentives an capital formation. 

The test social values come from economic development. No 
one contd teetend that, under tax rates as they exist now, this Nation 
could have laid economic foundations as broad and deep as those 
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which we had built by the time the punitive tax system was intro- 
duced, Inflation has obscured the destructive effects of these rates in 
recent years. Looking ahead, the case has been vividly stated in the 
First National City Bank monthly letter of November 1957 in the 
following words: 


Could anyone seriously expect the economy to keep growing in this kind of a 
straitjacket? Uncorrected, the present steep progression of rates will gradually 
suffocate the economy as a whole, just as it is already suffocating opportunities 
and incentives for the gifted individual. 


Our survival as a nation of free people with a maximum of social 
values is dependent upon maximum economic development. We must 
strike from our system policies and practices which impede the accu- 
mulation and employment of capital on the largest possible scale. 
We must concentrate our minds and energies on revitalizing and sus- 
taining the dynamic qualities of a free economic society; qualities 
which are not only our lifeblood but our “secret weapon” in the larger 
contest with the Russian Communists. 

We shall, of course, come out of the present recession. The questions 
are how quickly and, of even greater importance, at what price? Do 
we have to resume inflation to get started, and continue inflation to 
keep going ? 

All the answers will not be found in the tax area, but this is the 
fundamental starting point. The interrelation of growth, inflation 
and excessive tax rates since World War II are demonstrated by a 
study of business finances in this period. I have here, Mr. Chairman, 
a new NAM study, collating and summarizing the evidence, which I 
would like to offer for the record. 

The Cuarrman. Without objection, it will be accepted. 

(Material submitted by Mr. Grede follows :) 


Mason TENDENCIES IN BustIness FINANCE 


(Prepared by research department, National Association of Manufacturers, 
2 East 48th Street, New York, N. Y., January 1958) 


SUMMARY AND INTRODUCTION 


The process of business finance in the period since World War II has posed 
what seems to be an incomprehensible mystery. On the one hand both business- 
men and economists have been deeply concerned over the shortage of venture 
capital. They have warned that the consequences of this dearth would be either 
to restrict our economic growth or to pile up a dangerous burden of business 
indebtedness. On the other hand business has, to all appearances, been through 
a period of unprecedented prosperity and growth. Although business debt has 
increased, the present level of indebtedness does not seem really serious in re- 
lation to other economic magnitudes. 

The apparent record of business health and business growth in recent years has 
been so impressive that warnings about ‘“‘the venture capital shortage” have not 
been taken very seriously. It has been felt that there could be nothing much 
wrong with a business system which is able to spend between 30 and 40 billion 
dollars a year for new plant and equipment. The small amount of new equity 
investment is (according to this view) perhaps regrettable, but its place has been 
taken by the enormous sums retained out of profits. 

The original purpose of this study was simply to compile the statistical record 
of the process of business finance, in its very broadest outlines. It was quickly 
realized that an accurate picture would require certain adjustments and addenda 
to the generally accepted figures, since customary accounting methods do not 
make full allowance for the effects of rising prices. The wholly unanticipated 
result of this analysis was a completely new perspective on the pattern of business 
finance since 1945. The commonly accepted generalizations turn out to be false 
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or only partially true. The real key to the mystery of business growth amidst a 
shortage of venture capital lies elsewhere than has been supposed. 

The new conclusions are so important that they have been drawn out of the 
body of the study, and are summarized briefly here: 

1. It is true that business has invested many billions of dollars annually, 
since 1945, in new plant and equipment. But a large and increasing proportion 
of this investment has been required to replace the capital values currently used 
up. This proportion has increased from about two-thirds in the immediate post- 
war years to about nine-tenths in the past few years. Recently, only about one- 
tenth of business expenditures for fixed assets represents net expansion. This 
hasn’t been generally understood, partly because one of the effects of long-term 
inflation is that allowances made for depreciation in business accounts are less 
than the actual cost of replacing the capital consumed. 

2. It is true that the increase in the book value of business inventories has been 
at a rate of greater than $10 billion annually in certain years, and has averaged 
$5.5 billion annually since 1945. But, nearly half of this increase represents the 
additional cost of carrying the same physical volume of inventory at a higher 

chee level. Only half represents a genuine increment to stocks of goods held by 
ess, 

8. It is true that the retained profits of corporations, as reported, have averaged 
about $9 billion a year since 1945. But, more than three-quarters of this re- 
ported amount has been needed simply to maintain the tangible assets of cor- 
porations since, as a result of the rising price level, adequate provision for such 
maintenance is not charged in current costs. Only about $2 billion annually have 
been available from this source for the net expansion of corporate assets. 

4. Even this small surplus of undistributed profits has been made possible only 
at the expense of a reasonable level of dividends. If dividends were increased 
so as to be the same percentage of national income as in the 1930’s the surplus 
of profits available for net expansion would be wholly wiped out. 

5. The new capital supplied by stock issues has averaged only $2 billion an- 
nually in the postwar period. 

6. The book increase in owners’ equities in unincorporated business has av- 
eraged only a billion dollars annually since 1945. This is considerably less than 
the amount needed to make up for the failure of charges to current cost to pro- 
vide fully for the maintenance of assets. 

7. Although business accumulated large amounts of liquid assets during the 
war years, on balance these have not been drawn on, to any substantial extent, 
as a source of funds in the years since 1945. Apparently business has considered 
it necessary (or at least advisable) to maintain a substantial degree of liquidity. 

8. The chief source of funds for expansion in the postwar period has been 
borrowing. Corporate debt has increased from $85 billion at the end of 1945 
to $208 billion at the end of 1956. 

9. One of the effects of inflation has been to reduce progressively the real 
burden of the outstanding business indebtedness. Business has borrowed large 
sums each year, but at the same time the process of inflation has reduced the 
relative burden of the already existing debt. The net effect has been to make 
the cumulation of indebtedness tolerable. This of course has occurred at the 
expense of the creditors of business, 

These conclusions taken together, lead to a drastically revised appraisal of 
the soundness of recent business financial operations. Incomplete statistical 
analyses have created an exaggerated idea as to the extent of business expansion 
and a false idea as to the manner in which it has been financed. The shortage of 
venture capital has had serious effects on the health of the economy, but infla- 
tion has suppressed the symptoms of the disease, 

The main body of this study presents the facts and figures on which these 
conclusions are based and discusses their significance in greater detail. Although 
the statistical compilations are derived largely from official Government statis- 
ties, they have been put through an extensive process of adjustment and re- 
combination. As a result, many of the statistics presented in this study cannot 
be found in any other source. They are offered as a sounder basis than has 
hitherto been available for appraising current tendencies in business finance. 

Appendix A is devoted to a documentation of the sources used, and explana- 
tions of the methods employed. Those who are interested will be able to trace 
the entire statistical process and thus judge of its validity. 
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The statistical adjustment of depreciation allowances for changes in the price 
level is a special problem and a very complex one. It is therefore treated sep- 
arately in appendix B. 

For the most part the factual material, and the conclusions based on it, are 
limited to the years 1946 to 1956 inclusive. This is because not all of the statis- 
tics needed for the complete analysis are available for earlier years. However, 
wherever comparable data can be obtained for years prior to 1946 they are 
included in the tabulations of the two appendixes, and occasionally these data 
are noted in the text. 


MAJOR TENDENCIES IN BUSINESS FINANCE 


Until fairly recently, most of our citizens had been inclined to view business 
finance as a remote and specialized process, of interest only to financiers, It is a 
tribute to the progress of economic education that this apathy has been replaced 
by a widespread realization that financial developments are important to every- 
body and that no less is at stake than our standards of living and our ability to 
meet international emergencies. It is generally recognized that business must, 
somehow, find the financial means of acquiring the tangible assets on which our 
productive potential depends. It is just as important, although not so widely 
realized, that the means found for this purpose should be conducive to long- 
term financial stability and to the preservation of our free institutions. 

The purpose of this study is to shed additional light on business financial 
activities, and, in so doing, to foster a fuller understanding of what has been 
happening in this field. 

The material presented herein relies on the record, expressed in dollar magni- 
tudes, of all privately owned American business except banks, insurance com- 
panies, and farms. The financial transactions of banks and insurance com- 
panies are so vast that their inclusion would only confuse the analysis and 
obseure the financial trends of the remainder of the business community which 
depends heavily on those financial institutions as a source of funds. Farming is 
excluded due to the special problems obtaining in that field. 

While the overall approach may hide a great variety of experience among 
industries or Companies it does present significant data, which in conjunction 
with other material, will be helpful in analyzing the past and appraising the 
future. 


The nature of business finance 

Obviously, business cannot begin to perform its productive functions without 
having certain assets at its disposal. These assets include buildings, equipment, 
stocks of raw materials, and sums of ready cash. In the process of producing 
and selling goods certain other assets arise which must also be carried: unpaid 
bills of customers and stocks of finished goods and of work in progress. 

Business finance may be defined, in brief, as the process by which private enter- 
prises Obtain and apply the funds needed for acquiring these assets . 

Not all the monetary transactions of business fall within the category of 
“business finance.” For example, the payment of a company’s annual bills for 
wages and materials is (with exception to be noted) an operational rather than 
a financial matter, and therefore this process will not fall within the scope of 
the present analysis. The cost of wages and materials is paid currently out of 
the proceeds of the sale of goods. However, to the extent that such goods 
must be carried in the interval between their payment and the final sale of 
goods, they do require financing. The unrecovered cost is embodied in inven- 
tories, and the particular financial process involved may be viewed as the acqui- 
sition of this asset. But the sale of goods out of existing inventories is ordi- 
narily regarded as providing the funds for buying or producing new inventories, 
and additional financing is required only to the extent that a net expansion 
occurs. For this reason, our summaries of business finance will not include 
payments for labor or materials as one of the objects for which funds must be 
obtained, but net additions to inventories will appear as a financial requirement. 
This treatment is of course a convention, justified by the fact that it narrows 
the field of inquiry without eliminating anything essential to the present analysis. 
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In considering business finance in its larger aspects, one fact must be kept in 
mind: Capital always is, and always must be, in limited supply. We do not 
live in a world where capital is to be had for the asking in whatever amounts are 
desired. As long as free enterprise exists, private business will be faced with 
the difficult problem of how to obtain funds for carrying out its plans. \ It is 
pointless to protest that everyone has not been able to obtain all the financing 
he desires. 

A bird’s-eye view, 1946-56 

The basic record of business’ financial activities is most conveniently presented 
as a statement of the sources and application of funds. Such a statement, apply- 
ing to all business enterprises except banks, insurance companies, and farms, 
appears in the summary table (p.7). Although this statement is a bare outline, 
it furnishes a useful point of departure. It shows how each item fits into the 
general pattern preliminary to a detailed examination of the separate items. 

The upper half of the summary table lists the amounts used for the various 
financial purposes. In general, these purposes are the acquisition of certain 
types of assets: Plant and equipment, inventories, receivables, and liquid funds. 
The lower half of the table shows the several sources from which the necessary 
funds were obtained. 

/ The summary table is prepared according to the generally accepted procedure, 
) which involves what some may regard as an inconsistency. In dealing with the 
if current assets (inventories, receivables, and liquid funds) only the net increase 
is listed as an application of funds. That is, the turnover of these assets does 
not enter the picture. In dealing with fixed assets, however, a different practice 
is followed: All acquisitions of plant and equipment are treated as applications 
. of funds, and not only so much of the new acquisitions as is over and above the 
amount required to replace the values of fixed capital used up currently. By 
the same token, depreciation—which is really an item of cost—is listed as a 
| source of funds. It is deducted in computing profit (also one of the sources of 
funds), but no funds are currently paid out to meet this cost. 
| The reader is cautioned against drawing any hasty conclusions at this point 
since each item in the statement will require further comment and analysis. 
However, certain broad facts may be pointed out. 
While the total annual amounts of the applications and sources of funds have 
about doubled from 1946 to 1956, it should be borne in mind that the wholesale 
price level has also increased substantially during the same period. If we sepa- 
rate the period 1946 to 1956 into two periods—1946 to 1951, when prices were 
. rising, and 1952 to 1956, when prices were relatively stable—we find that the 
i 
| 
Hi 





increase of the average annual applications or sources of funds for the latter 
period over the earlier period was comparable to the increase of the average 
annual prices in those periods. 

During World War II years American business more than tripled its liquid 
assets from $22 billion to $74 billion. Due to wartime shortages, business was 
not able to acquire the plant, equipment, or inventories it desired and liquid funds 
were allowed to increase; presumably to be used after the war.” However, after 
the war, even though large sums were spent for plant, equipment, inventories, 
and receivables, the drawing down of liquid assets in the immediate postw» 
years provided very little funds for such purposes. 
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SumMMARY TABLE.—Sources and applications of business funds—All corporations 
and unincorporated business except banks, insurance companies, and farms 


[Billions of dollars} 





| | | | | | SS SE | SF FS 


APPLICATIONS OF FUNDS 


For plant and equipment.............-.-.....-....-...| 15 | 21 | 24 | 22 | 26 | 29 | 30 | 32 | 30 | 33 | 39 
For inventories (book value). --....--..... sapling «an 13; 9} 6) 4).12);1L).1) 2|-2)| 6 8 
For receivables (corporations only)... -.--._--....-.... 5| S| 4} 1114] 5] 6] 1) 51] 10 8 
For increase in liquid asset holdings. - --- = dian Saeueee —7|-2/)@) 1) 5] 41/@] 21@ 4] 5 |2-3 


_.-.-------| 26 | 36 | 34 | 20 | 57 | 49 | 37 | 37 | 38] 84| 52 


Total of listed applications ________- 


SOURCES OF FUNDS 





From retained earnings of corporations—as reported_..| 7|11 | 12} 8|12] 9} 6} 7] 5] 9 9 
From depreciation and other alléwances anges to 

expense.......-....- eo Paik 7} 9] 11] 12) 14} 16] 17] 19} 22) 24] 26 
From borrowing (corporations ee > taaiaaieetit 81/15| 91 @) | 24); 20) 9} 9j-2/ 19} 12 
From net new issues of corporate Pec ntaocs 1 1 1}; 2} 2} 3j 3} 21:2) 8 3 
From increase in owners’ ew in unincorporated 

OO RELEIEL EIA RE FP. ‘“ 2} 1) @ f-1/@)] 4-11 4] 1) 172-1 


Total of listed sources %_____- -----------| 25 | 37 | 33 | 21 | 52 | 52 | 34) 41 | 28] 56) 40 


1 Less than $500,000,000. 

2 Estimate. 

3 Sources and applications do not precisely balance partly because of errors of estimate, but mainly because 
of the omission of certain items for which adequate statistics are not available. The most important omis- 
sions are: increase in receivables of unincorporated business (on the applications side) and increase in debt 
of unincorporated business (on the source side). 


Source: See appendix A, tables 1, 5, 6, 7, 8, 11, 12, 14, and 15, 


Some people are under the impression that almost all business financial re- 
quirements are used for plant and equipment expansion. However, in the post- 
war years nearly 30 percent of the financial outlays have been to increase current 
assets. This in spite of the fact that the total outlays include gross expenditures 
for plant and equipment, but only net additions to current assets. If depreciation 
were deducted from plant and equjpment expenditures, current asset require- 
ments would have been greater than the net expansion of plant and equipment. 

On the sources side of the picture the important items have been retained 
profit, depreciation allowances, and borrowing. New equity investment—whether 
in corporate stock or in unincorporated business—has played a very small role 
in meeting the postwar financial needs of business. 


Plant and equipment 


The dollar amounts spent by business for new plant and equipment in the 
postwar years are tremendously impressive totals. The $39 billion used for this 
purpose in 1956 is over 15 times as great as the corresponding amount in the 
depths of the depression and 7 times as great as the corresponding amount in 
1989. (See the top panel in chart 1.) 
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CHART 1 


BUSINESS EXPENDITURES 
FOR PLANT AND EQUIPMENT 


BEFORE CORRECTION FOR PRICE CHANGES 


TOTAL 
\ 


AFTER CORRECTION FOR PRICE CHANGES 





940 
Data in Appendix A, Tables 1 & 2. 
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A hasty inspection of these figures might suggest that we have reached the 
ultimate in dynamic business growth. Before indulging in such self-congratula- 
tion, it is in order to point out that certain important caveats must be taken. 

In the first place the dollar totals of outlays for construction and equipment 
in reeent years are inflated by the higher price level. A 1956 dollar buys only 
36 percent as much construction as a 1939 dollar, and only 46 percent as much 
equipment. Thus the increase since pre-World War II days in the physical 
quantity of plant and equipment acquired is much less striking than the increase 
in dollar amounts spent for their acquisition. This is brought out in the lower 
panel of chart 1. Corrected for price-level changes, business expenditures for 
plant and equipment increased 3 times between 1939 and 1956 instead of the 
sevenfold increase indicated by the uncorrected dollar totals. 

A still more important factor to be taken into account is that current outlays 
for buildings and equipment do not represent a net increment to our industrial 
facilities. A large part must be viewed as replacement rather than as net 
expansion. A true perspective can be obtained only by segregating current 
expenditures for fixed assets into these two classes. 

A word of explanation is necessary on the distinction between “replacement” 
and “expansion” of plant and equipment. It should not be inferred that a 
particular outlay for plant and equipment can always be labeled as either re- 
placement or expansion. In an economy as dynamic as our own, replacement 
of specific assets has only a vague significance. The constant flux in industrial 
methods seldom makes it possible to identify a particular new item of capital 
as replacing a particular discarded item. 

Nevertheless, fixed capital is continuously being consumed in business opera- 
tions. Expenditures for plant and equipment must be regarded as, in part, 
replacing the value thus lost. Only insofar as the total of such outlays in a 
given period exceeds the total value of capital consumed in the same period, 
can they be viewed as a net expansion of the capital values in the possession 
of business. 

The machinery, tools, and buildings belonging to business are used up in the 
productive process in a way not very different from the way in which materials 
and supplies are used up. If a machine is used for 20 years and then discarded 
as having no further value, the initial cost of its acquisition and installation 
is a cost of producing the output of those 20 years in just as real a sense as 
the coal used in heating the factory and the materials actually embodied in the 
product must be regarded as costs. In appraising the growth in the assets 
of an individual company it would be absurd to regard as growth all acquisi- 
tions of materials and supplies. Only to the extent that such acquisitions ex- 
ceed the amount required to replace current consumption of the same items can 
they be regarded as growth in any significant sense. There is no reason why 
the same rule should not apply in the case of fixed assets. 

There is a curious inconsistency in the customary treatment of statistical 
evidences of business growth and business investment. In considering the new 
investment in inventory the figure invariably cited is the net increase in the 
inventory accounts. It would not occur to anyone that the gross value of all 
goods which passed through inventories during the year is “growth” or “invest- 
ment” in any significant sense, since for the most part these goods simply 
replace other goods being sold out of stocks. Yet, in studying investment in 
plant and equipment the statistics almost always consulted are the gross ac- 
quisitions of this type of asset. No allowance is made for the current con- 
sumption cf existing fixed assets, which the new acquisitions ought logically 
to be considered as replacing. 

Probably the main reason for failure to consider capital consumption in the 
usual analyses of business growth is the statistical difficulty involved in esti- 
mating such consumption. But this is hardly a valid reason for ignoring so 
important a matter. In the present study it has been considered better to risk 
using estimates than to leave this important item out of consideration. It 
turns out that nearly nine-tenths of gross expenditures for plant and equipment 
in recent years must be considered as replacing the values of fixed capital con- 
sumed in the same period. Only one-tenth of such expenditures represents a 
new increase in business investment. 

The statistical procedure involved in estimating capital consumption of business 
is explained in detail in appendixes A and B. However, the matter is so im- 
portant that at least the basic logic had better be explained here. The chief 
difficulty arises out of the great rise in the price level during the period under 
analysis. 
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Obviously, if current capital consumption is to be compared with current out- 
lays for plant and equipment the two totals must be expressed in dollars of the 
same buying power. Yet the depreciation charges in business accounts, which 
are an allowance for capital consumption, are not expressed in current dollars 
at all. The accepted method of accounting for depreciation is to write off the 
original cost of each asset in annual installments over its life. The charge 
made in 1956 on an asset acquired in 1929 is expressed in 1929 dollars; the charge 
made in 1956 on an asset acquired in 1939 is expressed in 1939 dollars. It is 
clearly inappropriate to compare a total of such charges with the outlays for 
plant and equipment in 1956 which are, of course, expressed in 1956 dollars. 

By the common straight-line method of depreciation, the original cost of an 
asset which is expected to last 20 years is charged to current cost in 20 equal 
annual installments. In other words, one-twentieth of the original value is 
assumed to be consumed each year. But if capital consumption is to be com- 
puted in terms comparable with current outlays for new capital items, the 
amount consumed must be reckoned as one-twentieth of the cost of replacement 
at current prices rather than one-twentieth of the cost of the original acquisition 
in prices as of the date of that acquisition. 

Thus to obtain a realistic estimate of current capital consumption, deprecia- 
tion charges on the books of business must be adjusted from the original-cost 
basis to the replacement-cost basis. Such an adjustment can be made by means 
of index numbers showing year-by-year fluctuations in the prices of capital goods. 
Since the present price level is higher than the price level at which many existing 
assets were acquired, our estimates of capital consumption for recent years are 
considerably higher than the total of depreciation charges in business accounts. 
In 1956 the total of depreciation charges on the books of business was $22.4 
billion, but the computed capital consumption, in 1956 dollars, was $28.7 billion. 

Moreover, depreciation is not the only method by which capital consumption 
is accounted for. Certain outlays for plant and equipment are charged directly 
to the costs of the year in which the outlay is made. Depletion must also be 
taken into account as a form of capital consumption.’ 

There is a certain additional amount of capital destroyed each year through 
accidental damage: fire, flood, etc. When all these factors are taken into account 
the picture for 1956 (here cited as an example) appears as follows: 














Billion 
Creeenot, Wir MONRO ilies i, oe les as $22. 4 
Adjustment fo place depreciation on a replacement-cost basis__._._.-_-_- 6.3 
Capital consumption through depreciation, in 1956 dollars____._...____- 28. 7 
Bomeneeg OF Soe, gees erie ae ik tes es be 2.6 
Capital outlays charge to expense__.-.___--.-.-...-- ~~. ee 2.9 
Accidental destruction of capital_....._.._.---.----_ ~~~ Li . 
DOO eapitel ebhsunipiion 248. a ds ee ss 34.9 
Business outlays for plant and equipment.__.___.__.___._________-______ 39. 2 
Surplus of business outlays for plant and equipment over amount needed 
to replace capital currently consumed____.-_-..__.-_--_--._.__-___ 4.3 


Thus out of the $39 billion spent for plant and equipment in 1956, $35 billion 
is needed to replace the value used up in the same year and only $4 billion 
represents net expansion. The situation is much the same in the other years 
since 1945, as shown in chart 2. 





1 Although depletion is sptostia considered as an item of capital consumption (see for 
example Solomon Fabricant, Capital Consumption and Anpeemeat, National Bureau of 
Economic Research) its position is somewhat anomalous. It is accounted for in a rather 


arbitrary manner. The particular form of capital used up is neither plant nor equipment. 
Nevertheless, certain capital values are consumed through was of natural resources 
and therefore depletion has been included in the total of capital consumption. In any 
case, the amount involved is relatively small, and its omission would not matertally alter 
the conclusions of this analysis. 





——— 
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(These remarks should not be construed as a suggestion that conventional 
methods of accounting for depreciation ought to be changed. This is another 
problem which need not be considered here. The point is that the amount 
charged to depreciation is not a satisfactory estimate of capital consumption 
for purposes of the present analysis, ) 

Thus, the greater part of current business gross outlays for plant and equip- 
ment is merely a turnover of capital rather than a net gain in the amount of 
capital. But in any fair appraisal of business progress it must be recognized 
that even turnover can, and usually does, result in an improvement in capacity 
and efficiency. The reason is that the capital currently consumed is seldom 
replaced with an exact duplicate of itself. It is usually replaced with something 
better. The latest models are in most cases more efficient and more productive 
than their predecessors. 


Inventories 


The years since 1945 have been a period of substantial business investment in 
inventories, Here again, as a result of rising prices, the increase in the book 
value of business inventories exaggerates the real expansion of this asset. 

While many businesses use the LIFO (last-in-first-out) method of accounting 
to reduce the effect of price changes on inventory valuation to a minimum, a 
large part of the business community still uses the FIFO (first-in-first-out 
method. In a period of rising prices this means that inventories at the end of 
_ year are valued at higher unit prices than inventories at the beginning of 
the year. 

Thus, for those firms using FIFO, the net increase in the book value of in- 
ventories in a period of rising prices consists of two parts: The cost of physical 
additions to inventory and the additional cost of carrying existing inventory. 
While the second part is an added financial burden that must be carried, only 
the first part can be regarded as an expansion of inventory in an economic 
sense. 

The solution of the complex problem of dividing the net increase in the book 
value of inventories into the two categories is, fortunately, made possible by 
os err of Commerce data for both the corporate and unincorporated sectors 
of business, 

Chart 3 depicts what has happened in the period of rising prices since World 
War II. A large part of the recorded increase in inventories each year, is in 
reality, the additional cost of carrying existing inventories at the higher prices. 
While the relationship between the two components varies from year to year, 
the true physical expansion of inventories during the 11 years amounted to only 
~ © pescent of the increased valuation of inventories as shown on the books of 

ess. 
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Receivables 


In a period of expanding economic activity business is placed under the burden 
of financing an expansion of its tangible assets—plant, equipment, and inven- 
tories. But in addition it usually has to increase its purely financial assets, as 
for example notes and accounts receivable. This also has imposed a financial 
burden in the postwar years, and one that is by no means negligible. 

Perhaps the nature of this burden can be better understood if it is labeled 
“the extension of credit to customers.” The deeply ingrained custom of selling 
goods on credit necessitates that American business maintain a continuous 
investment in uncollected receivables. True, the individual accounts are usually 
paid off in short order, but there is always a balance outstanding. This means 
that a certain amount of goods have been produced and sold without any cash 
being realized, so that the funds required to pay their costs must be obtained 
from other sources. 

During the World War II years there was only a slight expansion in the out- 
standing receivables of American business. Although economic activity was 
greatly stepped up, the chief customer of this period (the Federal Government) 
did not require much credit accommodation from its suppliers. 

(See chart 4. This applies only to corporations since satisfactory data on the 
receivables of unincorporated business are not available. Note also that this 
differs from preceding charts in that it shows an amount outstanding at the 
end of each year, rather than a net change during the year.) 
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With the postwar shift to civilian business, outstanding receivables of corpo- 
rations increased from $26 billion on December 31, 1945, to $91 billion on Decem- 
ber 31, 1956. This means that corporations had to raise about $6 billion a year 
for this purpose. Taking the period as a whole, this is greater than the net 
expansion of plant and equipment (chart 2) and about twice the physical expan- 
sion of inventories (chart 8). 

In appraising the significance of this development it must be remembered 
that the extension of credit is both an application of funds (for the creditor) 
and a source of funds (for the debtor). The process is reciprocal throughout 
the business world. 


Liquid asset holdings 


Although business accounts always show a considerable balance of liquid 
funds, it should not be thought that these are kept simply because businessmen 
like to gloat over them. Actually, they are more in the nature of a necessary 
evil, since a firm cannot avoid keeping a certain amount of its invested capital 
in this form rather than in the form of productive physical assets. 

One function of liquid assets in business is to bridge the time gap between 
cash receipts and cash expenditures. Receipts and expenditures cannot be 
timed to coincide precisely. Naturally, if a firm’s expenditures exceed its re- 
ceipts for any extended period it will have to obtain additional financing. But 
the common experience is that short periods when receipts exceed expenditures 
alternate with short periods when expenditures exceed receipts. The liquid 
funds built up in one phase carry the firm through the next, and there is 
usually a positive balance. 

Another function of liquid assets is to provide a cushion against unpredictable 
contingencies. The inflow and outflow of funds cannot be foreseen with com- 
plete precision, and a balance must be kept to avoid a shortage when an un- 
expected obligation or an unexpected opportunity arises. 

Liquid assets of business are commonly understood to include investment 
in Government bonds, as well as bank deposits and currency in the till. If the 
gap between the reecipt of revenues and their application to the intended 
purpose is expected to be a long one, the firm will often invest in Government 
bonds which do earn some return but which can be readily liquidated when 
necessary. 

During World War II the liquid funds of business increased rapidly, from 
about $20 billion at the end of 1939 to over $70 billion at the end of 1945. (See 
chart 5.) This occurred because the amounts realized as depreciation allow- 
ances and as retained profits could not be spent on plant and equipment or 
inventories. The necessary goods simply were not available. However, business 
did intend that a large part of these funds should ultimately be spent for 
physical assets, and meanwhile they were retained in liquid form. 
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By the end of the war, liquid holdings of business were at a level substantially 
higher than would be required by the state of business at that time. It was 
confidently expected that, as goods became available, these balances would be 
used for the purpose for which they had been accumulated, and would gradually 
be reduced. 

This occurred to some extent in the immediate postwar years. In those years 
the drawing down of liquid asset holdings served as a source of funds. How- 
ever, the reduction was slight compared with the great accumulation which 
had taken place between 1939 and 1945. 

In most years after 1948 liquid asset holdings increased. This would appear 
to be & natural development as higher production at higher prices would neces~ 
sitate the carrying of greater liquid balances for normal business purposes. If 
we may assume that the need for liquid balances is roughly in proportion to 
dollar volume of business we might expect that the relationship between the 
two would return to ratios of the immediate prewar years. 

1939, 1940, and 1941 dollar volume of business’ averaged 4.1 times 
liquid assets at the year end. With volume increasing at a faster rate than 
liquid assets the ratio of volume to liquid assets increased rapidly from 2.3 
times in 1945 to 4.1 times in 1952. It was 4.2 times in 1953, 4.1 in 1954, and 
4.2 in 1955. The tight money policy and capital expansion programs may well 
have been the cause of the apparent decline in liquid assets in the face of the 
increase in business output which resulted in the ratio increasing to 4.7 in 
1956. ‘This is the highest ratio since 1939, the earliest date for which liquid 
asset figures are available. 

This cOmpletes the discussion of the four major purposes for which business 
firms have required funds. Attention may now be turned to the sources from 
which these financial requirements have been met. 


Internal sources of funds 

The undistributed profits of business firms, together with their allowances for 
depreciation and depletion, are usually classified as internal sources of funds. 
In a way this term is misleading, since there is no “spontaneous generation” of 
capital in business. It is especially misleaditg when depreciation is labeled as 
a source of funds, as though the mere entry of a charge to depreciation in a 
firm’s books of account somehow magically made funds available. 

The real source of “internal” funds is the customer. When (and if) he pays 
more for the goods he buys than the out-of-pocket costs * involved in their pro- 
duction, the excess is available for meeting thé firm’s financial needs. The ac- 
countant divides this balance (if it exists) into two parts: one part he charges 
to “depreication,” and the remainder he regards as profit. As far as the flow of 
funds is concerned the two parts may be used interchangeably. It is ordinarily 
not possible or meaningful to match one set of expenditures against deprecia- 
tion and another set against retained profit. 

Nevertheless the distinction between what is labeled profit and what is called 
a reimbursement for the deterioration of aSsets (i. e., depreciation) does have 
important consequences. In the first place, the Government claims a substantial 
share, in taxes, of the part counted as profit. 

So far, at least, the Government has not laid hands on the part labeled “de- 
preciation,” although there is considerable controversy over how much it should 
permit to be so labeled. Another difference is that corporate dividends are 
ordinarily only paid out of accumulated profits, in accordance with the general 
legal rule that a corporation may not willfully impair its capital. 


Undistributed profits of corporations 


When the dollar totals of corporate profits in recent years are presented with- 
out analysis or comparison, they are extremely impressive. Profits before taxes 
of all corporations (except banks and insurance companies) averaged $33 billion 
annually in the years 1946 through 1956. Of this, $16 billion were paid to the 
Government in taxes, and $8 billion went to stockholders in dividends. 

This left an average of $9 billion a year of undistributed profits. It might be 
thought that the whole of this amount could be used for the expansion of corpo 


2 Consolidated business gross product in current dollars. 

#In this context, the expression “out-of-pocket costs” is merely a convenient, although not 
too accurate, term for “all costs except depreciation.” It does not include the purchase of 
fixed assets (which is not a cost), or depreciation (which is not out-of-pocket). In a 
stricter sense the purchase price of a plant or machine is an out-of-pocket cost, although 
not one which can be charged wholly in the accounting period when the asset is purchased. 
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ration assets since the amounts required for the mere maintenance of values 
should have been deducted before the computation of profit. However, the 
earlier discussion indicates that this is not so, for two reasons. First, the 
amount of depreciation charged to current cost has not, in recent years, been 
sufficient to cover the actual current consumption of capital values. Second, 
when the unit price at which inventories are valued on the books increases, an 
additional amount must be invested in inventories to carry this higher value. 
In the years 1946 through 1956, the total of these requirements * averaged nearly 
$7 billion annually, leaving about $2 billion, or only about a quarter of the ap- 
parent undistributed profit, available for expansion of assets. 

There is considerable body of expert opinion to the effect that amounts which 
have to be retained merely to maintain assets ought not to be considered profits 
at all. Most economists who have considered the matter have come to this con- 
clusion.’ Most accountants are inclined to go along in principle, although many 
of them are reluctant to abandon standard accounting practices in favor of 
untried and unstandardized methods.’ 

The question of whether amounts needed to replace values consumed in cur- 
rent production can properly be considered profit is a matter of definition which 
need not be debated here. The point is that less than a quarter of the amount 
reckoned as undistributed profit in recent years has been available for actual 
expansion of assets. 

The year-by-year record showing how reported profits have been distributed 
in the period 1946 to 1956 appears in chart 6. On the average for these years, 
the tax share is almost one-half of the total, and dividends and “profit needed 
for replacement” take about 25 percent and 20 percent, respectively. The 
amount of profit available for expansion of assets amounts to about one-sixteenth 
of total profits. The narrowness of this margin is quite significant. 

The Government has taken the major share and a gradually increasing (since 
1946) share of profits. The overshadowing importance of this component is 
illustrated by the fact that, if the tax take had been only 12 percent higher, 
the margin of profit available for expansion of assets would have been wholly 
wiped out. Profits would then have been sufficient only to pay taxes and divi- 
dends and to provide for physical maintenance of capital. On the other hand, 
if new sources of funds for expansion are thought desirable, consideration should 
be given to the fact that a mere reduction of 12 percent in the tax collections 
would have doubled the amount of profit available to finance expansion. 

A substantial part of profit is paid out in dividends, This gives rise to the 
thought that perhaps the smallness of the amount of profits available for ex- 
pansion is due to overliberal dividend policies. After all, the business com- 
munity could hardly complain of a shortage of funds for expansion if it paid 
out unjustifiably large amounts to stockholders. 

Of course, dividends do detract from the amounts available for building up 
the assets of corporations. But a certain level of dividend payments is essential 
to the operation of the corporate system. We could hardly expect investors to 
contribute funds if they were never to receive a cash return. The only ques- 
tion which can realistically be asked is whether, in the years since 1946, divi- 
dends have been higher than they should have been or needed to be. 

Factual material cannot answer these questions directly, but chart 7 strongly 
suggests that recent dividend levels have been abnormally low rather than ab- 
normally high. Relative to national income, dividends in the years 1946 to 1956 
were only about half as great as in the decade of the 1930’s. It is clear from 
chart 7 that the level of dividends in any of the post-World War II years could 
easily have been increased by 50 percent and still be conservative compared with 
the record for the period of 1929-39. 


*Includes also depletion, averaging $1.9 billion a year. For ge of this analysis, 
ee anne of the Department of Commerce, profit is computed before deduc- 

on of depletion. 

5 For example, see ee of a pumber of cnperte before the Subcommittee on profits of 
the Joint Committee on the Economic Report, U. S. Congress, December 6, 1948. 

*For a collection of views by a number of prominent members of the accounting profes- 
sion see Changing Concepts of Business Income—Report of a Study Group on Business 
Income, New York, The Macmillan Co., 1952. 















CHART 6 


DISPOSITION OF REPORTED CORPORATE PROFITS 
(ALL CORPORATIONS EXCEPT BANKS AND INSURANCE CARRIERS) 
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Data in Appendix A, Tables 8 & 9. 
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In 1956, after the very moderate payment of dividends totaling $11.3 billion, 
retained profits of only $8.5 billion were insufficient to cover the $9.7 billion 
required to maintain assets at the previous year-end level. This means that 10 
percent of the 1956 dividend payment was, in reality, paid from capital, not 
from profits. 

It is perfectly obvious that, while only a small part of average corporate 
profits in recent years has remained for investment in a net increase in assets, 
the situation cannot be blamed on excessive dividends. In fact, stockholders 
have been receiving lower dividend payments than they should reasonably expect 
at recent levels of national income in order that some capital expansion could 
occur. Taxes, not dividends, are clearly responsible for the restriction on net 
expansion of assets. 


Capital consumption allowances 


Those whose interest in financial problems is only casual, are sometimes 
startled to see depreciation listed\and discussed as a source of funds. For ex- 
ample, the summary table on page 7 makes it appear that business obtained $26 
billion in 1956 from depreciation and similar capital consumption charges. But 
how does depreciation—which is a deterioration of assets—provide business 
with any funds? 

The answer is that the procegs of depreciation does not provide funds. But 
when goods are sold the accountant divides the proceeds into several categories. 
One part is the cost of labor, materials, etc., involved in producing the goods, 
and since these expenses are paid in cash, the funds in this category are not 
available for financial purposes. Another part of the proceeds from sales is 
regarded as a reimbursement for the loss of value involved in depreciation. 
This part is available for meeting the firm’s financial needs. It is usually listed 
among the source of funds simply as “depreciation.” 

Certain other types of capital consumption allowances are also a source of 
funds in the same sense. It is the custom to charge the purchase of certain 
types of plant and equipment directly to expense in the year of purchase, in- 
stead of entering them as an asset to be written off in depreciation. Outlays for 
drilling oil and gas wells (which we have included as an application of funds 
for plant and equipment—see appendix A, table 1) are usually treated in this 
way. 

Accidental damage to plant and equipment is also a source of funds. Wither 
the loss is recovered by insurance or else*some part of current sales receipts 
must be regarded as a reimbursement for it. 

The total of these various allowances is a substantial figure, averaging $16 
billion annually in the years 1946 through 1956. However, as has been em- 
phasized, these allowances fall far short. of providing for the replacement of 
the value lost through current capital consumption. 
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CuHartT 9 


: BORROWING AS A SOURCE OF FUNDS 
FOR CORPORATIONS 
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Data in Appendix A, Table 13. 
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Borrowing as a source of funds 


Business borrowing as a means of obtaining funds is a subject which requires 
extended treatment. Since satisfactory statistics are not available for the in- 
debtedness of unincorporated enterprises, the factual analysis must be limited 
to the debt of corporations. 

Chart 8 shows the total outstanding indebtedness of corporations on December 
81 of each year since 1929. There was some fluctuation, upward and downward, 
in corporate debt during the years between 1929 and the end of World War II. 
However, at the end of 1945 the total debt was approximately the same as it 
had been at the end of 1929. 

Beginning in 1946 corporate debt began to rise rapidly. The rise continued 
during the post-war years except for a slight reduction during the minor re- 
cessions of 1949 and 1954. Outstanding debt increased by about $123 billion 
(from 85.8 to 208.2) in the period 1946 through 1956. In other words, cor- 
porations borrowed an average of about $11 billion a year. This borrowing took 
several different forms, as indicated on chart 9. 

The words “debt” and “borrowing” are here used in the broadest possible 
sense. It is obvious that corporations obtain funds by increasing their indebt- 
edness in the form of bank loans, mortgage loans, or bond issues. There are 
two other types of indebtedness that also provide funds and have much the same 
financial effects—trade payables and income tax accruals. 

When corporations buy goods on account they are in essence borrowing funds 
from their suppliers. With the post-war expansion of business activity, it was 
natural to expect an increase in the amount of trade payables outstanding, and 
this increase was an important source of funds. 

This use of trade credit is reciprocal among business firms. Practically every 
corporation must, to some extent, finance the sale of its own output by extend- 
ing credit to its customers. Almost every corporation depends to some extent 
on its suppliers (i. e., other corporations or unincorporated businesses) for credit 
in making its purchases. In the first case it applies funds to “the extension of 
credit to customers.” In the second case it obtains funds from “credit extended 
by suppliers.” 

An accrual of income taxes is also basically a method of debt financing al- 
though it is not available at the discretion of management. As long as the 
taxes remain unpaid the corporation is operating with money owed to the Gov- 
ernment. Income taxes are properly charged against the year on whose income 
they are assessed but in most of the years covered by this study they were paid 
during the following year.’ Thus at any given moment there is a certain amount 
of taxes accrued but not yet paid. This amount is temporarily available for the 
financial needs of the corporation. Any increase in the amount of accrued but 
unpaid taxes represents a source of additional funds. The effect all around is 
as though the corporation had paid its taxes as they accrued and then borrowed 
short-term money from the Government. 

(In case it still appears strange that an increase in the amount of accrued 
taxes is a source of funds, the reader should be reminded that retained profits, 
one of the other sources of funds, is computed after taxes. The amount of taxes 
deducted is the amount accrued against the income of the current year, rather 
than the amount actually paid during the year. If there is an increase during 
the year in the balance this indicates that more accrued than was paid. Thus 
in such a case, by deducting the amount accrued in computing retained profit, 
more is deducted than is actually paid out-of-pocket. The difference appears as 
a source of funds under “Increase of corporate income-tax accruals.” ) 

Changes in the volume of corporate debt are not wholly the result of deliber- 
ate financial decisions by the corporations. In part, at least, they come about 
through the automatic impact of economic events. This is especially true of 
short-term debt in the form of bank loans or trade payables. This type of credit 
is used to finance current transactions, and with an increase in the dollar volume 
of business it is natural to expect that the volume of bank and trade debt would 
increase. Naturally, in the postwar period when dollar business was growing 
this type of debt expanded along with it. 

In much the same way, the use of income taxes accrued as a source of funds 
was not the product of a decision to borrow money from the Government. It 
resulted from two causes: the increase in dollar profits before taxes, and the 
rise between 1946 and 1956 in corporate tax rates. 


7 Beginning in 1955 a gradual shift was started toward paying 50 percent of the tax in 
the year in which the income was earned and 50 percent in the following year. 
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In the 1946-56 period dollar volume of corporate sales increased by 124 per- 
cent, During that interval corporate short-term debt increased by 112 percent 
($52.2 billion to $110.9 billion) and long-term debt increased by 136 percent 
($41.3 billion to $97.3 billion). 

Short-term debt is usually related to changes in the dollar volume of business, 
It has expanded in all years in the postwar period in which business volume in- 
creased and it declined in the 2 recession years of 1949 and 1954, This is logical 
when we examine the composition of short-term credit. Trade payables will 
decrease with a decline in business activity—old accounts are paid off and not 
replaced by an equal amount of new accounts. Federal income-tax accruals 
against earned income of the year are less when profits decline in a recession 
year. Lower business requirements result in the repayment of old bank loans 
and the negotiation of new loans for smaller amounts. 

Long-term debt is usually the result of carefully considered decisions to obtain 
additional funds by this means for capital projects. The principal users of long- 
term debt in recent years are the public utilities in the financing of expansion. 
Thus, fluctuations in long-term debt are not closely related to short-term 
business trends. 

The extensive use of debt financinng in recent years seems to be primarily due 
to the following factors: 

1. No income tax is paid on funds earned to pay interest charges. By contrast, 
when capital is raised through sales of stock the full tax must be paid on the 
income used to pay dividends. 

2. Low-interest rates fostered by the Government in most years covered by 
the study resulted in low carrying charges on borrowed funds. 

8. Individuals have preferred to keep their savings in financial institutions— 
savings banks, insurance companies—to a greater extent than in previous periods. 
Such institutions can provide loan funds, but legal restrictions limit their 
investment in equities. 

Since debt is always a burden there is a difference whether funds are obtained 
through borrowing or through other sources, Unless the burden is to be carried 
permanently the debt will have to be repaid, and this means that funds which 
might be available for other purposes in the future will be absorbed in repayment 
of debt. Financing through debt increases the vulnerability of business to 
economic vicissitudes. When a decline in profits makes it impossible for a firm 
to pay dividends the effect is unfortunate but not fatal. But when a firm can- 
ae interest as it falls due or make required repayment of principal, it faces 

ptey. 

Turning to the concrete situation, does it follow that postwar borrowing has 
raised the burden of corporations to a dangerous or oppressive level? It cannot 
accurately be said that this has occurred. Although large sums have been 
borrowed, present levels of debt are no more alarming when considered in rela- 
tion to present economic conditions than debt levels of 1939 in relation to the 
economic conditions of that year. In fact debt has increased only about half 
as fast as the dollar sales out of which the carrying charges on that debt have to 
be met. Between 1939 and 1956 the indebtedness of corporations nearly tripled 
while dollar sales quintupled, 

In part this situation—borrowing without any increase in the debt burden 
relative to the total dollar volume of business being transacted—is a normal 
feature of economic growth. But in part it is a special result of the postwar 
inflation. Inflation reduces the real burden of debtors and the real claim of 
creditors. Corporations, being debtors on balance, have seen the burden of their 
obligations decline with the decline in the value of the dollar. 

It is generally recognized that any realistic appraisal of income trends since 
1939 requires that account be taken of the decreasing purchasing power of the 
dollar. A dollar of income today will command, in physical goods and services, 
only as much as 51 cents would buy in 1939. It is just as true that the satisfac- 
tion of $1 of debt today requires the surrender of only as much in physical goods 
and services as the repayment of 51 cents of debt in 1939. The real burden of 
each dollar of debt has declined just as has the real purchasing power of each 
dollar of income, 

To put the matter concretely, corporations have borrowed about $135 billion 
since 1939 (net of repayments). This has been piled on top of the $74 billion 
of debt outstanding at the end of 1939. But meanwhile the price level has 
doubled or, to make the same statement another way, the value of the dollar has 
been cut in half. Thus, while the process of borrowing increased the absolute 
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level of debt, inflation reduced the burdensome effect of this debt on corporations. 

Of course such a process cannot be painless. The advantage to the debtor 
is matched by the cost to the ereditor. Corporate debt is held by individuals, 
by savings banks, and by insurance companies. The individual holders of bonds 
and the depositors and policyholders have suffered a loss corresponding to the 
benefit derived by the debtor corporations. 

One other matter must be considered in connection with business borrowing: 
namely, its broad social implications. Any expansion of debt affects not only 
the borrower and lender but the economy as a whole. Economists generally 
agree that overexpansion of credit—public, private, or both—is a basic causative 
factor of inflationary episodes. Many financial collapses have occurred at the 
end of a long period of credit expansion. For these reasons serious concern 
should be felt in regard to the increase in debt which has occurred in recent 
years and in regard to the part that business finance has played in that increase. 
Between December 31, 1946, and December 31, 1956, total debt of all kinds, 
public and private, increased from $397 billion to $684 billion. About 40 percent 
of this net increase is accounted for by the expansion of corporate debt from 
$94 billion to $208 billion. 


New issues of corporation stock 


New stock issues differ in a number of important respects from the alternative 
methods of financing open to corporations. There are important financial pur- 
poses for which new stock issues are indispensable. 

Retained earnings are, in a sense, also a contribution of new equity capital 
by stockholders through their forbearance in not claiming the full amount of 
current profit in dividends. But retained earnings are not available for the 
formation of the brand-new corporations which it may be desirable to set up 
for exploiting some new process or product. Among existing corporations there 
is no assurance that the availability of retained earnings will bear any relation- 
ship whatever with the comparative desirability of expansion. The test as to 
whether any expansion program should be carried out, ought to be the future 
usefulness and profitability of the new assets, and not the present availability of 
retained profits in the particular corporation concerned. 

Loan capital is not, in general, a satisfactory substitute for stock issues. 
Borrowing involves a definite commitment to repay certain stated sums at stated 
times. If a firm cannot meet these commitments it is bankrupt. Therefore, it is 
entirely inappropriate that risky expansion programs should be financed by 
borrowed money. But in a dynamic economy risk-taking is highly desirable and 
in fact unavoidable. We should not make much progress if no one were willing 
or able to undertake risky and unpredictable ventures. 

Equity capital furnishes the necessary base which makes borrowing possible. 
The general rule is that no creditor loses any of his investment until the stock- 
holder has lost all of his. Thus equity capital is the margin of safety which 
insures the lender against loss and persuades him to make his savings available. 
But this margin of safety will shrink if outstanding debt increases without a 
proportional increase in equity investment. 

Thus no other source of funds is a satisfactory substitute for new stock issues, 
and healthy economic growth requires that adequate funds be available in this 
form. For this reason it is somewhat disturbing that net new stock issues have 
been so small, in relation to other sources of financing, since 1946. (See summary 
table, p. 7.) The capital provided by such issues averaged only $2.1 billion a 
year, in the period 1946-56. 


Equity investment in unincorporated business 


In unincorporated firms, the financial contribution of partners or proprietors 
plays the same role as the contribution of stockholders in corporations. It pro- 
vides the funds for risky ventures, and the necessary base for borrowing addi- 
tional funds. Just as in the case of corporations, an increase in the owners’ 
equity in an unincorporated enterprise can result either from brand-new con- 
tributions or from failure to withdraw profits. 

It is rather difficult to estimate precisely the annual amount of capital made 
available by new investment of this type. The difficulty arises partly from the 
sketchiness of published statistics, but partly also from the difficulty of defining 
just what types of financial activity come under this head. Subscription to a 
new issue of stock is a rather clear-cut procedure, but does new investment 
in an unincorporated firm take place when the proprietor deposits cash in the 
firm’s account? Or does it occur when the cash is spent for tangible assets? 
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Many proprietors make only a vague distinction between their personal liquid 
assets and the liquid assets of their firm. Although they usually maintain a 
separate bank account for the firm, often the segregation of cash between the 
firm’s account and their personal account is merely a matter of convenience. 

Estimates are available of the annual purchase of plant and equipment by un- 
incorporated businesses, their annual depreciation, the annual change in their 
debt position, the annual increment to inventories, and the annual change in 
their holdings of liquid assets. From these a rough estimate may be made of 
the annual increase in net worth; i. e., of the annual equity investment. The 
equity investment is the acquisition of assets less the depreciation less the net 
increase in debt. 

By this formula, equity investment in unincorporated business averaged only 
$0.8 billion for the period 1946 to 1956. This is in sharp contrast to the $43 
billion a year average for the years 1940 to 1945. The difference between these 
two figures is primarily the result of cash accumulation during the war years 
and its reduction after the war. As pointed out above the liquid assets of un- 
incorporated firms are in an equivocal position, since it is difficult to say whether 
or not they are invested in the firm. If liquid assets are excluded from the 
definition of net worth then equity investment averaged about the same in both 
periods—$0.7 billion a year for 1940-45 and $0.8 billion a year for 1946-56. 

But, just as in the case of corporations, a certain amount of what appears as 
new equity investment on the books.is necessary merely to maintain assets with- 
out expanding them. The full cost of such maintenance is not charged to current 
expense under present accounting procedures. 

It turns out that the new equity investment was just barely enough to provide 
for maintenance’ of assets in 1940-45 and only half enough in 1946-56. The 
situation was as follows: * 


[Billions of dollars) 
Annual Annual 
—— ar eraeey 
Increase in owners’ equity, per books._..-..........-.-..-.-_-------.----..-- $4.3 $0.8 
Increase in owners’ equity, excluding increase or decrease in liquid assets- ._- 2 8 
in owners’ equity required to provide for maintenance not provided 
a Oe  neeebcwebslercbendacs 5 ae 


It is perfectly clear, for the period 1946-56 at least, that contributions of 
capital by owners of unincorporated firms have not been sufficient to maintain 
their physical assets, much less to expand them. That is not to say that the 
assets have not been maintained or expanded, but the funds for the purpose 
must have been borrowed. 


Inflation and business finance 


The analytical discussion of the several sources and applications of business 
funds has now been completed. It remains to step back and take a view of 
the whole process in perspective. 

One theme which cropped up persistently throughout the discussion is the 
subject of inflation. The inflationary rise in the price level has had certain 
effects on business finance, and likewise business finance has had certain effects 
on inflationary potentials. 

One result of inflation is to cause business accounting records to be misleading 
in regard to the extent of business expansion and in regard to the manner in 
which it is financed. The real investment in inventories is exaggerated because 
of the rise in the unit prices at which they are carried on the books, The real 
expansion of plant and equipment is exaggerated since allowances for depre- 
ciation are based on prices lower than those now prevailing. On the sources 
side of the picture, the funds available for expansion are overstated. It would 
be natural to assume that the whole amount of retained profits as stated is 
available for expansion but in a period of inflation this turns out not to be so. 

It might seem that, in these matters, inflation does not affect the actual course 
of events, but only the accuracy of the information we have on the course of 
events. But if policy making by Government and business is at all rational it 
must certainly bear some relation to fact or to what is accepted as fact. Infla- 
tion, through its effects on the accuracy of financial statistics, must be pre- 


® For annual detail see appendix A, tables 15 and 16. 
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sumed to have had secondary effects on the actions of those who are guided by 
the statistics. 

We can only speculate on what might have occurred if inflation had not dis- 
torted the recent record of business expansion and business profits. Would 
legislators have been quite so ready to maintain the high rates of taxation on 
profits if they had realized how much of those apparent profits was needed merely 
to replace assets? Would businessmen have been quite so satisfied with their 
acquisitions of plant and equipment if they had fully understood how small a 
margin actually represented net expansion? Would economists have been quite 
so complacent about “the venture capital shortage” if they had not had exag- 
gerated notions of the extent of business expansion since World War II? 

The cause-and-effect relationship between inflation and business debt is much 
clearer. Here it is not a matter of misleading information, but a direct con- 
nection which runs both ways—business borrowing affects inflationary forces 
and the course of inflation affects the burden of business debt. 

In recent years business has financed the expansion of its assets to a large 
extent by borrowing. In the course of this process business has approximately 
tripled its indebtedness since 1939. But the simultaneous doubling of the price 
level minimizes the “real burden” of business debt and the quintupling of sales 
makes it easier to meet the carrying charges. 

Thus a peculiar combination of circumstances has made business borrowing 
necessary and at the same time has tempered the effects of borrowing on the 
business firms which resort to it. Does this mean that businessmen should view 
the progress of inflation with satisfaction, and hope for its continuation? This 
would be a short-sighted position and not many businessmen are likely to take 
it. Businessmen would rather finance their activities through more normal 
capital-raising procedures than through the losses imposed on their creditors 
by inflation, for the health of business is wrapped up with the general health of 
the economy. The continuation of inflation could only lead to a general economic 
catastrophe which might very well destroy our business system as we know it. 

Inflation has disguised the basic financial problem of our time—the inade- 
quate supply of venture capital. If in the future we are to have economic growth 
without inflation, we shall have to face the challenge and solve the problem. 


APPENDIX A 
[Billions of dollars] 


STATISTICAL TABULATIONS, SHOWING Sources AND METHODS 


Since the conclusions presented in the body of this study are in some cases 
at variance with accepted opinions, it is desirable that they be completely docu- 
mented. The factual material was derived, basically, from publications of the 
United States Government, the most important of these being the national income 
accounts of the Department of Commerce. However, the source material has 
been subjected to certain adjustments and grouped in certain combinations, not 
specifically sanctioned by the Government agencies which published it. For this 
reason responsibility for the final data must be shared between various Govern- 
ment statistical agencies and the NAM research department. 

The purpose of appendix A is to tabulate the figures on which the charts, 
tables, and textural remarks appearing in the body of the study are based and, 
further, to list the original sources and explain the methods and assumptions used 
in treating the source data. In this way the reader will be able to audit the 
entire statistical process. 

The problem of estimating the degree to which amounts charged to deprecia- 
tion in recent years understate the true level of capital consumption is a special 
matter and a highly important one. It is therefore treated separately in 
appendix B. 

The national income accounts give a vast amount of detail on the operations 
of the economy, listed in some 50 tables. The complete tabulations, for the years 
1929 through 1956, appear in the following two publications of the United States 
Department of Commerce: 

1. National Income Supplement to the Survey of Current Business, 1954 
Edition. 

2. Survey of Current Business, July 1957. 

Where the two sources give different figures, the latter source is taken as 
superseding. The source notes will refer to this material, for brevity, as “NIA, 
table —.” 
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TaBLe 1.—Business expenditures for plant and equipment 











{Billions of dollars] 
Total Total 
Business business Business | Business business 

durable | outlays for construc- durable | outlays for 

equipment} plant and tion equipment | plant and 

equipment equipment 

(2) (3) ( @) 3) 

DO i canes 4.0 4.4 8.4 |] 1943....._._. 1.1 3.5 4.6 
SESE 3.2 3.3 6.5 {| 1944_._. é4 1.4 4.7 6.1 
Re kad 1.8 2.1 3.9 |] 1945... .._-. 2.2 7.0 9.2 
ae 1.0 1.3 hE, Sahn aneemn 4.9 10.0 14.9 
ae 8 1.4 BP Weelas-s---- 05 5,6 15.1 20.7 
Bi p<sheteeen 9 2.1 3.0 }] 1948_...__.__- 6.8 16.7 23.5 
1936........- 1.1 2.7 3.8 |} 1949... ..._.- 6.4 15.3 21.7 
estiive rs 1.4 3.7 5.1 illitaeianineaen 7.0 18.5 25. 5 
eis tas ala 2.0 4.5 6.5 |} 1062...._..--- 8.7 20.3 29.0 
1 Pete aha 15 3.1 4.6 {}'1052__........ 9.0 20.6 29.6 
1939_........- 1.7 3.7 5.4.1) 1953.........- 10.3 21.4 31.7 
WD Shssécccen 2.0 49 Oe i domes 10.6 19.8 30.4 
BORD iii sone 2.5 6.1 G67 tae..-----.- 12.1 21.1 33.2 
Beets. 1.6 3.7 5.3 |} 1066... ...-- 13.7 25. 5 39. 2 


NOTES TO TABLE 1 


The chief problem in estimating business outlays for plant and equipment is the elimination of private 

uisitions of homes, and farm expenditures for plant and equipment, from the usually cited aggregates. 

ol, (1). Business construction is estimated from NIA table 31, and is the sum of the following items in 

that table: Industrial buildings; warehouses, offices, and loft buildings; stores, restaurants, and garages; 
blic utility; petroleum and natural-gas well drilling. 

Col. (2). Business outlays for durable a an is estimated by deducting an estimate of such outlays 
by farms from the total of all expenditures for durable equipment (NIA table 2). The farm outlays are 
estimated as follows: 

For 1933 to 1956: New construction and producers durable equipment—farms (NIA table 6) less farm 
construction (NIA table 31). 

For 1929 to 1932: Expenditures for farm machinery and equipment (NIA table 32) plus expenditures for 
tractors (NIA table 32) plus 18 percent of the remainder when these 2 items are deducted from total outlays 
for producers’ durable equipment (NIA table 2). The 18 percent is an estimate of the farmers’ share of 
durable producers’ equipment other than farm machinery and equipment and tractors. 

Col. (3). Sum of cols. (1) and (2). This total is greater than certain other figures often cited on business 
outlays for plant and equipment since it includes certain acquisitions charged to current expense. 


TABLE 2.—Business expenditures for plant and equipment, corrected for price 





changes 
[Billions of 1947 doilars)} 
| 
Total Total 
Business | Business business Business | Business | business 
construc- durable -| outlays for construc- durable | outlays for 
tion equipment} plant and tion equipment | plant and 
equipment equipment 
@) (2) @) ()) (2) (3) 
7.3 6.4 13.7 || 1943... 1.5 4.5 6.0 
6.1 5.0 11.1 || 1944. 1.8 6.0 7.8 
3.7 3.4 7.1 |} 1945. 5 2.9 8.8 11.7 
2.4 2.2 4.6 || 1946__._.._..- 5.9 11.4 17.3 
1.9 2.5 4.4 || 1947.....-_--- 5.6 15.1 20.7 
2.0 3.5 BT Bene tnnens 6.1 15.4 21.5 
2.3 4.6 6.9 || 1949.......__. 5.7 13.5 19.2 
easeese. .C 3.0 6.3 9.3 |) 1950_...._._-. 6.1 16.0 22.1 
rT 3.8 71 10.9 |} 1951_........- 7.0 16.2 23. 2 
esc a- 2.9 4.7 ae Ae ie caren 7.1 16.3 23. 4 
ne EEE 3.3 5.8 9.1 |] 1968.........-. 7.8 16.7 24.5 
Be ntictinceee 3.9 7.4 343.0) 2004. s<i- 7.9 15,5 23.4 
SE saerner 4.5 8.6 13.1 |) 1055.......... 8.9 16.1 25.0 
se cow 2.5 4.8 ae Oh, We a> on 9.6 18.3 27.9 


NOTES TO TABLE 2 


Table 2 converts the dollar totals in table 1 into estimates of the physical amount of plant and equipment 
acquired by business. This is done by “‘deflating” the dollar figures by price index numbers. The best 
available index numbers for this pu: are the “implicit price deflators” derived by the Department of 
Commerce in connection with its of gross nati product in constant dollars. 

Col. (1). Col. (1) of table 1, appendix A, deflated by implicit price index for new construction, other (NIA 


Col. (2). Col. (2) of table 1, a dix A, deflated by implicit price index for producers’ durable equi 
ment NTA table 41). — Pane P vere 
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TABLE 3.—Business depreciation charges—Per books 




















[Billions of dollars] 
| 
| Total Corpo- Unincorporated Total Corpo- Unincorporated 
| business rate depreciation charges business rate jdepreciation charges 
| deprecia- | deprecia- Da es deprecia- | deprecia- 
tion tion tion tion 
| ¢harges | charges (ist (2d charges | charges (ist (2d 
estimate)| estimate) estimate)| estimate) 
o | @ | wo | @ (1) (2) @) «) | 
sarees fncshncapel sins Pomel asic sins pleat ceed a tat aes aa i lh Mai iia 
| | | 
1929 5.3 3.9 | 1.4 | ; 1943_. 6.2 4.6 1.6 1.5 
1930..._.| 5.3 | 4.0 1.3 | | 1944... 6.9 5.0 1.9 1.5 
1931 ofl A, 2 | 4.0 | 1,2 |. --. |} 1945.-.-. 7.2 6.0 1.2 1.5 
1932 a 1.6 3.7 | .9 “aad 1946_._.- 5.7 4.2 1.5 1.8 } 
1933 re 4.3 3.5 8 | 0.8 1947__... 7.3 5,2 2.1 2.4 j 
1934. ....| 4.1 | 3.4 | 7} 9 |} 1948. __. 8.7 6.2 2.5 | 2.8 
1935__.._| 4.2 3.4 | 8 | 9 || 1949..._. 10. 2 4 3.1 3.3 
1936 4.0 3.3 7 1.0 | 1950._._- 11.1 7.8 3.3 3.6 
1937 4.1 | 3.3 | 8 | 1.0 || 1951_.._- 12.6 9.0 3.6 4.1 
1938 4.0 3.4 | .6 1.0 || 1952__-.- 14.4 10. 4 4.0 4.4 
1939__. 1.3 3.4 | 9 1.0 || 1953__- 16.3 11.8 4.5} 4.7 
1940 4.4 3. 5 | 9 L.0 1954... 18. 2 | 13.3 | 4.9 5.1 i 
1941 4.9 3.8 1.1 | 1.2 || 1955 | 21} 1481 5.3 5.5 | 
1942 5.7 4.3 1.4 1.4 || 1956. _- | 224} 16.5 5.0 | 5.9 
| | 1) j | 


| 


} 
| 
j 
| 
} 


NOTES TO TABLE 3 


| 


Col. (1): Business depreciation charges (NLA table 5) less depreeiation on account of persons other than 
unincorporated enterprises (NIA table 6) less depreciation on account of farms (NIA table 6). 

Col. (2): For 1929-45: Suecessive issues of Statistics of Income (U. 8S. Bureau of Internal Revenue). 
Special amortization included for 1942-45; for 1946-51: Survey of Current Business, February 1952, p. 28 
(C. S. Department of Commerce and Security and Exchange Commission); for 1952-56: Economic Report 
of the President, January 1957. 

Col. (3): Col. (1) minus col. (2). 

Col. (4): Depreciation on account of nnincorporated enterprises other then farms (NTA table 6). 

The difference between cols (3) and (4) is unexplained. However, the discrepancy is negligible in 
almost all years. In later uses col. (3) is taken in preferenee to col. (4). See appendix B, table 4, cols. 
(4) and (5). 
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TABLE 4.—Capital consumption by business 





[Billions of dollars] 
Deprecia- Adjust- Capital 
ape ment to | Depletion | outla 
depreci- charged to 
ation expense 
(1) (2) (3) (4) 
0. 0. 0. 
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NOTES TO TABLE 4 


Col. (1): Appendix A, table 3, col. (1). 

Col. (2): Appendix B, table 4, col. (3). 

Col. (3): NIA table 38. The jatest figure published is for 1954. 1955 and 1956 assumed to have increased 
over 1954 as 1954 did over 1952 and 1953. 

Cols. (4) and (5): NIA, table 4. 

Col. (6): Total of preceding columns. 

The allowances made on business books for capital consumption are taken as acceptable measures of 
capital consumption in current dollars, except for depreciation. The adjustment of depreciation to put 
it on a current price basis is described in appendix B. Probably a similar adjustment would be in order 
for amounts written off for accidental damage, which are usually based on historical costs. However, the 
amount involved is too small to justify the complicated adjustment. 

Depletion is usually charged on the basis of the current price leve!. 

The outlays charged to current expense are of course on a current price basis. There might be some 

uestion as to whether such outlays represent capital actually consumed in the same year. However, 
there can be no systematic upward or downward bias in accepting them as such, since the outlay would 
have to be written off at some time. 
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TaB_e 5.—Business investment in inventories 





[Billions of dollars] 
Net addition to Additional cost of Cost of physical 
book value of = exist- additions to in- 
inventories Total ing inventories Total ventories Total 
Corpora- | Unincor- Corpora- | Unincor- Corpora- | Unincor- 
tions rated tions ted tions _— 
usiness usiness usiness 
() (2) (3) (4) (5) (6) 7) (8) (9) 
ina oa 1.1 0.1 1.32 —0.5 —0.1 —0.6 1.6 0.3 18 
1090....... —3.1 —10 —4.1 —3.3 -.8 —4.0 2 —.3 —.1 
BR iansth eine —3.6 -—Li1 —4.6 —2.4 —.6 —3.0 -1L1 —.5 —16 
aT —2.9 -11 —3.9 —1.0 —-.3 —1.3 —-1.8 -.8 —2.6 
sini 1.3 .0 1.3 2.1 5 2.7 -.9 —.5 —1.4 
Bb ccccce 8 a 9 .6 on ae 2 .0 2 
TE noness 4 - a -2 on 3 2 a .4 
aie di 2.3 -6 2.9 oe wi 9 1.6 5 2.1 
i RS eeimen 1.6 -2 1.8 .0 0 1 1.5 2 1.7 
—1.9 —.3 —2.2 —10 —.2 —1.2 -.9 -.1 —1.0 
TE weidios 1.0 2 . = a 2 9 .3 on 3 
es 1.8 4 2.1 .2 0 2 1.6 3 1.9 
awn 5.8 1.3 7.1 2.5 6 3.1 3.3 on 4.0 
RS 1.7 5 2.2 1.2 4 1.6 56 -2 y 
| i netssnaess 3 .0 4 8 2 ') —.5 -.1 —-.6 
BEE nckons —.8 .6 —.2 3 on 4 —11 5 —.6 
1045....- —.5 a) 6 1 7 —1.0 .4 —.6 
' 1946__... 11.2 2.1 13.3 5.3 1.7 7.0 6.0 4 6.4 
| i tanec we 1.5 8.7 5.9 1.5 7.4 12 1 1.3 
TEE. deca 4.2 1.4 5.6 2.2 .4 2.6 2.1 1.0 3.0 
i 1949....... —3.6 —.7 —4.3 —1.9 —-.5 —2.4 —1.6 —.2 —1.9 
ei 9.8 2.6 12.4 4.9 1.1 6.0 4.9 1.5 6.4 
1951....... 9.3 1.2 10.6 13 -3 1.6 8.1 9 9.0 
i 1952. .... 9 0 9 —1.0 —.2 —1.2 1.9 3 2.1 
i $608 i0.<- 1.4 6 2.1 1.0 m 1.2 ».4 .4 9 
j icine —2.0 -.1 —2.0 3 m .4 —2.3 —.1 —2.4 
i 1956....... 5.0 1.0 6.0 1.7 3 2.0 3.2 .7 4.0 
1956....... 7.9 2 8.1 2.6 .6 3.1 5.4 —-.3 5.0 
| 


| 
| 
| 
| 


NOTES TO TABLE 5 


All data taken from NIA table 33. The additional cost of carrying existing inventories is the negative of 
the item listed as “Inventory valuation adjustment.” 


TABLE 6.—Receivables of corporations 


[Billions of dollars] 

Notes and Additional Notes and Additional 

accounts investment accounts investment 
receivable, | in receivables receivable, | in receivables 

December 31| during year December 31| during year 
SiR cachatelnaswbele RL cncincacddae i vonedstindseuneied 42.4 4.1 
BES ccbodcddtpadacabel 22.1 Se WF Ge csmedstotucccnsda 43.0 6 
PE ccasdsttnnannabd 24.0 PO Wy Mw cwededednccncede 56.8 13.8 
eS 225d ec ounebe 28.0 eS eee 61.5 4.7 
DE. c ckeeetilncccuabe 27.3 wagY TF Bile sé secccdedvceccoda 67.4 5.9 
BE; 2 xs<doiebecaneha 26.9 eRe WF BES s cocctodadecceceda 68. 5 11 
Ns Sncagutidboocsasd 26. 5 O8E@ GEE < cccdedudnccecuge 73.6 5.1 
Dea nl 25.9 ont It I: é Gantiebarconnete 83.9 10.3 
EL waa aieastin cade 30.7 Oe et  é ce wsckeebccacnde 91.4 7.5 

SL Goh caasenenen 38.3 7.6 








Note.—Data for 1939 to 1956 from releases of U. S. Securities and Exchange Commission, Working 
or ital of United States Corporations. 1938 data based on U.S. Bureau of Internal Revenue, Statistics 
ot income, 
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TABLE 7.-—Liquid-asset holdings of business 
[Billions of dollars] 


Liquid-asset holdings, Dec, 31 Increase in liquid assets during year 





Corpora- Unincor- 











Total tions porated Total 
business 

DE mistagntubnsetleawsntiene, 13.1 6,4 19.5 |.- oo cena i santa ‘. i 

ee eee 15.2 7,2 22.4 2.1 0.8 2.9 
PE iWwsitbwavounteuducaseronn 18.0 8.2 26.2 2.8 1.0 3.8 
DPRCCEG Cc CSCS dé eee cole 27.6 11.5 39.1 9.6 3.3 12.9 
aks et ep ies ascuguye= sos 40.4 | 16.4 | 56.8 12,8 4.9 17.7 
SR SGehMe agi >a Guyeseenea 46.1 21,2 67.3 5.7 48 10.5 
eich a eyib onda Riyighne'a 47.4 26. 4 73.8 1.3 5.2 6.5 
ing dg nnanataateanse 40. 5 26.4 66.9 —6.9 0 —6.9 
inh ts snesosoeeinmeocua 39.8 25. 5 65.3 —.7 —.9 —16 
iia gE ie wc acgapen oa 41.0 24.2 65. 2 1.2 | —1.3 -.1 
tiihiubte Wen awendabnnssaca 43.3 22. § 65.8 2.3 | —1.7 .6 
A cgihictieebikasciwgeqepenwes 47.8 23.0 70.8 4.5 5 5.0 
RE EE eee 50.8 23.8 74.6 3.0 8 3.8 
ite en amen a= Supidggn~ oa 50.8 23.6 74.4 0 —.2 —.2 
ued ana asus ehscccccu 52.8 24.0 76.8 2.0 + 2.4 
ate BiissecachedtefaesWju 51.8 24.8 76.6 —1.0 8 —.2 
Nik waht lae win wel apy q's n ae 56.7 25.1 81.8 4.9 .3 5.2 
CD inbicueddaigiitaAaatumce ln cele 1 §3.7 124.1 177.8 i —3.0 1—1.0 1—4.0 

1 Estimated. veGntion 


1939-48 data from Federal Reserve Bulletin, July 1952, p. 757. 
1949-55 data from Federal Reserve Bulletin, Flow-of-Funds Accounts, April 1957. 
1956 data estimated from Survey of Current Business, Sources and Uses of Corporate Funds, September 


1957, p. 9. 
“Liquid assets” is defined to include: Currency, demand deposits, time deposits, savings and Joan shares, 
U. 8. Government securities. 


TABLE 8.—Disposition of corporate profits—All corporations except banks and 
insurance carriers 








[Billions of dollars] 
Total Total 
rofits |Taxeson| Divi- | Retained rofits |Taxeson| Divi- | Retained 
fore profits dends profits fore profits dends profits 
tax tax 
@ (2) (3) (4) (1) (2) (3) (4) 
1929... 8.7 1.3 5.3 2.1 || 1943_...- 23.7 13.9 4.2 5.6 
1930_.... 2.8 af 5.1 —3.0 |} 1044..... 22.2 12.6 4.4 5. 
1931..... -6 .5 3.7 —5.1 1945_.__- 17.9 10.3 4.4 3.2 
1982. .... —3.0 .4 2.3 —5.7 || 1046....- 21.4 8.7 5.5 7.2 
2 5 2.0 —2.2 || 1947_...- 28. 5 10.9 6.1 11.3 
1.6 Be 2.4 —1.5 |] 1948_.__- 31.3 11.9 6.8 12.4 
2.8 1.0 aa —.7 }} 1949..... 24.3 9.7 7.1 7.6 
6.3 1.4 4.3 —.3 |] 1950....- 38.2 17.0 8.7 12.3 
5.7 1.5 4.5 —.3 |) 1951_...- 39.3 21.5 8.7 9.1 
2.8 1.0 3.2 ~L1 3052..... 33.5 18.6 8.6 6.3 
5.9 1.4 3.6 1.0 || 1963..... 34.2 18.9 8.8 6.5 
8.8 2.3 3.8 2.2 || 1954... 30.7 | 15.9 9.4 5.4 
16.4 7.6 4.3 4.6 || 1955.._-- 39.4 19.7 10. 5 9.1 
20.2 11.2 4.1 4.9 || 1956____. 39.9 20.2 11.3 8.5 


Col. (1): NIA table 18. 

Col. (2): NIA table 19. 

Col. (3); NIA table 21, 

Col. (4); NIA table 22, 

“Banking” and “Ihsurance carriers’’ deducted from totals in each of these source tables. 
Profits are stated before deduction of depletion charges. 
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TABLE 9.—Retained profits needed for maintenance of corporate assets 
(Billions of dollars] 


Corporate Additional Retained 
| Depletion | adjustment | cost of carry- | profits need- 
to epeece ing existing | ed to main- 

tion inventories | tain assets 








= 
1954 
1955 
1956_...-. 


(1) (2) (3) (4) 

MR dine 0.6 0.4 0.5 0.5 
1930. 6 2 —3.3 —2.6 
ln 3 0 —2.4 —2.1 
1932__ ‘2 = —1.0 =f 
OE cud .2 a 21 L7 
i ccacaiks 3 =4] 6 8 
1935___. ‘3 | on .2 4 
So rascxt ines cties 4 | ai 7 10 
RR 5 RI 5 | 1) 0 .6 
1938____. a ‘2 | —1.0 ~4 
1939. ___ 4 2 7 13 
1940__- 5 .2 2 9 
1941 5 5 25 3.5 
1942 .6 8 1.2 2.6 
1943___ 6 1.0 8 2.4 
1944 7 12 3 2.2 
1945 7 L1 .6 2.4 
ee Ee ok ee 8 11 5.3 7.2 
edhe <6 1.2 2.2 5.9 9.3 
1948 L7 2.5 2.2 6.4 
1949 1.5 2.8 —1.9 2.4 
1950 1.7 2.6 4.9 9.2 
eS eres 2.1 3.2 1.3 6.6 
anit 21 3.1 —1.0 4.2 

2.3 3.3 1.0 6.6 

2.4 3.0 3 5.7 

2.5 3.2 7 7.4 

2.5 4.6 6 9.7 


pr. 





NOTES 


Col. (1): Appendix A, table 4, col. (3). Depletion appears in this list because the Department of Com- 
merce does not deduct it from profit in the national income accounts. 

Col. (2): Appendix B, table 4, col. (4). 

Col. (3): Appendix A, table 5, col. (4). 

Col. (4): Total of preceding columns. 


TABLE 10.—Oorporate dividends in relation to national income 
[Money figures in billions of dollars] 

















| 
Dividends Dividends 
National | Corporate | as a per- National | Corporate | asa 
income dividends cent of income dividends cent of 
national nat; 
income income 
| 
| (1) (2) (3) | (1) (2) (3) 
1929... | 7.8 5.8 6.6 || 1943....---.- 170.3 4.5 2.6 
1930... a 75.7 | 5.5 7.3 1) 1004..2.0---0 182. 6 4.7 2.6 
a. nel 59.7 4.1 6.9 || 1945_..-.-_..- 181.2 4.7 2.6 
eee 42.5 2.6 61 Tf MM......... 179.6 5.8 3.2 
SR cere 40.2 2.1 G3 0 ae... 197.2 6.5 3.3 
1934... | 49.0 2.6 | 5.3 || 1948......... 291.6 7.2 3.2 
ee 57.1 2.9 68-0 Wiccene-e 216. 2 7.5 3.5 
BO oh ve 64.9 4.5 6.9 F Biedscene> 240. 0 9.2 3.8 
oars 73.6 4.7 6.4 |) 1951....- 277.0 9.1 3.3 
1938... | 67.6 | 3.2 4.7 |} 1052........- 290. 2 9.0 3.1 
Re 72.8 | 3.8 BS Fes rene 302.1 9.3 3.1 
1940___. 81.6 | 4.0 4.9 || 1954.......... 299.0 9.9 3.3 
1941__. | 104.7 4.5 4.3 || 1956.......... 324.1 11.0 3.4 
1942... 137.7 | 4.3 3.1 1966.--------| 343.6 11.9 3.5 
NOTES 


Dividend figure in this table includes banks and insurance companies and for that reason differs from 
dividend figure in table 8. 

Cols. (1) and (2): NIA table 1. 

Col. (8): Col. (2) as percent of col. (1). 
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TaBLe 11.—Depreciation and other capital consumption allowances as a source 








of funds 
{Billions of dollars} 

Capital Total Capital Total 

Depre- | outlays | Acciden-| capital Depre- | outlays | Acciden-| capital 
ciation | charged | tal dam- | consump- ciation | charged | tal dam- | consump- 

per to tion per to to tion 

books | current charged books | current ed 

expense to expense | capital to 
expense expense 

@ (2) (4) (1) (2) (8) (4) 
5.3 0.5 0.4 6.2 6.2 0.6 0.4 7.2 
5.3 -4 -4 6.1 6.9 9 -4 8.2 
5.2 3 4 5.9 7.2 9 4 8.5 
4.6 om -3 5.1 5.7 1.2 -4 7.3 
4.3 2 3 4.8 7.3 1.4 6 9.3 
41 3 “a 4.6 8.7 1.6 6 10.9 
4,2 3 2 4.7 10.2 1.5 5 12.2 
4.0 4 4 4.8 11.1 1.9 6 13.6 
4.1 5 3 4.9 12.6 2.2 9 15.7 
4.0 5 4 4.9 14.4 2.1 7 17.2 
4,3 -5 a 5.0 16.3 2.3 8 19.4 
4.4 6 2 5.2 18.2 2.4 9 21.5 
4.4 of 3 5.9 20.1 2.5 1.1 23.7 
5,7 5 5 6.5 22.4 2.6 of 25.7 





Note.—This table includes some of the items in appendix A, table 4. The difference between table 4 
and the present table is that the former attempts to estimate actual consumption of capital, whereas the 
latter includes only the allowances in business records on account of such consumption. 


Tas_Le 12.—Net debt of corporations, Dec, $1 of each year 





[Billions of dollars) 
Total debt | Long term | Short term Total debt | Long term | Short term 
@ (2) 169) (2) (3) 
i hntasindiasinasas 88.9 47.3 41.6 |] 1943.......... 95.5 41.0 54.5 
tian ict 89.3 61.1 38.2 |} 1044......... 94.1 39.8 54.3 
Be icccintecteiiacll 83.5 50.3 sik eee. 85.3 38.3 47.0 
De intinekipeath 80.0 49.2 30.8 |} 1946.......... 93.5 41.3 52.2 
a sais oeipnedhel 76.9 47.9 20.1 |} 1947......._.. 108. 9 46.1 62.8 
Se iiabinddseiges 75.5 44.6 SAD BF Bie ece nconce 117.8 52.5 65.3 
i bininidiedoe 74.8 43.6 31.2 || 1949.....-.... 118.0 56.5 61.5 
teowebiwnn 76.1 42.5 33.5 jj 1950.......... 142.1 60.1 81.9 
EE 75.8 43.5 Be Be arenense 162. 6 66. 6 95.9 
Begbeesls5s. 73.3 44.8 28.4 |] 1062.......... 171.0 73.3 97.7 
ee 73.5 44.4 29.2 |} 1953.......... 179.5 78.3 101.2 
2... 75.6 43.7 31.9 |} 1954.........- 177.3 82.6 94.8 
) i ae 83.4 43.6 89.8 || 1955.........- 195.9 89.3 106. 5 
Weil... 91.6 42.7 49.0 |} 1956......._.- 208. 2 97.3 110. 9 


Notse.—The term “net” debt indicates that debt owed by 1 corporation to another member of an affili- 
ated m. has been eliminated. 

Estimates are by U. 8. Department of Commerce and are published in Survey of Current Business: 
October 1950, p. 14; and May 1957, p. 17. 
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TABLE 13.—Oorporation borrowing as a source of funds 


[Billions of dollars] 
Federal in- Total of 
Trade pay-| come tax | Bank loans | Other debt |Bond issues} listed forms 
ables liabilities of borrow- 
ing 
(1) (2) (3) (4) (5) (6) 
1946... shih men ee Gained 3.7 —1.6 2.1 3.9 Es 9.2 
, ae Ss ereehiis tn ties ab 4.5 2.1 1.4 3.4 3.0 14.4 
Bliedd cd kbs cwcisanededbe died 1.3 1.0 5 bee 4.7 9.2 
1949... a phbiatiinyiiliy hain thin -.3 —2.2 —1.7 -.1 3.3 —1.0 
TI tins alia umnmedieiaiamicmadl 8.8 7.2 2.1 1.5 2.0 21.6 
Wee cewecdccben eccpdbietscabe av 4.4 3.9 3.4 3.6 18.0 
Be isinadévtiiuvsnssbetioubiedudl 2.7 —2.8 1.6 3.9 4.9 10.3 
| SR ee ee 4 4 -.1 2.7 4.8 8.2 
Tadic ahetoladgeancieditsisinmwaien —1.1 —3.0 —1.1 .8 3.8 —-.6 
Beeisesssdaibindseubyaecctcall 5.4 2.8 3.0 3.4 4.5 19.1 
Race duties cdicibsbckhwd 2.9 —15 2.2 5.3 5.2 14.1 
NOTES 


If all forms of borrowing were accounted for the total in col. (6) would be identical with the net increase in 
om 1) oftable 12. The slight discrepancy is probably due to omission of certain forms of debt in the present 
table. 

Cols. (1) through (5): Estimates of U. 8. Department of Commerce, published in Survey of Current 
Business Se tember 1957, p 

Col. (6): ' otal of poonnding 6 columns. 


TABLE 14.—Net new issues of corporate stock 
[Billions of dollars] 


ING eel. ees 4. Ot 9008 e cello a 8.0 
I00T soon ick cna ee 1, 6 WRG B osc e cnn gee onetpanep tare - 2.3 
1988... on tiidsenccnncinbsmcuciiig 1, 2} 10G 6 nee nee ecient 2.1 
DD ening ein aina teas coated 1,6] 1906... ediedinddsncudi uy 2.5 
LOO oo scinchtomcaiisinonpgninnchriettecniieaites Bip 2) BRO ete rmeeeseepsedbivie siaieriarimailamenrttataheae 3.0 
IE ens endo tessa geienptaiesinsitiia capitis 2.7 


Norrn.—Estimates of U. 8. Department of Commerce, Published in Survey of Current 
Business, September 1957, p. 9. 
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TABLE 15.—New equity investment in unincorporated business 
[Billions of amen 





Incre- New New 
Increased] ment to | Outlays Increase Seteenne | equity equity 
holdings book for plant | Depreci- | in bank . invest- | invest- 


of liquid | value of and ation |andmort- ae | ment in- | ment not 
assets | inven- | equip- gage debt | P®Y®™€S | “Gluding | including 
tories ment liquid liquid 
assets assets 
() (2) (3) (4) (5) (6) (7) (8) 
1940___ > bea 0.8 0.4 2.0 1.0 0.1 0.5 1.6 0.8 
1941___ di 1.0 1.3 2.6 1.2 6 1.3 1.8 8 
dois ok cakes eps ireces 3.3 5 1.2 1.4 -.1 —2.0 5.7 2.4 
aE US SS 4.9 sali 8 1.5 —.4 —.6 5.2 3 
SR a eabsccabsdmwabcen 4.8 .6 1.0 1.5 —-.1 —.3 5.3 5 
ED oracle a cheating a= 5.2 5 2.1 15 8 9 4.6 —.6 
1946__._- Delp as dnb tevdee 2.1 4.2 1.8 1.9 1,1 1.5 1.5 
1947_._ auth ee -.9 1.5 5.7 2.4 2.1 1.2 .6 1.5 
a cea —1.3 1.4 5.1 2.8 5 1.8 1 1.4 
de nase anal —1.7 —.7 5.8 3.3 2.0 -.8 —1.1 .6 
ci kai ate a 5 2.6 7.4 3. 6 4.6 2.6 —-.3 —.8 
ite acini tiaietiins -8& 1.2 7.1 4.1 aa 8 3.5 2,7 
ienaite- wath tattere NE tan teeta hi 6.6 4.4 -5 2.3 —.8 —.6 
Sceted> >< aaa tox 4 -6 7.8 4.7 -5 —.8 4.4 4.0 
di ts emetic -8 —.1 7.8 5.1 2.7 —.1 a is agua in ees 
Dipgwminetnnuneanse -3 1.0 9.6 5.5 3.8 3 1.3 1.0 
Sl iteiineitiecin diate 113 on 9.6 5.9 2.8 3.4 '—1.0 —2.3 
1 Estimate. 


NOTES TO TABLE 15 


Col. (1). Crpsgates from Dec. 31 figures given in Federal Reserve Bulletin, July 1955, p. 750, for 1940-48 
1949-55 from Federal Reserve Bulletin, Flow-of-Funds Accounts, April 1957. 1956 estimate from Survey 

of Current Business, Sources and Uses ‘of Corporate Funds, September 1957. 

Col. (2). ppesdix A, table 5, col. (2). 

Col. (3). New construction and producers’ durable equipment on account of unincorporated enterprises 
other than farms. NIA table 6. 

Col. (4). Depreciation on account of unincorporated enterprises other than farms. NTA table 6. 
ry o. — in bank and mortgage debt on account of unincorporated enterprises other than farms. 

ta! 
Col. (6). Increase in net payables to other corporations and financial intermediaries on account of un- 
Ot aT enterprises other than farms. NTA table 6. 
Total cols. (1), (2), and (3) less total cols. (4), (5), and (6). 
Col. . Total cols. (2), and (3) less total cols. (4), (5); and (6). 


TaBLE 16.—Unincorporated business—Investment required for maintenance of 
assets (in addition to amounts provided by charges to current costs) 











[Billions of dollars] 
Additional [Investment Additional |Investment 
cost of needed for cost of needed for 
Excess de-| carrying mainte- Excess de-| carrying mainte- 
preciation | existing nance of preciation | existing nance of 
inventory assets inventory assets 
(1) (2) (3) (1) (2) (3) 
a Ofe.. Jal 0.1 |] 1949... 1.3 0.5 , 2 
ee mn 0.6 .7 |} 1950 1.2 L.1 2.3 
A 3 < _ me 1951___ 1.4 -3 1.7 
sgh winnie -3 2 .5 |} 1952 1.3 —.2 1.1 
hia co wen -3 on -4 || 1953. 1.3 2 1.5 
Sl isinbeweses -3 ot -4 |} 1954... aa ey 1.2 
Aol aidasac 5 ey 2.2 || 1955... 1.3 .3 1.5 
1.0 1.5 2.5 || 1956.- 1.7 .6 2.3 
EES: 1.1 -4 1.5 
NOTES 


Sa Gh: Appemaee F tebte 8 oat: 
D table 5, co 
Gal. @. OnE Cl) plus col. (2) 





' 
i 
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ApPenprx B 


ADJUSTMENT OF BUSINESS DEPRECIATION CHARGES FOR CHANGBS IN THE Price LEVEL 


Capital consumption is accounted for in a number of different ways. Depre- 
ciation, depletion, capital outlays charged to current expense, and accidental 
damage to fixed assets are all forms of charging the consumption of fixed capital 
to costs. 

The analysis in appendix B is concerned only with that part of capital consump- 
tion which is charged as depreciation. The annual depreciation charge is 
determined on the basis of the original cost of the asset. Usually that cost is 
spread evenly over the expected life of the asset. 

As a result of this accounting methodology the depreciation charged in year A 
on an asset acquired in year B, is based on the price level of year B. But most 
of the other charges and eredits which are entered on the books in year A are 
based on the price level of year A. Thus, in a period of fluctuating prices, the 
depreciation charged in any year is on a price basis inconsistent with the other 
items of income and outlay for that year. 

More specifically, if capital consumption is te be compared with expenditures 
for new plant and equipment, both ought to be expressed in prices of the same 
year. But this is not accomplished if the depreciation charged by business is 
accepted as a measurement of their current capital consumption. 

The purpose of appendix B is to adjust the annual depreciation charges of 
business so that they will be expressed in terms of prices as of the year when the 
charge is made instead of in terms of prices as of the year when the asset was 
acguired. With this adjustment, depreciation will measure capital consumption 
in terms directly comparable with current capital acquisitions. It will then be 
possible to determine net capital expansion as the difference between capital 
ucquisitions and capital consumption, 

The problems would be simple if a schedule were available showing for each 
year the total of depreciation charges broken down according to the years of 
acquisition of the depreciating assets. For example, we know that depreciation 
charged on the books of business firms in 1956 amounted to $22.4 billion. If we 
could say that, of this total, X dollars represented the charge on assets acquired 
in 1956, Y dollars the charge on assets acquired in 1955, Z dollars the charge on 
assets acquired in 1954, and so back to the beginning of time the adjustment could 
be readily accomplished. Each component would be multiplied by the ratio of 
1956 prices to prices in the year of acquisition, and the new items recombined 
into a new total. 

Unfortunately the necessary breakdown of the depreciation total for each year 
is not available. But it can be estimated if the problem is approached from the 
opposite direction. We know the amount of plant and equipment acquired each 
year since 1929 (see appendix A, table 1) and can estimate the way in which the 
depreciation charges on each year’s acquisitions are spread over subsequent years. 
Acquisitions of equipment must be treated separately from acquisitions of plant. 

The detail of the computation is too bulky for reproduction in full. This 
appendix explains the procedure and tabulates the results of certain key steps.’ 

The steps involved in the adjustment of depreciation to a current price basis 
are as follows: 

(a) The starting point is a table published by the National Bureau of Eco- 
nomie Research which shows the distribution of equipment outlays in 1929 ac- 
cording to their expected life spans. This is taken as typical of the distribution 
of life spans in the acquisitions of other years. 

(b) From this table it is possible to compute what percentage of a year’s total 
expenditures for equipment is written off in depreciation each subsequent year. 
The resulting series of percentages appears in table 1 of appendix B. 

(c) From published data of the Department of Commerce, business acquisi 
tions of equipment are known for each year between 1929 and 1956. The depre 
ciation charges on each subsequent year can then be computed by applying the 
percentages in table 1. It is then possible to total the charges in each year on 
equipment acquired in 1929 or later. (See appendix B, table 2, col. 2.) 

(d) The depreciation charges may then be adjusted, by means of a price in 
dex, for the change in prices between the year of acquisition and the year of the 


1The complete worksheets are available for inspection at the offices of the NAM 
research department. 
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charge. Recombining the charges gives the adjusted depreciation for each year, 
but only on equipment and only on assets acquired in 1929 or later. (See ap- 
pendix B, table 3, col. 1.) 

(e) The National Bureau table, referred to in step a, also gives the distribu- 
tion of outlays for construction according to expected life span. From the table 
it may be computed that each year’s outlays for plant are written off at an aver- 
age rate of 3 percent per year. The rate would be reduced through the retire- 
ment of assets but the reduction would only be minor in the period covered by 
this study. 

(f) Business outlays for construction are known for each year, 1929 to 1956, 
from published material of the Department of Commerce. The depreciation 
charge for each subsequent year is computed as 3 percent of the outlay. Total- 
ing these charges gives the total depreciation charged each year on construction 
acquired in 1929 or later. (See appendix B, col. 3.) 

(g) The depreciation charges on construction may be adjusted to a current 

price basis by means of an appropriate price index. For example, the charge 
made in 1940 on assets acquired in 1935, is multiplied by the ratio of construc- 
tion prices in 1940 to construction prices in 1935. Adding the adjusted charges 
for each year gives the total depreciation, in current prices, on construction ac- 
quired in 1929 or later. (See appendix B, table 3, col. 2.) 
(h) The method so far has taken account only of assets acquired in 1929 or 
later. Depreciation charges on assets acquired prior to 1929 may be accounted 
for as the residual necessary to make up total business depreciation charges. 
Table 2 of this appendix shows the computation. 

(i) Depreciation charges on assets acquired before 1929 may be adjusted to a 
current price basis by means of an appropriate price index. It is assumed that 
the average price level at which these assets were acquired was 94 percent of the 
price level in 1939. (See appendix B, table 3, col. 3.) 

(j) Totaling the results of steps d, g, and i gives our estimates of business 
depreciation, adjusted to current price levels. (See appendix B, table 3, col. 4.) 

(k) The “adjustment to depreciation” is the difference between depreciation 
on a current price basis and depreciation per books. This adjustment is all]o- 
cated between corporate and noncorporate business in proportion to their 
recorded depreciation charges. 

(m) Computed depreciation charges for equipment and construction have 
been adjusted to allow for 5-year amortization of facilities in the years 1940—45, 
surplus sales by the Government in the years 1946-49, and for declining balance 
method of depreciation in 1954, 1955, 1956. 

The least satisfactory feature of this statistical process is the fact that total 
charges on assets acquired prior to 1929 has to be estimated as a residual, 
and then has to be treated in a summary fashion. It is not possible to break 
down the total into equipment and plant, or to segregate the charges according 
to the particular year in which the asset was acquired. However, this element 
becomes progressively less important during the period covered. 

Moreover, the errors involved in this procedure are to some degree offsetting. 
If depreciation on assets acquired in 1929 or later is estimated too high, the 
charges on assets acquired before 1929 will then be estimated too low. When 
the adjusted charges are recombined (table 3, appendix B) there will still be 
an offset of errors. 
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TABLE 1.—Distribution of depreciation charges on equipment, over years subse- 
quent to acquisitions (average for all types of equipment) 


Percentage Percentage 
of original of original 
Year: cost charged | Year—Continued cost charged 
1 (year of acquisition) .---_ 6 ED ns vntecbitinalinisirectpbitiseiitgianst ila 3 
2 wdo.L sss tudup. Lie 11 26... nde naiitennwdedan 3 
D anewepawen nc cenda te 11 Li cliicmienaminntiieninkamalaiaale 3 
Bird nniihccnicifinewadcocntibielns 10 a a a ae 2 
fo . <:ininthiieitpcninmnntsiteieiishenigandiamaaiad manila 8 i a aaa al 1 
© ccisericesdipeapernndesiahoaaiieemilantsl . ii oi scsiatestbieatibssdcssananiacuae Dai nite 1 
iD <sesinancad. dibaliety suitedainiiaananminelal 6 Sa Ss rn ee 1 
 aces-cscensn bid es\icindeabiipeehdiarietiasne 5 TIEN ita. cacinislas:=tioadeliy acca imahahiintess 1 
® ecctle st Jou laieannenda 5 21 and later years____---...-- + 
De, oud ilaasecasaxtanguhelelie est atisne aie 5 —— 
BS, aenserh A ciinsicnsicsethiedelinitidiidaaesenie el 4 SNEED chnascintniidiinniemnaiaaeaee 100 
| PRD Fo eed een See SN NR 9, 3 
NOTES 


These percentages are computed from a table showing the distribution of equipment 
acquisitions according to their expected life span. (Capital Consumption and Adjustment, 
by Solomon Fabricant, National Bureau of Economic Research, p. 181.) 

The computation takes the following factors into account: 

1. The distribution of depreciation rates in a typical year’s acquisitions. 

2. The gradual retirement of assets. 

8. The taking of less than a full year’s depreciation in the year of acquisition, and 
again in the year of retirement. 


TABLE 2.—Reconstruction of business depreciation charges, per books, showing 
segregation of assets acquired prior to 1929 


[Billions of dollars] 


Computed Computed Computed 
Reported | depreciation | depreciation | depreciation 
business charges on charges on charges on 
Year depreciation | equipment plant all assets 
charges acquired in | acquired in acquired 
1929 or later | 1929 or later | prior to 1929 


(1) (2) (3) (4) 
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NOTES TO TABLE 2 


Column (1). See appendix A, table 3. 

Column (2). Computed by applying the percentages in appendix B, table 1, to each year’s acquisitions 
ofequipment. The latter are given in appendix A, table 1, except that an allowance is made for equipment 
charged directly to expense. 

Column (3). Computed by applying 3 percent depreciation rate to each year’s acquisitions of construc- 
tion. The latter are given in appendix A, table 1, except that an allowance is made for construction charged 
directly to expense. 

Column (4). Column (1) minus columns (2) and (3). 
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TABLE 3.—Business depreciation charges, adjusted to current price levels 
[Billions of dollars} 





Adjusted de- | Adjusted de- | Adjusted de-| Adjusted 
preciation on | preciation on | preciation on | business de- 


q@) (2) (8) (4) 
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NOTES TO TABLE 3 


The purpose of this table is to derive estimates of depreciation in current prices which together with 
figures on other categories of capital consumption will give an estimate of capital consumption comparable 
with figures on capital acquisitions in appendix A, table 1. 

Column (1). Computed on basis of tabulations showing each year’s book charges on equipment acquired 
in 1929 or later, broken down according to year of acquisition. (The total of such charges for each year is 
given in appendix B, table 2, col. 2.) Each amount is adjusted by multiplying by the price irdex for the 
year when the charge is made and dividing by the price index for the year when the asset was acquired. 
The index used is the implicit price index for ucers’ durable equipment (NIA table 41). 

Column (2). Com in a similar way. The price index used is the implicit price index for new con- 
struction—other (NIA table 41). 

Column (3). price level at which the assets included are assumed to have been acquired is 49.0 
(1947=100). (Fabricant indicates that the index of prices underlying depreciation charges in 1929 was 
89.2 percent of 1929 prices. Loc. cit., 183. Prices of investment aoe in 1929 were 54.9 percent of 
1947; NIA table 41.) Each item in appendix B, table 2, column 4 is divided by 49.0 and multiplied by the 
price index for the given year. The price index is the implicit price index for gross private domestic invest- 
ae calcu by dividing domestic investment current prices by domestic investment in constant 

Column (4). Total of columns (1), (2), and (3). 
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TABLE 4.—Adjustment to business depreciation charges 








[Billions of dollars} 

Adjustmen’ 

to depreci- 

ation, corpo-| ation, unin- 

business 
(5) 

MDs cenncccdcsacuscaccusdebudeee 5.3 5.9 0.6 0.4 0.2 

eae 5.3 5.5 on 2 0 

Tl canessenecapnuaeuunceneeh Min 5.2 5.2 0 0 0 
MATE RRST ED ass BRT REE STE 4.6 4.2 —.4 —.3 -.1 
Sl icpoppectdeooebecyuiuhtemereni 4.3 3.6 —.7 —.6 —,1 

Pe Sacgdccsgeebvdccoscteneusstel 4.1 4.0 -.1 -.1 0 

DO Se ee eee 4.2 4.1 —-.1 -.1 0 

Wililceaacéeccenbenseusetataniven 4.0 3.9 -.1 -.1 0 

SP esd diesédsd 4.1 4,2 on 1 0 
i cecinsinadiastndeeogegendlipee 4.0 4.3 3 -2 ok 

BEG obo i dieeetdddncbihevistsebeden 4.3 4.5 2 2 0 
BD eine dacpcinieepepteroomegind 4.4 4.7 3 42 1 
Wek dh encccecanbboneucesosenbnen 4.9 5.5 6 5 A | 
STEER REL K Set ees 5.7 6.8 11 8 3 
ea ae 6.2 7.5 1.3 1.0 23 
BOGS Shccicebdétubccdicechtwbudet 6.9 8.4 1.5 1.2 3 
ids cnn dctingoddadsgtiniietiiret 7.2 8.6 1.4 11 3 
ncuvecetncsedndamaebanatinel 5.7 7.3 1.6 11 5 
WT. bik 565 eke Shin dds sbesdh 7.3 10.5 3.2 2.2 1.0 
| RR ares aietetie meres: 8.7 12.3 3.6 2.5 1.1 
BG an db vec dccsdcscsbicascséaesows 10.2 14.3 3.7 2.8 1.3 
BORD. ccc cnnctnntiaidhodeactaeed 1L1 14.9 3.8 2.6 1,2 
Mia o¢ encncchbendisenennwuanuh 12.6 17.2 4.6 3.2 14 
WOR ie vibdssise ga eases iddn dd 14.4 18.8 4.4 3.1 1.3 
| a ee eee 16.3 20.9 4.6 3.3 1.3 
FONG s bia ddsic dle. ce decdsddetdabes 18.2 22.3 4.1 3.0 L1 
BOE chev sntwedenctscisbirebsde 20.1 2.5 4.4 3.2 1,2 
Bi casinntndcipeqendppenibaii 22.4 28.7 6.3 4.6 1.7 


NOTES TO TABLE 4 
Col. (1): See appendix B, table 2, col. fi. 
Col. (2): See appendix B, table 3, col. (4). 
Col. (3): Col. " less col. (1) 


Cols. (4) and (5): Col. (3) rorated in proportion to recorded depreciation charges of incorporated and 
unincorporated businesses. appendix A, table 3. 


Mr. Greve. Against the background of inflation, this study system- 
atically analyzes the large dollar aggregates of business investment 
in plant and equipment, inventories, receivables, and liquid assets 
and other igores relating to business profits, retained earnings an 
dividends. The results are as enlightening and disturbing for the 
domestic economy as was the launching of sputniks in regard to 
Russian strides in new physical technology. I will summarize them 


briefly. 

J. gince 1945 the proportion of business investment in new plant 
and equipment required to replace capital values currently used up 
has increased from two-thirds in the immediate postwar years to 
nine-tenths in the past few re This means, for example, that in 
1956 only about $4 billion of investment in new plant and equipment 
represented actual additions to capital values. Growth in physical 
output has been in part due to the fact that new equipment replacing 
old a is often more efficient. 

2. Only about half of the $514 billion annual increase in the book 
value of business inventories rapenounte actual physical additions to 
inventory. The remaining half was merely the additional cost of 
carrying the same physical volume at higher prices. 
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3. Due to the rising price level, more than three-fourths of the 
reported retained profits of corporations have been needed simply 
to maintain their tangible assets. This means that since 1945 only 
about $2 billion annually of retained profits have been available for 
expansion. 

4. Even this small surplus of retained profits would have been 
wiped out if dividends had been maintained at the same percentage 
of national income as in earlier years. 

5. The unavailability of new venture capital, as well as the tax 
incentive for borrowing instead of issuing new equities, has held new 
stock i to the low average of $2 billion annually in the postwar 

riod. 
m6. The plight of small business under steeply progressive tax rates 
is vividly illustrated by the fact that owners’ equities in unincorpora- 
ted businesses have actually declined when the effects of inflation are 
discounted. The book increase in such equities has averaged only $1 
billion annually since 1945, which is considerably less than the amount 
needed to make up for the failure to provide fully for the maintenance 
of assets by charges to current cost. 

7. The chief source of funds for business expansion in the postwar 
period has been borrowing. Corporate debt has increased from $85 
billion at the end of 1945 to $208 billion at the end of 1956. 

8. Inflation has reduced progressively the real burdens of outstand- 
ing business indebtedness, at the expense of the creditors of business. 

The study concludes with these words: 

Inflation has disguised the basic financial problem of our time—the inadequate 
supply of venture capital. If in the future we are to have economic growth 
without inflation, we shall have to face the challenge and solve the problem. 

The income-tax system is the source of the problem, and achieve- 
ment as quickly as possible of the lowest practical scale of rates is the 
solution. 

The stakes in this issue go even further than national economic 
strength, or our ability to keep well ahead of Russia in world economic 
leadership. The stakes involve the daily lives and economic well- 
aa of all our citizens. 

I do not need to cite to you the evil of inflation, especially as it 
affects people least able to fend for themselves in current economic 
competition. It is an evil which must weigh heavily on the con- 
sciences of leaders in all walks of American life—in Government, in 
the colleges, in labor, and in business—who have pursued, defended, 
or countenanced policies and practices which are inherently infla- 
tionary. 

I do want to emphasize, however, the good that comes from the 
accumulation and employment of capital. All progress is based on 
a in combination with man’s visions, skills, and energies. The 

est today is incomparably stronger than the Communist East be- 
cause of the volume of capital formation to the present. Here also 
is the reason that America has the highest standard of living known 
to mankind. 

In our time, however, in free America there has been an attempt 
to make “capital” a bad word. With the successful operation of 
industry in World War II and since, the open attack failed. But 
the campaign is still prosecuted indirectly. 
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Any kind of a statement about “exorbitant corporate profits” is an 
attack on capital, since the record clearly shows the inadequacy of 
business earnings to provide for capital expansion. 

For the same reason, any claim that wages can be increased in 
excess of the advance in national productivity without increasing 
prices is an attack on capital. : 

Any attack on high earnings of individuals is an attack on capital 
since such earnings are a prime source of the most venturesome and 
mobile kind of capital. 

It is true that many persons who make or repeat the derogatory 
statements are not allergic to capital nor antagonistic to capitalists. 
Rather, they are the victims of misinformation. 

In the income-tax field, for example, any effort to justify the pres- 
ent scale of rates is an attack on capital even though this may not be 
intentional. 

Overall, the campaign against capital has been pursued under the 
banner of the words “purchasing power.” Purchasing power is a 
sound concept when used properly. Production of goods and services 
automatically creates equivalent purchasing power. But, in terms of 
overall economic equilibrium, it is possible for business costs and, hence, 
prices to push, or try to push, beyond the practical limits of existing 
money supply, including velocity. The traditional cure for such a 
situation has been to let costs adjust downward to a more reasonable 
level, so that equilibrium will be reestablished without inflation. 

However, more often “purchasing power,” or “purchasing power 
theory,” as used today, is the rationalization for some means of redis- 
tribution ownership and use of income, from the capital side to 
the consumption side, This rationalization is inherent in the specific 
attacks on capital which I have cited. The objective always is to 
limit the accumulation of capital and investment, and the result is to 
limit production and its equivalent in real purchasing power. If there 
were only one message I could leave with this committee, it would be 
to beware of these who come before you waving the banner of “pur- 
chasing power” and advocating tax policies which ignore the facts 
of capital formation and inflation. 

Over the past couple of years, we have sensed a new awareness 
among members of this committee, and in the Congress as a whole, 
as well as in the executive branch, of the stultifying effect of excessive 
income tax rates, and a growing if sometimes hesitant belief that 
remedial action was becoming increasingly urgent. However, there 
have been some serious stumbling blocks to remedial action, 

In the first place, there has been the dominant view that large budget 
i must be in hand before constructive tax action could be 
taken. 

In the second place, concern about the rates has been beclouded at 
times both by the existence of special provisions in the Internal 
Revenue Code and the fact that many private groups, including some 
supported by business, have continued to press for more of such pro- 
visions rather than place major emphasis on reform of the income 
tax rate structure. 

In the third place, there has been the matter of leadership: who 
within the political framework of government would face up to the 
problem of a concrete legislative program to do the job? 
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The problem indicated by the first point has become greater with 
the new emphasis on military spending for the development and pro- 
duction of advanced weapons, and tusther compounded by peripheral 
efforts to get in on a new spending bandwagon. It is fortunate that 
this emergency in the military area has come at a time when the Con- 
gress, and the administration, have evidenced renewed and determined 
interest in Government economy. 

A disturbing, even alarming, corollary however is the renewed 
emphasis from some sources on the assumed benefits to the econom 
as a whole which it is claimed would flow from a new surge of mili- 
tary spending. Such views suggest how deeply imbedded in our 
thinking is the psychology of i ting ourselves up by inflationary 
bootstraps. Any increase in military spending is a burden to be borne 
in the national interest, and the burden will be less as it is offset by 
economies in other areas. 

The newly reported facts on the Russian forward economic surge 
increase eadnaie than diminish the priority which must be given to 
tax rate reform. It is not too much to say that there is no spendin 
program not directly involved in military preparedness which coul 
possibly have the priority that tax reform should take at this time. 

Therefore, I submit it must now be recognized that we cannot 
afford to wait for large surpluses as the signal for corrective tax 
action. 

Instead, we must turn attention to the kind of program which will 
accomplish the needed reform over a period of time. 

The second point, that of special provisions in the tax law, is one 
which we know has deeply troubled the members of this committee. 
We share your concern. Certainly now is not the time to introduce any 
new special provisions which are designed to avoid the impact of 
excessive rates of income tax. Any and all such provisions would 
necessarily be at the expense of some reform of rates—a reform which 
would benefit all income tax payers, increase the national strength, 
and lead to improved economic status for all citizens. 

We do want to emphasize that the existence of special provisions 
provides no justification for delay in facing up to the excessive rate 
problem. Consider the taxpayers, whether many or few, whose in- 
comes after generally available deductions, exemptions and credits, 
are subject to the full impact of the individual progressive rates, or 
the excessive corporate rates. It would be grossly unfair to continue 
to subject such taxpayers to these rates while existing special provisions 
are investigated. 

The third point, leadership, is the prerogative and responsibility of 
this committee. There is now before you a legislative proposal for 
income tax rate reform contained in identical bills iattedueel by 
eat Sadlak, H. R. 6452; and by Representative Herlong, 

. R. 9119. 

These bills proposed the first thoroughgoing legislative program for 
income tax reform since the rates started their upward movement a 
quarter century ago. 

When introducing the bills, both Representatives explained their 
reasons in public statements. We believe the case made in these state- 
ments for tax rate reform, for the means and methods set forth in the 
bills, and for the benefits which would flow to our free society, can- 
not successfully be contested. 
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The needs of the economy for tax rate moderation could not be 
satisfied by any lesser program. Even with the ultimate rate schedule 
under the bills, we oaiika still be far short of providing the new savin 
to meet all the needs of maximum, noninflationary economic growth. 

It may be noted that the top rate of corporate tax, which at the 
minimum would take 5 years to achieve under the bills, would still be 
4 percentage points higher than the rate which existed between World 
War II and the Korean war. 

The scale of individual tax rates would be much more moderate 
than any which has existed for many years. We want to stress that, 
under a reformed rate structure, there is every reason why the top 
rate of individual tax should be brought down to the top rate of 
corporate tax. Aside from the release of much-needed venture capital 
through individual savings, how could it be fair for any unincorporated 
business or other individual taxpayer to pay a higher rate than the 
ae rate ? 

his proposed legislation refutes the view that tax-rate revision 
must be delayed until a large surplus is in hand. The job of income- 
tax rate reform is too big for piecemeal, year-to-year action, exposed 
to all the vicissitudes of shifting events and attitudes. Enactment 
of a long-range plan for income-tax rate reform makes fully as much 
sense as long-range spending authority for development of military 
weapons. 

oreover, in terms of the tangible values coming from increased 
venture capital, and the psychological values derived from lessening 
the impact on incentives and business forward planning, our econom 
needs the knowledge, and needs it now, of the kind of rate scale it wiil 
be operating under in the years ahead. Asa businessman, I cannot 
conceive of any action which would open up our vision of boundless 
economic growth more certainly than the enactment now of a program 
of tax reform even though its fulfillment, as in the Sadlak-Herlong 
bills, would take at least 5 years and could be stretched out for a 
longer period. 

Another matter for emphasis is that the deteriorating revenue sit- 
uation provides more reason for quick than delayed action. Unless 
this nation is to resort to the evil of renewed inflation, revenues ade- 
quate to balance the Federal budget at anything like the present level 
will depend on reinvigorating the private economy through tax reform. 
From this standpoint, we can hardly afford to contemplate waiting 
even the 5 years which is the minimum it would take to achieve the 
rate objectives of the Sadlak-Herlong measure. Without question, 
the greatest safeguard against further erosion of the value of the 
people’s savings, and against a return to periodic deficit financing 
would be achievement of a rate structure which allows operation of 
normal economic incentives and removes the blocks to saving out of 
current income. 

Let me make perfectly clear our view of the relation of tax action 
to deficit financing. We believe that the margin for a tax-reform 
en should be anticipated out of the revenue increase which comes 

rom economic growth—not from the expectation of budget deficits. 

At present we are off the track of economic growth. We hope this is 
only temporary. At any event restrictive effects of excessive tax 
rates are a fundamental cause of this situation. The current interup- 
tion of growth has the effect of reducing Government revenues. If we 
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allow it to, this could put us in a vicious circle—on the one hand, 
cessation of growth which prevents rate reform, and on the other, 
uneconomic tax rates which prevent the resumption of growth without 
inflation. 

We believe this vicious circle must be broken by tax-rate reform— 
starting now. With renewed economic growth the revenues, even from 
a reduced rate scale, will increase. We will find that the rate reform 
will, in effect, have been financed by economic growth itself, rather 
than by Government deficits. The alternative to corrective tax legis- 
lation is the indefinite acceptance of the present impasse. 

We therefore commend to this committee the most serious considera- 
tion of prompt enactment of the Sadlak-Herlong measure. Prompt 
enactment would reinforce the determination of Congress to resist 
unnecessary spending. In fact, there should be less pressure for spend- 
ing on many special programs in the happy acceptance by the affected 
groups of less oppressive tax rates. It would, we believe, spark a quick 
recovery from the present recession, possibly even to the point of clos- 
ing any deficit gap which might otherwise exist in the 1959 budget. 
It would be a warning to the Communist East, and a promise to all 
the free world, that America has no intention of surrendering its 
economic leadership by continuation of policies which destroy capital 
and job opportunities at their source, discourage human incentives, 
and erode and distort the vital processes of a free dynamic economy. 
It would open up new horizons of well-being for all our citizens. 

The industrial race with Russia is not to be won by pinching our 
economy, but from the bounty of noninflationary, economic growth. 

The Cuamman,. Are there any questions? Mr. Reed will inquire. 

Mr. Reep. I wish to congratulate you, sir, on your fine paper. I 
would like to ask this question : 

What would you say as to the proper time for this tax reduction 
which you are suggesting ! 

Mr. ae I did not quite hear the question. 

Mr. Reep. What do you feel would be the proper time for a tax 
reduction such as you propose / 

Mr. Greve. Right now. 

Mr. Reep. Thank you. 

The Cuatrman. Mr. Eberharter will inquire. 

Mr. Exernmarter. Mr. Grede, perhaps you are not aware that the 
President, in his message on the budget, has recommended that we ex- 
tend for at least another year, the present corporate rates and the 
present rates on excises. That seems to be in contradiction of your 
suggestions. It leads me to believe, Mr. Grede, that your views, the 
views of the National Association of Manufacturers, will be directly 
opposed by the administration and by the Treasury. 

herefore, I wonder whether or not you have been able to convince 
the Treasury and the administration that now is a proper time to 
reduce taxation. 

Mr. Greve. Certainly on the basis of the President’s message today, 
we have not convinced them. 

Mr. Eseruarter. You have not convinced them as of today, 

Then do you think you will be able to convince the administration 
at all? 

Mr. Grepe. I think it is incumbent upon all of us to persuade not 
only the Congress, but the people in the administration, of the sig- 
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nificance and of the importance to the protection of their future 
revenues of a tax-reform measure now. 

Mr. Epernarrer. I see. Your premise, the premise of the National 
Association of Manufacturers, is that it might be preferable to get less 
revenue in the next year or two because of the long-range viewpoint ? 

Mr. Greve. Mr. Eberharter, I don’t think it will take as long as you 
seem to indicate. I think that the present business situation is, in lar 
measure, the result of our present tax structure and the rates whic 
discourage the incentive and venturesome nature that seems so natural 
with the American people. If this legislation is passed now, and not 
delayed too long, thats will be such stimulation that it will not be 
necessary to have any deficits. 

Mr. Exvernarrer. I might say to you, Mr. Grede, that any time any 
proposal is before this committee which would reduce immediate 
revenue, the Treasury has opposed it, up to now. They may change 
their attitude, but I am afraid they are not going to. So you are in 
direct opposition to the administration and the Treasury Department, 
by your statements today. 

Mr. Greve. Based on what the budget message said today, you are 
correct. But I think both you and I must combine to convince them 
they are wrong. 

Mr. Enernarter. Thank you. 

The CHairman. Mr. Sadlak will inquire. 

Mr. Sapiax. Mr. Grede, a witness last week made this statement, 
which impressed me very much, and I wonder whether you agree 
with it. 

That is, if there were no profits, there would be no tax revenues. I 
think what you have tried to convey to the committee today, through- 
out your lengthy and well-prepared statement, was, I think, in sum- 
marization of what that witness tried to tell us. 

If those who are engaged in industry cannot find venture capital, 
if they cannot find the risk that is needed, if they cannot expand their 
facilities, then, of course, they are ‘unable to operate and make a profit. 

If there is no profit, then Uncle Sam gets no revenue. If you were 
to start a business today, what would be your outlook? 

The testimony that we have had so far has emphasized and reiterated 
that the giants of our industry today operated under a different tax 
structure, but the businessman today cannot look forward to becoming 
a bigger business or a giant because of the tax structures that we are 
now operating under. 

Mr. Greve. Of course, the venture capital that is necessary to ex- 
pand not only existing businesses but also the new businesses, must 
come out of increased savings. If the Government with these exces- 
sive tax rates taps too much of the savings from those people out of 
whose income this venture capital and savings must come, then there 
will not be a sufficient supply of capital for businesses to expand. 

The larger corporations do have access to the capital markets, the 
formal] capital markets, like the stock market, and small business has 
to rely pretty much as I did when I started my business, on the fellow 
down the street that has a little capital of his own he is willing to put 
into that business. If he does not have that capital, there is no place 
to go and no opportunity to expand. 
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It is this increase in savings which, it seems to me, will immediately 
stimulate the economy and stimulate the Government’s revenue from 
taxes, 

Mr. Sapiax. Thank you. 

The Cuarrman, Mr. Keogh will inquire. 

Mr. Krocu, Mr. Grede, I am also pleased to listen atentively to your 
testimony before this commitee. I would like you to refer to page 11 
of your fermal statement, please, where, at the top of the page, you 
seek to leave a message with the committee of those of whom we must 
beware. I ask you whether you would include in that group those 
who come before us to oppose equitable proposals that would result in 
the accumulation of capital funds in the country. 

Mr. Greve. Well, of course I would not oppose anyone that comes 
before you with equitable proposals that ould increase capital. 

Mr. Krocu. Permit me to ask you this further question : 

Would you say that any proposal, assuming it equitable, that results 
in the increased availability of capital funds, would be just as bene- 
ficial to the economy as making those funds available in the hands of 
those whom you propose to benefit by your proposal here today ? 

Mr. Greve. In response to that kind of a question, I have to say that 
in the proposal we have made today, it is for the benefit of the whole 
American people. sa ae is involved under the Sadlak-Herlong 
bills. Everyone gets at least a 25-percent reduction in taxes over the 
full reduction period. So everyone benefits. 

If you begin to consider proposals where a special group, even 
though it may increase the savings from a small group, if it is erosive 
on the revenue, and concentrates the benefits into a comparatively 
small group, then it would seem to me that it erodes the Govern- 
ment’s revenue and delays the time when significant and important 
tax reform would be possible. 

Mr. Kreocx. What is your estimate of a small group ? 

Mr. Grepe. I don’t know just exactly how to define a small group. 
It is any group less than, in general, the taxpayer group. 

Mr. come. Do you mean any group less than all the taxpayers of 
the United States is, to you, a small group? 

Mr. Greve. That is putting a definition which would have to apply 
generally. 

Mr. Kroon. I am asking you. You used the term. I do not mean 
to be didactic in any way, but I would like to know what you think 
of when you use the term “a small group.” 

Mr. Grepe. Of course, overall, when we are dealing with tax 
reform, the general impact of the Sadlak-Herlong bills is on all in- 
come-tax payers. When you begin to fragment the group, and begin 
to take out of there certain other groups, any group, then, is smaller 
by comparison. When you begin to try to define at what point is the 
group too small for consideration, that seems to me rather difficult. 

Mr. Keocu. Let me ask you this: What percentage of the taxpayers 
of the country are corporate-tax payers? Do you know? 

Mr. Greve. No; I do not know. 

Mr. Krocu. What percentage of the business of the country oper- 
ates under the corporate form? Do you know? 

Mr. Greve. I guess about 15 percent, in numbers. 
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Mr. Keocu. Would you say that any provision of the tax law 
that applies only to corporations is a provision that applies to a 
small group? 

Mr. Greve, I think it would be a mistake to limit the tax reform to 
corporations only. It should be broader than that. 

Mr. Keocu. I am not talking only of so-called reforms. I am 
talking even of existing law. if a provision of the existing Internal 
Revenue Code is a provision that benefits only 15 percent of the 
business of the country, would you say that that is a provision that 
applies to a small group? 

r. GREDE. Well, in comparison with the total tax group, yes. 

Mr. Keocu. In the sheateha, is it not small, according to your 
definition, previously given, that a small group is anything less than 
all the taxpayers? 

Mr. Greve. In that comparison, it is. 

Mr. Kroon. Thank you very much. 

The Cuatrman. Are there any further questions? 

Mr. Grede, I find myself with a great number of question that I 
would like to pose to you in order to have your opinions with respect 
to them. But, as has been pointed out, the hour is getting late. I 
notice we still have some 75 minutes of time scheduled, I will forego 
the opportunity of talking to you now in the hope that maybe later on 
I may personally ask you some of the questions that are in my mind. 

a Greve. I would be delighted to make myself available at your 
easure. 
. The Cuamman. If there are no further questions, we appreciate very 
much your appearance. 

Mr. Kroon. Do you think, Mr. Chairman, that Mr. Grede might 
make the same offer to me as he has made to you just now? 

The Cuamrman. Would you make the same offer to Mr. Keogh, too? 

Mr. Grepe. I would be delighted to. 

The CuHarrman. We thank you very much for your appearance and 
the information given the committee. 

Our next witness is Mr. Andrew J. Cothran. Please come forward. 

Although we know you quite well, would you, for purposes of the 
record, give your name, address, and the capacity in which you appear ? 


STATEMENT OF ANDREW J. COTHRAN, CHAIRMAN, TAX COM- 
MITTEE, THE AMERICAN COTTON MANUFACTURERS INSTITUTE, 
ACCOMPANIED BY C. G. CAFFREY, WASHINGTON REPRESENTA- 
TIVE, AND RICHARD BARKER, COUNSEL 


Mr. Cornran. Mr. Chairman and gentlemen of the committee; I 
am Andrew J. Cothran, of Graniteville, S.C. Iam secretary of the 
Graniteville Co., and also serve as chairman of the tax committee of 
the American Cotton Manufacturers Institute of Charlotte, N. C., 
and Washington, D. C., in whose behalf I present my testimony today. 

The American Cotton Manufacturers Institute is a central trade 
association for the entire textile mill products manufacturing indus- 
try and serves as its spokesman in matters of national affairs. The 
industry is one of the country’s largest, providing employment to 
approximately 1 million workers and having a production output 
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valued in the primary markets of more than $12 billion per year. 
It is, therefore, a major factor in the economic well-being of our 
country and is a dominant factor in the prosperity of the area extend- 
— Maine to Texas. 

he textile mill products manufacturing industry is also a vital fac- 
tor in the Nation’s program for preparedness. As an industry, its 
essentiality is probably exceeded only by iron and steel. In serving 
the demands of the civilian population, and from the standpoint of 
its impact on the typical family budgets, its importance is exceeded 
only by food and shelter. 

It»is basically an industry of small, intensely competitive plants 
despite its aggregate magnitude. The industry operates over 8,000 

lants, no one company representing more than 4 percent of the total. 

hus, the textile mill products manufacturing industry has always 
been distinctive as the most competitive and individualistic of the 
Nation’s major manufacturing industries, and represents, to the maxi- 
mum degree, the spirit of free business enterprise. The mills and 
— constituting the membership of the American Cotton Manu- 
acturers Institute, Inc., are distributed throughout the industry’s 
entire area, and operate about 85 percent of the industry’s total 
spindles. 

My statement to this committee will be very brief. I wish to present 
to you the outline of a 17-point program which constitutes the Amer- 
ican Cotton Manufacturers Institute recommendations for revision 
of the Internal Revenue Code of 1954. With your permission, I 
should like to have placed in and made a part of the record a statement 
which sets forth these recommendations in detail. 


The Cuarmman. Without objection, it will be included in the record. 
(The document referred to follows :) 


RECOMMENDATIONS To AMEND THE INTERNAL REVENUE CODE AND RECOMMENDATIONS 
To AMEND THE RENEGOTIATION LAw OF THE AMERICAN COTTON MANUFACTURERS 
INSTITUTE, INC., WASHINGTON, D. C. 


(By the tax committee, Andrew J. Cothran, chairman, January 13, 1958.) 


The corporate taz rate 


To stimulate the continued expansion of American business, particularly in 
the heavy-goods industries, and to avoid possible future economic depressions, 
we recomniend that the corporate tax rate be reduced from 52 percent to 47 
percent beginning July 1, 1958, and. progressively further thereafter. 

There can be no doubt that both the present high combined corporate-tax rate 
and the steeply progressive individual rates are serving to prevent an adequate 
flow of investment funds, and especially. venture capital into new and expand- 
ing business. In fact, it may be stated flatly that this Nation has a severe 
shortage of new capital, and especially venture capital, because the tax laws 
are designed to produce such a shortage. The extremely severe rates in the 
middle and higher income brackets are an especially limiting factor on the 
accumulation of new capital for investment in new and growing enterprises. 

When the situation is considered in relation to the needs of a rapidly growing 
population, and millions of new workers coming into the labor force, it becomes 
clear that the time has come to begin an orderly plan for reducing the rates 
which discourage individual effort, prohibit adequate savings, and threaten the 
industrial vitality and supremacy of our Nation. Even under a fair and moder- 
ate rate structure, our economy may be hard pressed to generate all the savings 
needed to meet all opportunities to advance production and living standards 
without inflation. 

If we are to have a continuance of prosperity and economic growth, it is 
reasonable to expect that the scheduled reduction in corporate tax rates would 
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be fully realized without net revenue loss to the Federal Government, probably 
with some net gain. 


Graduated capital-gains rates based on length of holding time 


It is proposed that a study by the staff of the Joint Committee on Internal 
Revenue Taxation be made of capital-gains rates with particular emphasis on 
a revision of rates to.a system that would permit a downward adjustment in 
proportion to the length of the holding time of the capital asset. 


A depreciation policy for a dynamic economy 


The economic situation of the American textile industry today is more pre- 
carious than it has been at any time during the past 20 years. Its foreign and 
domestic markets have been seriously restricted by the lowering of tariff bar- 
riers,as well as the fact that American-grown cotton has been made available 
to foreign textile manufacturers at prices 6 to 8 cents per pound cheaper than 
its price to American textile manufacturers. These developments have pro- 
gressively impaired the working capital of the American textile industry. 
This trend has been accelerated by governmental failure to decrease taxes dur- 
ing the postwar period when governmental expenses might have been curtailed, 
and further accelerated by the fact that under the 1954 Internal Revenue Code 
American corporate taxpayers are compelled to pay up to 50 percent of their 
income taxes in advance, on an estimated basis. Ten years ago, no responsible 
textile organization had any funded debt. Today many, even among the largest 
companies, are substantially encumbered. 

Before the passage of the 1954 Internal Revenue Code, the tax committee, the 
directors, and the entire membership of the American Cotton Manufacturers 
Institute advanced a proposal to Congress which would permit taxpayers to 
elect to depreciate productive equipment on the basis of its useful life as 
determined by them. Although this proposal contemplated that taxpayers’ 
determinations should be conclusive, it was stipulated that the useful life of 
real property should be not less than 10 years; in the case of personal property, 
the useful life should be not less than 5 years, except in the case of automobiles, 
trucks, and other short-lived personalty, which should be limited to be a useful 
life of not less than 2 years. 

Although the proposal of American Cotton Manufacturers Institute was not 
incorporated into the 1954 code, some relief in the area of depreciation was 
granted to taxpayers in the form of permission to use two alternative accelerated 
methods of depreciation, namely the double-declining-balance method and the 
sum-of-the-year’s-digits method. 

Since the enactment of the 1954 tax law, a new proposal called current-value 
depreciation has been submitted to our group for consideration. This method 
of accelerating depreciation deductions appears to have considerable merit. In 
a sense, current-value depreciation is the principle of last-in, first-out inventory 
applied to the property account. To illustrate, if property purchased for $100,000 
10 years ago is sold or otherwise disposed of today, and it cost $150,000 to replace 
the same type of equipment today, under the current-value-depreciation method, 
it would be permissible to write off $50,000. Thus, if there is a purchase of 
$150,000 during the year of such disposal, it would be recorded on the books of 
account of the company as having a tax basis of $100,000. 

It is emphasized under this proposal that no attempt should be made to relate 
reinvestment in productive assets to the original cost of the property dismantled, 
either as a similar piece of machinery or as an equivalent of productive capacity. 
This method provides only for the deductjon of the balance of the current dollar 
cost of the property sold or dismantled. The cost which is being recovered is 
the cost in dollar purchasing power, regardless of how such recovered cost is 
spent by the taxpayer, provided only that it is spent, and spent for depreciable 
property. The adoption of this proposal would go a long step forward to answer 
the criticisms of economists and students of depreciation, who have noted that 
the continuing and progressive inflation in our economy has made it impossible 
for American manufacturers to fund their depreciation reserves for the purpose 
of purchasing new depreciable equipment. This criticism has been valid despite 
the fact of technological improvement. As a matter of fact, in the illustration 
cited above, if the manufacturer’s cost was $100,000 and replacement value 
$150,000, if he wished to keep in step with developments in his industry, it 
probably would have cost him $200,000 to $250,000 for new machinery if he 
wished to have the benefit of the latest models available 10 years after his original 
purchase of equipment had been made. 
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In using the current value depreciation method, it is not suggested that it is 
possible to exactly determine the inflation factor applicable to any particular 
machine eliminated from a taxpayer’s property account. Nevertheless, indexes 
have been developed relating to buildings, and machinery and equipment in 
standard types of manufacturing establishments such as woolen mills, cotton 
mills, and rayon mills. These data are periodically prepared by factory mutual 
engineering division, Associated Factory Mutual Fire Insurance Companies, 1151 
Boston-Providence Turnpike, Norwood, Mass., and have already been found to 
be acceptable to the Treasury Department in certain cases. A feature of these 
indexes is that they eliminate from consideration increases in market prices due 
to improved designs. 

The tax committee, the directors, and the entire membership of the American 
Cotton Manufacturers Institute have advocated that textile taxpayers be per- 
mitted to use the current value depreciation method as a matter of right under 
the Internal Revenue Code. It is therefore recommended that legislation be 
enacted to permit them to elect to depreciate productive equipment under the 
current value depreciation method. 

The American Cotton Manufacturers Institute believes that the United States 
ean and must have an expanding economy. This is most important now, because 
it is imperative that we halt the present recession in business activity and 
restore expanding profits and markets. The Congress should stimulate business 
activity by enacting depreciation legislation along the lines herein described. 

The state of obsolescence of American textile machinery is much greater than 
is commonly supposed by those who have not carefully studied the situation. 

It is necessary to provide incentive to stimulate industry to step up purchases 
of new buildings and equipment, which in turn will create demands that will 
keep industry supplied with orders. If such incentives are provided, the result 
will be increased national productivity, which in turn will bring about a further 
improvement in the Nation’s standard of living. 

Small businesses would be the first beneficiaries of these stimuli; however, 
business organizations of all sizes would be benefited by the increased cash flow, 
which would help them to solve one of the most serious economic problems 
currently facing American business—the maintenance of adequate working 
eapital. It is no longer subject to dispute that the long-term goal of our Nation 
must be to maintain our technical and productive capacity in better shape than 
any potential enemy. The creation of such depreciation incentives for American 
business as are set forth herein will encourage American industry to keep its 
plants as modern and efficient as improvements in the Nation’s technology 
permit. 

Right here in the United States during World War II, the necessity certificate 
which allowed a 20-percent depreciation rate was fantastically successful in 
getting American business to make investments in additional productive manu- 
facturing capacity. During the Korean war, the same depreciation incentive 
worked additional miracles in inducing selected companies to expand productive 
capacity where it was needed by the Federal Government for the national defense. 

Before World War II, after Hitler assumed power, German industry was given 
dynamic incentives in the form of rapid depreciation. The effect upon the 
German economy was electrifying. Not only was the nation better able to wage 
war in 1939 after the terrible depression and inflation of the thirties, but after 
all the bombing to which it was subsequently exposed, American observers noted 
that Germany had far more new machines in proportion to population than we 
had in the United States after the close of World War II. 

Accelerated depreciation allowances have met with uniform success wherever 
they have been carefully studied and employed. Since World War II, accelerated 
depreciation policies have been tremendously successful in Sweden, Western 
Germany, Canada (whose currency now sells at a premium over American cur- 
rency), Holland, India, Australia, and New Zealand. 

We sincerely hope that the committee will excuse this rather lengthy ex- 
position ; however, we felt that it would be impossible to properly present these 
facts in shorter form. With fading possibilities of reduced taxes for the imme- 
diate future, acceleration of depreciation deductions has become a matter of the 
most vital national importance. We sincerely trust that the committee will give 
these suggestions their fullest consideration. 


Depreciation or amortization of improvements made by lessee on lessors’ property 


This section would amend the Revenue Code to provide that if a landlord and 
lessee are “unrelated,” leasehold improvements be depreciated over the term of 
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the lease plus any period for which the lease may be renewed pursuant to an t 
option exercisable by the lessee unless the lessee establishes that (as of the close 
of each taxable year) “it is more probable that the lease will not be renewed, 
extended or continued for such period than that the lease will be renewed, ex- 
tended or continued.” The section would be applicable to improvements begun 
after December 31, 1956, unless previously contracted for. 

Under present regulations renewal periods are disregarded. New section 178 
throws the burden of proof on the taxpayer during each and every year of the 
lease to satisfy the Internal Revenue Service that “it is more probable that the 
lease will not be renewed * * * than that the lease will be so renewed * * *.” 
This is an impossible and unsettling burden. A taxpayer who has, for example, 
executed a 10-year lease with an option to renew (usually at rent to be nego- 
tiated) and who has made extensive leasehold improvements would be under 
the sword of Damocles from year to year to prove by a preponderance of the 
evidence that it was not “probable” that he would renew. How could he possibly 
know the answer, let alone prove it, during the early years of the lease or even 
during the later, final years? The proposed amendment is extremely vague, 
speculative and provocative of dispute with the Service. 

The provision could have the effect of destroying the value of accelerated de- 
preciation if in the early years of the lease taxpayer fails to “establish that it 
is more probable that the lease will not be renewed.” 

Leases with renewal options at rents subject to escalator clauses are common 
and are good business for landlords and tenants alike. New section 178 would 
tend to discourage this beneficial practice. 

Whereas, in the early years of a lease taxpayer may have failed to meet the 
burden of proof which section 178 would impose upon him, he could be seriously 
embarrassed when at the termination of the lease changes in his affairs would 
indicate renewal to be unwise or even economically impossible. Treating un- 
recovered cost of leasehold improvements as an abandonment loss might well be 
worthless to the tenant, and moreover, the inability of the tenant to charge off 
such improvements during the life of his original term could distort his ac- 
counting and operations and deprive him of cost recovery which might be vital 
to the welfare of his business. 

We recommend that new section 178 be deleted from the bill and that taxpayers 
be permitted to treat leasehold improvements in accordance with present law and 
regulations. 
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LIFO, based on cost or market, whichever is lower 


For many years the Internal Revenue Service discouraged the use of LIFO 
by many taxpayers. Very strict requirements were laid down by Service offi- 
cials—so strict, in fact, that compliance with the rules largely nullified the 
purpose of the statute (cf. Rutzler Brothers Co., 8 T. C. 14 (1947)). Not until 
1949 when the Treasury Department issued Tax Decision 5756 were the strict 
rules for the application of the LIFO method of valuing inventories relaxed 
by the Internal Revenue Service. By this time, however, prices had risen so 
high that taxpayers who had wanted to elect LIFO were afraid to do so because 
of a possible deflationary price cycle. 

The differences in the timing of the election of the right to use LIFO have 
hurt LIFO taxpayers, not only taxwise, but in many other fields such as re- 
negotiation. While complete equality can probably never be achieved, still some 
relief from the present intolerable situation can be afforded by permitting tax- 
payers who elect to use LIFO to also value their inventories at LIFO cost or 
market, whichever is lower. 

Every business must carry substantial inventories on a permanent basis. To 
the manufacturer, the raw materials on hand, in process of manufacture, and in 
the finished stock are as necessary to the successful promotion of his business 
as is the oil in a pipeline to an oil company. This permanent inventory is as 
necessary as the investment in land, buildings and machinery. 

Since substantial permanent inventories are required, the LIFO taxpayer 
should be permitted to value inventory at cost or market, whichever is lower, 
{ so that a market decline in a LIFO inventory may be properly reflected in 
' taxable income. 

There follows a draft of a bill which we believe will accomplish the desired 
purpose. It is suggested that a bill of like purpose and effect will be adopted. 

“Section 472 (b) of the Internal Revenue Code is hereby amended as foiiows: 

“*(b) METHOD APPLICABLE.—In inventorying goods specified in the application 
described in subsection (a), the taxpayer shall: 
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“*(1) Treat those remaining at the close of the taxable year as being: 
First, those included in the opening inventory of the taxable year (in order 
of acquisition) to the extent thereof; and second, those acquired in the 
taxable year; 

“*(2) Inventory them— 

“*(A) at cost, or 
“*(B) at cost or market, whichever is lower; 

“*(3) Treat those included in the opening inventory of the taxable year in 
which such method is first used as having a value equal to the average value 
at which they were included in the closing inventory of the preceding taxable 


year ; 

“*(4) The value of any goods determined under this paragraph by refer- 
ence to market shall be the value of such goods on any subsequent inventory 
date on which the then current market price is not lower, in which case the 
then current market price shall apply.’ 

“Section 472 (a) of the Internal Revenue Code is hereby amended by striking 
the word ‘the’ just preceding the word ‘method’ in such subsection and inserting 
in lieu thereof the word ‘a.’ 

“Section 472 (d) of the Internal Revenue Code is hereby stricken from the Code. 

“Section 472 (e) of the Internal Revenue Code is hereby amended by striking 
the word ‘the’ just preceding the word ‘method’ and inserting in lieu thereof the 
word ‘a.’ 

“The amendments made by this section shall be applicable with respect to 
taxable years ending after the date of the enactment of this amendment.” 


Increase in exemption for contributions to charity by a corporation 


We believe that the present 5 percent limitation on charitable contributions 
made by corporations should be increased to 10 percent. 

The limitation on individuals was increased from 15 percent to 20 percent in 
1952 and a further increase (up to 30 percent) was effected by the 1954 Code, 
for certain contributions. No change was made with respect to corporate dona- 
tions and the 5 percent limitation on corporate contributions has been in effect for 
many years. 

We have noted a growing sense of responsibility on the part of corporate 
management toward charitable causes, particularly those concerning our Nation’s 
educational resources. It is expected that this trend will be accentuated by 
recent scientific developments on the international scene. 

We believe that this suggested increase in the limitation on corporate donations 
will be salutary in effect and encourage larger contributions by corporation. 


Remainders to related persons in the case of certain charitable trusts 


Section 9 of H. R. 8381 would amend section 170 of the Internal Revenue Code 
of 1954 so as to disallow the deduction of the value of property transferred in 
trust for a charity if the spouse of the grantor, his ancestors or his lineal de- 
seendents, or if a corporation, trust, etec., which are controlled by the grantor, 
have a remainder interest in the trust and at the time of the transfer the value 
of such remainder exceeds 5 percent of the value of the property transferred. 
The theory of this proposed legislation is that it prevents a taxpayer from re- 
ceiving a double charitable deduction in the case where property is transferred 
in trust for a term of years with the remainder to a related person. Under 
present law, section 673 of the Internal Revenue Code of 1954 provides that the 
income of the trust would not be taxable to the grantor and under section 170 
the value of the gift to charity would be deductible. Nevertheless, this does 
not in any way constitute a double charitable deduction. The grantor would 
not be taxable on the income of any trust which provides income to a beneficiary 
for a term of years with remainder to a related taxpayer. The nontaxability of 
the trust income to the grantor is in no way dependent upon the beneficiary’s 
being a charity. Therefore, this proposed legislation would deprive a tax- 
payer of any deduction for a contribution to charity of this nature. 

Furthermore, since colleges and universities have been the particular benefi- 
ciaries of donations of this nature, the disallowance of a deduction for such 
donations would tend to deprive these institutions of a source of income at a time 
when higher education is peculiarly vital to the national welfare, 

Therefore, since section 9 of H. R. 8381 would deny a donor a charitable de- 
duction and since it would be inimical to the well-established tax policy of 
encouraging gifts to charities, it is recommended that this section of the bill be 
rejected. 
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Estate tax coverage of proceeds of life insurance policies 


H. R. 8881 proposes to change section 2042 of the 1954 Code. That section 
provides that the value of the gross estate shall include insurance moneys re- 
ceived by the executor and with respect to moneys received by other beneficiaries 
shall be included “with respect to which the decedent possessed at his death 
any of the incidents of ownership.” The term “incidents of ownership” includes 
a reversionary interest only if its value exceeded 5 percent of the value of the 
policy immediately before the death of the decedent. 

The 1954 Code ended the long-objected-to rulings that payment of the prem- 
iums directly or indirectly by the insured required the inclusion of the policy 
proceeds for estate tax purposes. 

In 1956 an effort was made before the House Committee on Ways and Means 
to include in the estate for tax purposes the difference between the face value 
of the policy and its cash surrender value immediately prior to death. Now an 
effort is being made to include the proceeds of the policy for estate tax purposes 
if at any time within a period of 5 years ending with the date of the decedent’s 
death the policy was purchased by the decedent or the decedent possessed any 
incidents of ownership in the policy, even though at the time of the death the 
decedent did not possess any ownership incidents. 

We feel that life insurance policies should be treated in the same way as is 
done with other assets in which the decedent had no ownership rights at the time 
of his death, and that they should be relieved of any estate tax liability. 

Logically the estate tax should be imposed only on property title to which 
passes by reason of the death of the owner. When the full ownership of a life 
insurance policy is vested in a designated beneficiary, there is nothing left to 
shift from the decedent to the beneficiary. Such a tax would be a levy on the 
estate of the decedent based upon property wholly owned by a third person 
and therefore the levy should be regarded as invalid. This was so ruled by the 
Court of Appeals for the Seventh Circuit in the case of Kohl and Harvey v. 
United States (226 Fed. (2d) 381), decided in October 1955. 

The Tax Court in two recent decisions has announced that it will not follow 
the decision in the Kohl case, (Estate of Clarence H. Loeb, 20 T. C. No. 4, and 
Estate of Ernest J. Wile, T. C. Memo 1957-203). 


Elimination of 2 percent additional tag for filing consolidated returns 


The 2 percent additional surtax for filing consolidated returns is nothing 
more than a 2-percent penalty that the Government has enatced for the 
privilege that an affiliated group of corporations must pay in order to file a 
consolidated profit-and-loss statement. 

The 2-percent surtax unnecessarily penalizes an affiliated group of corpora- 
tions and hinders flexibility in corporate organizations which may want to 
divide manufacturing and selling activities, or have separate corporations in 
separate States or provide incentive for personnel who can function more ef- 
fectively as officers of small corporations than as minor officials in a large 
corporation. The imposition of this 2-percent penalty tax has been ineffective 
as a means of raising revenue and to eliminate this penalty tax will only 
slightly affect revenue because in filing a consolidated return each member of 
the consolidation must give up its individual exemption of $25,000 for the privi- 
lege of filing a consolidated return. 

It seems to us that the Government in permitting a group of corporations to 
file a consolidated return without the 2-percent penalty tax only recognizes the 
entire business enterprise and to refuse to recognize this situation and to require 
a consolidated group to file separate tax returns or to force consolidated groups 
to file separate tax returns is just as unreasonable as to require a single corpo- 
ration to report separately for tax purposes the gains from its sales department, 
its manufacturing activities, and other departments that operate independently 
from the manufacturing or selling departments. 

Usually a grave question arises concerning the ability of a corporate group 
that has reported on a consolidated basis to make a new election in the follow- 
ing year and file on an individual corporate basis. This uncertainty coupled 
with the additional 2-percent surtax renders it very difficult for corporate 
officials who would otherwise find the consolidated return to be advantageous 
actually to make a decision on this point. 

The benefits of a consolidated return under presently existing regulations are 
at best none too pronounced because of limitations in the use of net operating 
loss carryovers representing losses sustained before the consolidation period. 
Even without the imposition of the 2-percent surtax under presently existing 
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consolidated regulations the occasions on which the average corporate group 
would elect the filing of the consolidated return would be rather limited; with 
the imposition of the additional surtax the consolidated filing would almost 
always be either unsatisfactory or extremely doubtful when considered from a 
long-range standpoint. 

We believe that this 2-percent surtax should be eliminated from the statutes. 


Allowance of 100 percent credit to the recipient corporation on intercorporate 
dividends 

There seems to be little justification for the normal double taxation on 
dividends whereby corporate profits are taxed first to the corporation and 
again to individual stockholders as they receive dividends. The allowance of 
only 85 percent credit for intercompany dividends is, in effect, a triple tax since 
the remaining 15 percent is taxed by the recipient corporation. After the first 
corporation has paid dividends out of taxable earnings and with the individual 
stockholder paying tax on his dividends certainly places this type of income in 
a three-way squeeze. 

The elimination of taxes on intercorporate dividends should encourage an 
increase in the payment of dividends. It also seems unfair for the parent 
company to transfer to a subsidiary funds for expansion and then for the parent 
to be partially taxed on intercompany dividends as a result of increased activity 
of the subsidiary corporation. 

The elimination of the tax on intercompany dividends would promote a 
reasonable and realistic method of parent and subsidiary financing. Under 
present circumstances many methods are availed of to shift funds from one 
control corporation to another, among them being various types of inter- 
company loans. 

It is extremely difficult for the Government in such cases to overturn the 
taxpayer’s contention concerning the authenticity of these advances; also the 
available funds in a corporation in which 80 percent or more of the subsidiary 
stock is owned by the parent may be availed of by the simple expedient of 
liquidating the subsidiary on a tax-free basis to the parent company. The al- 
lowance of the 100 percent dividends received credit in the case of such dividends 
merely treats realistically the transfer of operating funds from one company 
to another. Since the methods of shifting these funds cannot be dealt with 
adequately by the Internal Revenue Service, it appears that the soundest pro- 
cedure would be the allowance of the complete credit in such cases. 

Congress has already seen fit to allow to corporations a credit for 85 percent 
of intercompany dividends. We believe that the remaining 15 percent should 
also be allowed. 


Adjustments required by changes in mehods of accounting 


Prior to the enactment of the Internal Revenue Code of 1954, when a taxpayer 
changed methods of accounting, such as from the cash to the accrual method, 
the Commissioner attempted to require the taxpayer to make certain transitional 
adjustments in order to prevent the duplication or omission of certain items 
of income and expense. These adjustments frequently worked hardships and 
inequities on the taxpayer by “bunching” large amounts of income in the year 
of the accounting change which income was in essence attributable to years 
otherwise barred by the statute of limitations. The courts had not always 
supported the Commissioner’s authority to make such adjustments but had 
generally taken the position that adjustments could be made only where the 
change of accounting methods was voluntary. However, considerable confusion 
existed in the case law. 

In section 481 of H. R. 8300 the House proposed to mitigate the “bunching” 
effect of adjustments by adopting a 3-year averaging device. In the Senate, 
section 481 was amended so as to exclude adjustments with respect to any tax- 
able year prior to 1954. Its report stated: “The House bill would have required 
taking into account the entire transitional adjustment determined by the Secre- 
tary or his delegate to be necessary to prevent duplicating items of income 
and deductions under the new method of accounting. Your committee felt that 
permitting the entire adjustment would result, in effect, in adjusting errors 
which occurred during years when there was no statutory authority for making 
such adjustments” (S. Rept. No. 1622, 83d Cong., 2d sess. 65 (1954) ). 

Now in section 24 of H. R. 8381 it is provided that adjustments will be re- 
quired for years prior to 1954 when the taxpayer voluntarily changes accounting 
methods. This legislation is proposed on the basis that it will correct unintended 
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benefits and hardships. Certainly the limiting of adjustments to those in re- 
spect to taxable years subsequent to 1953 were not unintended. The Senate 
made a specific amendment of section 481 of H. R. 8300 to accomplish this 
purpose and clearly stated its reasons for doing so. Section 481 as amended 
by the Senate was accepted by the House and enacted into law. To enact section 
24 of H. R. 8381 would result in an undermining of the statute of limitations 
and a return to the confusion of the pre-1954 code case law, as well as a direct 
reversal of the clear congressional purpose expressed in section 481 and should 
therefore be rejected. 


Burden of proof in corporate accumulated earning taz cases 


When section 531 was enacted in the Internal Revenue Code of 1954, Congress 
also provided in section 534 for a burden of proof rule for Tax Court cases. 
Under section 534 the burden of proving that accumulations of earnings and 

. profits are beyond the reasonable needs of the business is placed on the Com- 

missioner when the taxpayer has filed a timely statement setting forth the 
grounds and the facts to show the basis thereof, on which he relies to show that 
earnings and profits had not been allowed to accumulate beyond the reasonable 
needs of the business. The congressional purposes for this rule were to protect 
the taxpayer against the use of a section 531 deficiency as a threat to induce 
a settlement on other issues and to eliminate the substantial expense and effort 
that would otherwise be required of the taxpayer in proving that an accumula- 
tion was for reasonable business needs. 

However, the administration of this section by the Internal Revenue Service 
and the Tax Court has done much to nullify the intent of Congress. The Service 
has established a practice of rejecting all statements, no matter how detailed, 
as being inadequate. The Tax Court has refused to rule in a preliminary motion 
on the adequacy of such statements or on the burden of proof issue. The court 
has also refused to decide these issues prior to the presentation of the evidence 
and has thus forced the taxpayer to elect between the alternative of sustaining 
the burden of going forward with the evidence or of resting his case without 
the presentation of any evidence. 

In Pelton Steel Casting Co. (28 T. C. 153 (1957)), the Tax Court further 
undermined section 534 as it applies to section 102 cases under the 1939 code. 
In that case the court stated that even if the burden of proving accumulations 
beyond the reasonable needs of the business were on the Government and it 
failed to sustain this burden, that the tax would still be imposed unless the 
taxpayer proved that it was not formed or availed of to avoid the imposition 
of income tax upon its shareholders. Under this theory reasonable business 
needs for accumulated earnings and profits is not a full defense to an asserted 
section 102 deficiency. While this ease should not be applicable to taxable 
years subsequent to 1953 since section 535 of the Internal Revenue Code of 
1954 provides a credit for accumulations of earnings and profits which are for 
reasonable business needs, it is a further manifestation of the Tax Court’s 
reluctance to give full effect to section 534. 

The practice of the Service and the position of the Tax Court should be 
altered so that the issues of burden of proof and burden of going forward with 
the evidence are resolved in accordance with the intent of section 534 and prior 
to trial. If this is not done corrective legislation is recommended. 

This committee further recommends that section 534 be amended so that it will 
apply to suits for refund in the Court of Claims and the district court as well 
as to deficiency suits in the Tax Court. If the shifting of the burden of proof in 
section 531 cases is proper and advisable in deficiency cases it should be 
equally proper and advisable in refund cases. 


Restoration of sections 452 and 462 to the code 


In 1955, the Congress repealed sections 452 and 462 of the 1954 code giving 
public assurance that the committees of the House and Senate would begin 
studies in the near future with the intention of devising substitutes for these 
two sections so that definite rules in their areas may be written into the code 
As yet no relief has been given. 

Section 452 recognized the need of spreading prepaid income (such as rentals) 
over the taxable years for which such prepaid items applied. Under the law 
as it otherwise exists, the Government has contended that payments received 
in advance for the use of property in future years, or for services to be rendered 
in future years, are includible in the income of the recipient in the year they 
are reecived. That interpretation of the law ignores well-established account- 
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ing procedures which provide that receipts for rentals, club dues, magazine 
subscriptions, warehouse fees, and the like, should be included in the income in 
the year in which the income is earned, and in the year in which the related 
— are incurred. Usually these would be years differing from the year of 
receipt. 

Section 462 is probably of more direct interest to the textile industry. That 
section provided that the taxpayer each year could set up reasonable reserves 
for estimated expenses which, in the textile industry, would usually be discounts 
and vacation pay. The Government has long contended that for expenses and 
losses incurred by a taxpayer, deduction may be taken only when all events 
have occurred which fixed the fact and the amount of the taxpayer’s liability. 
This, in many cases, is contrary to generally accepted accounting principles 
which require all liabilities which can be substantially computed to be taken 
into account. 

We agree that the expenses must be related to income and taxed during the 
year and should be allowed only when they can be stated with reasonable ac- 
curacy. The careful taxpayer can readily furnish reliable data or his own 
statistical experience or the experience of others in similar circumstances. At 
the end of each year adjustments can be made if it is found that the reserves 
previously claimed were excessive. 

The two sections were repealed because the Treasury Department felt that 
some taxpayers would abuse the privilege given by section 462 and because of 
a fear that there would be a substantial reduction in the tax income for 1954. 

We believe that these criticisms and fears can be met by careful draftsmanship 
and by spreading the tax deferrals obtained through the use of the accruals 
over a period of several years. 


Problems relating to the integration of section 303 and section 531 of the code 


Section 303, and its more limited predecessor section 115 (g) (3) of the 1939 
code, were enacted to provide relief for the estate of the decedent whose primary 
asset was stock of a closely held corporation by allowing the stock of the cor- 
poration to be redeemed, to the extent of the estate and inheritance taxes and 
administration and funeral expenses, at capital gains rates. 

However, no integration of section 303 with section 531 was made in the code. 
It seems evident the Congress in enacting section 303 was tacitly authorizing 
the corporation to accumulate earnings and profits to the extent necessary to 
redeem such stock. Nevertheless, there is a possibility that the Internal Revenue 
Service may at sometime contend that a section 303 redemption, or an accumu- 
lation in earlier years in contemplation of such a redemption, is indicative of an 
intent to avoid income tax on the shareholders and is not an accumulation of 
earnings and profits for reasonable business needs. 

The Tax Committee recommend that a study be made by the staff of the Joint 
Committee on Internal Revenue Taxation of these interlocking problems, and 
that clarifying legislation be enacted if necessary. 


Investment in unsecured debentures of the employer corporation by a pension 
trust 


Section 503 (c) (1) of the Internal Revenue Code of 1954 provides that it is 
a prohibited activity for a pension trust to lend any part of its income or corpus 
without the receipt of adequate security. The effect of engaging in a prohibited 
activity is loss of tax-exempt status. The proposed regulations under section 
503 (c) define the term “adequate security” as meaning something “in addition 
to” and “supporting” a promise to pay. This would prevent investment in un- 
secured debentures of an employer corporation by a pension or profit-sharing 
trust unless the bonds are secured by a mortgage or other collateral. 

Section 25 of H. R. 8381 proposes to correct this situation by permitting a 
pension or profit-sharing trust to invest in unsecured debentures of the employer 
corporation provided that the price is not less favorable than the price to third 
persons, that the trust acquire no more than 25 percent of any one issue, that at 
least 50 percent of the issue must be held by persons independent of the em- 
ployer, that not more than 25 percent of the assets of the trust be invested in 
bonds of the creator of the trust, and that the bonds provide certain security 
rights in the event the issuer subsequently mortgages substantially all of its 
property. 

This proposed bill will correct an unintended hardship and is recommended 
for passage. Bonds of the employer corporation have been a traditional invest- 
ment for pension trusts and are not infrequently offered to a trust at favorable 
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rates. A restriction on investment in employer corporation bonds seems par- 
ticularly incongruous since there is no prohibition against investment in the 
common stock of an employer corporation. 


Interest on deficiencies and overassessments 


Previous recommendations on this point are reiterated. Interest calculations 
relating to deficiencies and overassessments have become unduly complicated 
and the complexities have been aggravated by inconsistent practices by the 
various field offices. The problem of obtaining uniform, consistent, and more 
equitable treatment for all taxpayers should be fully explored by the Joint 
Committee on Internal Revenue Taxation, so that the rules relating to the 
required computations may be clarified and simplified. 


Proposed changes in the renegotiation law 


Because of the way in which textile products are purchased by the Federal 
Government, we believe that they should be exempted from all need for re- 
negotiation. In the vast majority of cases, purchases are made as the results of 
competitive bidding—both direct contracts and indirect. The articles purchased 
are the same or very similar to those which are sold frequently for civilian 
consumption, 

The Renegotiation Act of 1951, as amended, exempts from renegotiation (A) 
standard commercial articles; (B) articles which are identical in every material 
respect with a standard commercial article. 

However, the deserved benefits from these provisions are very much cur- 
tailed as a result of an amendment to the act by the further requirements that 
the exemption relates only to an article: 

“(i) which either is customarily maintained in stock by the contractor or 
subcontractor or is offered for sale in accordance with a price schedule regularly 
maintained by the contractor or subcontractor, and 

“(ii) from the sales of which by the contractor or subcontractor at least 
35 percent of the receipts or accruals in such fiscal year, or of the aggregate 
receipts or accruals in such fiscal year and the preceding fiscal year, are not 
(without regard to this subsection and subsection (c) of this section) subject 
to this title.” 

It will readily be seen that in times of emergency calls will be made upon 
patriotic firms to go all out for defense requirements. This is bound to result 
in such firms having more than 65 percent of their production of any standard 
commercial articles sold to a governmental agency and little help will come from 
the 2 years’ provision. 

We urge that both the act and the regulations should be amended so as to 
give relief from the need to renegotiate with respect to articles which are 
similar, even though not exactly identical. By way of illustration, the well 
recognized types of yarns and fabrics should be classed as standard commercial 
articles even though there be differences in counts or in construction, especially 
if the military specifications vary in some respect from those generally prevailing 


in commercial uses. 

Mr. Cornran. These, sir, are our recommendations: 

1. A reduction of corporate tax rate in order to stimulate the eco- 
nomy and increase total revenue. 

2. A study of capital gains rates with the idea of basing such rates 
on the length of the holding period. 

3. A current value depreciation policy to permit a dynamic 
economy. 

4. Retention of the present laws governing methods of depreciation 
or amortization of improvements made by a lessee on the lessor’s 
property. 

5. LIFO based on cost or market, whichever is lower. 

6. An increase in the exemption for contributions to charity by a 
corporation. 

7. No further restrictions or limitations on the establishment of 
charitable trusts. 
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8. Premium payment test not to be used in determining whether 
life-insurance proceeds are includible in the gross estate for estate- 
tax purposes. 7 

9. Elimination of 2 percent additional tax for filing consolidated 
returns. 

10. Allowance of 100 percent credit to the recipient corporation on 
intercorporate dividends. 

11. In the case of a change in methods of accounting that no ad- 
justments be required prior to 1954. 

12. Clarification of the burden-of-proof rule in corporate accumu- 
lated earnings tax cases. 

13. Restoration of sections 452 and 462 to the code. 

14, Integration of section 531 with section 303. 

15. Support of the proposed legislation to permit a pension trust 
to invest in unsecured debentures of an employer corporation. 

16. Clarification and simplification of the rule governing interest 
on deficiencies and overassessments. 

17. Exemption of the textile industry from the renegotiation law. 

I sincerely appreciate the opportunity of appearing before your 
committee to present the tax program of the American Cotton Man- 
ufacturers Institute, and want to thank you for the courtesies which 
you have extended to me and to the American Cotton Manufacturers 

nstitute. I should be happy to discuss these matters in further detail 
with your staff and to answer any questions the chairman or the mem- © 
bers of the committee might have. 

The Cuarrman. Are there any questions? Mr. Reed? 

Mr. Reep. Have you considered what the revenue loss would be if 
all of your suggestions were carried out ? 

Mr. Cornran. We think, Mr. Reed, that the increase in the econ- 
omy, and the permitting of further activities and operations, would 
permit no decrease in the revenue. We believe that. We have con- 
sidered these recommendations from that viewpoint. 

Mr. Reep. I have always thought myself, for many years, that we 
could get more revenue if we had rates reduced in certain areas in the 
tax structure. I know from my experience in 1920, they reduced the 
taxes in a period of 10 years 4 or 5 times. They increased the revenue 
by a billion dollars a year for each of the 10 years. 

So there is something to be said about that approach. 

Mr. Coruran. We are not proposing a program with the idea of 
reducing the revenue, Mr. Reed. 

Mr. Reep. I know that. I did not think you were. 

Mr. Coruran. No, sir; we are not. 

The Cuarrman. Mr. Curtis will inquire, 

Mr. Curtis. Inasmuch as Mr. Cothran mentioned that 8,000 plants 
are in this industry, and no company represents more than 4 percent 
of the total, I have a question. 

I am curious about that ratio. What do the 25 largest plants do? 
What percent of the whole business do they do? 

Mr. Coruran. Mr. Curtis, I do not know. 

Mr. Curtis. The reason I asked was because this figure does not 
mean very much as far as getting a picture of what the concentration 
in the industry is. I am sure the figures are available. I wonder if 
you could get them and supply them for the record. 

Mr. Cornran. Yes; we will be glad to. 
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Mr. Curtis. Mr. Chairman, I have made the request that they get 
those figures and supply them for the record. 
The Cuarrman. Can you do that, Mr. Cothran ? 
Mr. Coruran. Yes; we will do that. 
The Cuarrman. They may be submitted later. 
(The information referred to follows :) 
THE AMERICAN COTTON MANUFACTURERS INSTITUTE, INC., 


Washington, D. C., February 6, 1958. 
Mr. Leo H. IRWIN, 


Clerk, House Ways and Means Committee, 
House Office Building, Washington, D. C. 
(Attention: Mrs. Kegan.) 


Dear Leo: When Mr. Andrew Cothran, chairman of our tax committee, tes- 
tified before your committee on January 13, he stated that no one company 
represented more than 4 percent of the total production output of the taxable 
mill products manufacturing industry. Pursuant to this statement, Mr. Thomas 
B. Curtis of Missouri requested that we furnish the committee information in- 
dicating what percentage of total production the 25 largest companies might 
produce. We have checked our records and those of the Government, and find 
that the 25 largest companies produce approximately 32 percent of the gross 
product, estimated at 13 million per year. 

We hope that this information set forth above answers the request of Mr. 
Curtis. 

Sincerely yours, 
C. G. CAFFREY. 

The Crarrman. Are there any further questions? 

Mr. Cothran, I have a number of questions I would like to pro- 
pound to you, but the hour is getting late and there are a number 
of witnesses to be heard. 

Mr. Cornran. Either I, of the Washington office, or Mr. Barker, of 
counsel who are here in Washington, will be glad to answer any ques- 
tions. I will be glad to come back from South Carolina, if you like. 

The Cuatrman. Would you identify the two gentlemen with you? 

Mr. Cornran. This is Mr. Charles G. Caffrey, of the staff of the 
ACMI, Washington office, and this is Mr. Richard Barker, of the firm 
of Ivins, Phillip & Barker, in Washington, our counsel. 

The Cuarrman. We appreciate the appearance of all three of you 
before the committee, and the statements and information you have 
given the committee. 

Thank you. 

Our next witness is Mr. Robert A. Ewens. 


STATEMENT OF ROBERT A. EWENS, EXECUTIVE VICE PRESIDENT, 
WISCONSIN MANUFACTURERS ASSOCIATION, AND ALSO REPRE- 
SENTING MANUFACTURERS ASSOCIATION OF RACINE, KENOSHA 
MANUFACTURERS ASSOCIATION, ASSOCIATED INDUSTRIES OF 
OSHKOSH, AND NORTHEAST WISCONSIN INDUSTRIAL ASSOCIA- 
TION 


Mr. Ewens. My name is Robert A. Ewens. I am executive vice 
president of the Wisconsin Manufacturers Association. I am also 
representing the Manufacturers Association of Racine, Kenosha 
Manufacturers Association, Associated Industries of Oshkosh, and 
Northeast Wisconsin Industrial Association. 

Both Mr. Albert Weiss, chairman of our taxation committee, and 
Mr. A. C. Homer, executive director of the Northeast Wisconsin In- 





708 GENERAL REVENUE REVISION 


dustrial Association, have relinquished their time to me, and I shall 
keep within their and my 15 minutes of allotted time. 

The combined membership of the associations mentioned includes 
more than 1,600 companies, employing 94 percent of the industrial 
workers of the State of Wisconsin. Approximately 80 percent of 
our member firms employ fewer than 100 persons. Goneeqennthy | we 
are well acquainted with matters of concern to all types of manu- 
facturers, including, of course, Federal income taxes on corporations 
and individuals. 

There is no question that the most vexing problem is that of taxa- 
tion. As now constituted, it insures, among other things, a growing 
monopolistic trend because it stifles growth. 

I want to point out actual historic and current conditions that sub- 
stantiate this contention. The industrial economy of my State was 
not built primarily by means of bank loans, security underwriting, 
Government grants, or advances at favorable interest rates. The hun- 
dreds and hundreds of leading industries had humble beginnings; they 
stemmed from the vision and initiative of an individual or a small 
group of workingmen. 

These men did not have capital. But because their ideas were sound 
and their projects appeared to have a chance of success, most were 
able to borrow initial and subsequent funds from men of means; men 
who in that day had earned fortunes from trapping, lumbering, farm- 
ing, or trade. More recently, pioneers in manufacturing were able to 
assist in such initial financing. Sometimes, even such financing wasn’t 
available. Oldtimers in my State still recall that 60 years or so ago, 
a young man sought $1,000 in Milwaukee, offering a half interest in 
his proposed product as security. He was unsuccessful in Wisconsin 
and so moved on to Detroit, where he eventually generated interest in 
his product and financing from the late Senator Couzens, with which 
to establish what is now the Ford Motor Co, 

Insurance company and bank loans, as well as security underwrit- 
ing, were available only later as a proved record for individual com- 
panies made them eligible for financing that met minmium require- 
ments of law. 

In short, gentlemen, risk capital supplied by individuals built Wis- 
consin industry. Men willing to gamble a few thousand dollars or 
tens of thousands of dollars on an idea were encouraged to do so by 
tax laws which did not penalize the accumulation of wealth or its 
reconstitution if impaired. 

That is what built the plants that now employ 2,000, 5,000, 25,000 
in my State. 

It is significant to note that not since 1930 have we had in Wisconsin 
an instance of a single company growing from humble beginnings to 
stature as one of our leading industrial establishments. We have had 
several that grew to employ about 700, but these again were fortunate 
enough to have received initial support from what might well be 
termed the last of the private capitalists. But, once again, these ex- 
ceptions benefited from the fact that tax rates at the time were not as 
high as they are now. 

Let me cite as the basis for this state of affairs one of many examples 
coming tomy attention. Recently,a young man came to my office, He 
had an excellent product he had perfected in his one-man shop. He 
explained that his financial pindiaion was precarious and he could 
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obtain none of the necessary financing he needed to exploit his product 
from banks or insurance companies to whom he had talked. Even con- 
sumer credit companies turned a cold shoulder. 

I called in one of my good friends, a company president who him- 
self had built a substantial firm because, in the twenties he was able 
to interest private-venture capital in his ideas. The president was 
greatly impressed with the young man and his product, but could 
himself offer no financial aid. He explained his situation—typical 
1 have found of most—this way: 

Bob, strange as it may seem, I can’t afford to do so. If this venture succeeds 
and I make a profit, my income will mount into a higher tax bracket and leave 
me with less net income than before. And if it fails, which I doubt, I could not 
afford to lose the capital out of the slender resources outside my own business 
that I have been able to accumulate the last 20 years. 

In that respect, gentlemen, I should like to point out that in the 
Jast decade two career-man presidents of the largest firms we have in 
Wisconsin died leaving personal estates of less than $150,000 each, 
which included their life insurance. Incidentally, that fact is known 
generally around our State, and our companies are experiencing more 
and more difficulties getting top men to assume further responsibility. 
Prospective executives feel the effort and killing assignments—both 
these men died in their early fifties—aren’t worth the income left after 
taxes. 

Likewise, funds available to corporations out of earnings and after 
taxes are insufficient to insure stability, much less expansion. 

Now, for some specifics, In the brief time allotted perhaps we 
can best illustrate what is happening under our present Federal tax 
system on manufacturing concerns by presenting excerpts from a de- 
tailed study of the 10-year economic growth of one of our member 
companies. Fifty copies of the detailed study have been filed with 
the clerk in December. We believe this case to be typical of other 
industries and businesses in our area. 

The company—Paragon Electric Co. of Two Rivers, was established 
in 1920, and manufactures electrical applicances for farm, home, store, 
and factory. Approximately 275 men and women are employed and 
there are 165 stockholders. Annual sales are currently $3 million a 
year on a net worth of just over $1 million. The company has a Dun 
& Bradstreet rating of triple A-1—AaA1. This is mentioned to show 
the most was made of its financial resources. 

During the past 10 years the company has paid income taxes amount- 
ing to $1,863,616. It paid 3 times as much in taxes as it did in divi- 
dends, and 214 times the company’s net worth. 

The plain fact is the company has not been able to retain enough 
earnings in the business to hold its place in the industry, in the econ- 
omy, and among its competitors. The total sales tripled, but correct- 
ing sales volume for inflation and the generally higher level of the 
economy, the company has barely held its own. Now the company 
finds itself with a high-cost plant that has become obsolete and un- 
economical to operate. 

A temporary solution was found. After a year of negotiating, 
$325,000 was borrowed in August 1957 from a large insurance com- 
pany for the purpose of building a plant to replace present facilities. 
The borrowing was for replacement; not expansion. We say this is 
a temporary solution because it looks as though long-term borrowing 
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may be permanently necessary unless something is done to relieve the 
tax burden, which for the past 10 years has averaged $186,000 per 
year for that small firm. 

H. R. 6452—referred to as the Sadlak-Herlong bill—which is now 
before the committee, represents a most practical and realistic means 
of accomplishing long needed tax relief for individuals and corpora- 
tions. ad this bill been in effect, for the past 10 years, with a to 
corporate rate of 42 percent, the company cited would have retaine 
an additional $284,143 during the 10-year period. This additional 
retention would have made long-term replacement borrowing unnec- 
essary. 

To put it another way, the company could have used or conserved 
its borrowing capacity for expansion purposes, which could have 
created additional jobs, which in turn produce more tax revenue. 

If population experts are right in their forecasts of 20 million new 
job seekers in the next 17 to 20 years, and you multiply this figure by 

14,000, which represents today’s average costs in building, tools, and 
equipment for each job in manufacturing, you come up with the as- 
tonishing figure of $280 billion. 

The problem simply stated is: Where is the money coming from # 
Small- and medium-sized companies simply are not going to make 
many new jobs with 52 cents out of every profit dollar running off to 
Washington. 

Piecemeal corrective tax legislation to rectify these situations is not 
the answer. A patchwork to aid special po s evades basic princi- 

les. Industry is indivisible. It cannot divided into small and 
arge. I doubt your own creation, the Small Business Agency, can 
actually tell you what a small business is, I can’t. Small in one 
field may be large in another. In similar vein, special aid for one 
group as opposed to another is as undemocratic as the system of Gov- 
ernment that dominates a totalitarian state. If we are in truth a free 
people, our Government must abolish confiscatory policies such as 
now permeate our tax laws, and we must restore the spirit of enter- 
prise and reward to small and large alike, treating one citizen as 
another. 

I have indicated that small business is stifled by present taxes. 
The same applies to large industry. As an example, t use the experi- 
ence of one of our largest members. At its request, I will not identify 
it, but will refer to the firm as the ABC Corp. The company was 
established in 1884, and manufactures heavy industrial, construction, 
and mining equipment. It is ranked as one of the 500 largest United 
States industrial corporations by Fortune magazine—July 1957 issue. 

The company employs approximately 5,000 persons and has about 
1,900 stockholders. Its annual sales are oY running about 
$87 million a year on a net worth of just over $37 million. 

During the past 10 years, the company has paid income taxes 
amounting to $34,325,000. It has paid more than four times as much 
in taxes as was paid in dividends; and considerably more than the 
company’s average net worth during the 10-year period. This can 
be gathered from the detailed tabulation apa ein! yg hve this state- 
ment, and please note how closely the ratios parallel the small Para- 
gon Co. 
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The tabulation shows that the company has enjoyed a steady growth 
in dollar sales and dollar net profits, and certainly must be considered 
one of the country’s more successful operations. 

In its operations for the fiscal year ended October 31, 1957, it at- 
tained the highest sales volume—$87,500,000—and the highest net 
profit—$3,800,000—of any of the past 11 years. On the other hand, 
the company has found it necessary to increase its long-term affixed 
loan liability from $9 million on October 31, 1956, to $14,500,000 on 
October 31, 1957. 

Superficially it might be assumed that the company has no serious 
problems. The forces of inflation and the fact that State and Federal 
income taxes have taken 57 percent of the income resulting from 
the company’s production and distribution efforts have resulted in a 
serious shortage of cash. The fact of the matter is that the cash 
resulting from the profits on its operations are sufficient only to pay 
a modest dividend, and only partially to pay for increased investment 
in inventories—at continually higher prices—and the replacement of 
wornout equipment—at very much higher prices than the original 
costs. The increased investment in inventories during 1957 was al- 
most double the company’s total net profit for the year. The depre- 
ciation reserve for the year could pay for only a few of the major 
machine tools it needs. 

At the end of 1956 the company currently needed in excess of $6 
million, over and above the $6 million it did borrow in 1957, for mod- 
erate expansion and improvement of facilities. The $6 million capital 
requirement has been carefully analyzed by company management 
and only covers its immediate needs. Its longer range program will 
require a very much greater investment. The big question is: Where 
is the money coming from? 

This money could have been invested in 1956 or 1957, but the project 
had to be postponed; the company is now studying ways and means 
to finance this work in 1958 and 1959, if at all possible. Obviously, the 
money must come from outside sources; oat if such outside sources 
are used, such moneys can only be used in the most conservative man- 
ner, and properly so. The company cannot use other people’s money 
for risk and venture capital; such money can only come from the 
profits earned by the company or from investors who are willing to 
take a risk. 

The American free-enterprise system has been successful because 
individuals were willing to risk the loss of their investment in the 
hopes of making a higher profit than normally could be expected. The 
more business enterprise is dependent on borrowed money either from 
private or governmental units, the more it will lose its daring, imagi- 
native, and dynamic spirit which is so essential to industrial progress. 

We do not advocate the abolition of the income tax, nor do we 
propose an unbalanced budget in order to accomplish a tax reduc- 
tion. But we do feel that Federal expenditures such as recommended 
by the Hoover Commission can and must be reduced now, so that a 
tax reduction can be made effective. It should be obvious that when 
Federal taxes take more than 50 percent of the profits of a business 
enterprise, its natural economic growth is being stifled. A modera- 
tion of the rates with a limitation on the highest rate permissible would 
free capital and create additional jobs which would, in turn, produce 
more tax revenue. 
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Had a top corporate rate of 42 percent been in effect, the company 
of which I last spoke would have retained an additional $6 million 
in profits and cash during the 10 years. The expansion program 
which the company needs could now have been a reality, more jobs 
would have been created, and a contribution toward cost reduction 
accomplished. 

Some economists delving into theory, some accountants exercising 
bookkeeping legerdemain, may persuade you that present taxes do 
not burden the economy. Theory and practice, however, are as day 
and night. I commend to your consideration a law patterned after 
the Sadlak-Herlong measures now before you. Lowering of pro- 

ive rates cannot help but stimulate the economy, bring a flower- 
ing of new industry, more jobs, more products, and even greater tax 
revenue. 

I appreciate that the eyes of many malcontents and reformers are 
upon you, and that they will preach that social justice, whatever that 
is, can be accomplished only by taxing progressively. 

Those men and women, some living on the Fruits of inherited 
wealth, on levies against production, or on taxes, never met a payroll 
or helped build a future. 

I urge that as statesmen you appreciate that the power to tax is 
the power to destroy. Wisely considered, it can also be the power 
to build anew the industrial might of America which once paced 
the world; which now, because of threatened stagnation, merely 
marks time. 

The Cuamman. Mr. Ewens, I notice that you have two charts 
appended to your statement. 

Mr. Ewens. Yes, sir, to all the copies. 

The Cuarrman. Without objection, the charts attached to the state- 
ment will be included in the record. 

Mr. Ewens. Thank you. 

(The charts referred to follow :) 


Ten-year capital formation history—A. B. C. Corp.—Anytown, Wis., 1947-56 
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1 Income taxes: Federal, $31,460,000; Wisconsin, $2,865,000; total, $34,325,000. 
2 Before renegotiation. 





GENERAL REVENUE REVISION 713 





Preferred Income re- | Net worth at Long-term, Additional 
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# Sale of 150,000 shares common at $20 less expenses of $28,574. 
4 Preferred stock redeemed and additional common stock issued. 
§2 percent. 
6 28 percent. 
The Cuarrman. Are there any questions? If not, we appreciate 
your coming to the committee and the information you have given us. 
Our next witness is Mr. R. Wolcott Hooker. 
Please come forward and give your name, address, and the capacity 
in which you appear, for the benefit of the record. 


STATEMENT OF R. WOLCOTT HOOKER, ASSOCIATED INDUSTRIES 
OF NEW YORK STATE, INC. 


Mr. Hooker. Mr. Chairman and distinguished members of the com- 
mittee, my name is R. Wolcott Hookert. I am the senior vice presi- 
dent of the Hooker Electrochemical Co., of Niagara Falls, N. Y. 

I appear here as the representative of Associated Industries of New 
York State, Inc. 

Mr. Reep. Mr. Hooker, I want to say that I am very sorry to have 
been out of the office when you called. I am well acquainted with 
your company and the people in it. I am glad to see you here. 

Mr. Hooker. Thank you. 

Mr. Chairman, as I said, I appear here as the representative of 
Associated Industries of New York State, Inc., a statewide industrial 
association with a membership of approximately 2,000. While the 
association’s members range in size from the very smallest to the very 
largest companies, more than 85 percent of its members are small com- 
panies employing fewer than 500 employees. 

I am not a lawyer nor a tax expert but am a businessman expressing 
my views as such. 

Ve are conscious of the need to maintain adequate defenses for this 
country. We believe that defense costs can be met out of the budg- 
etary surplus, from savings in nondefense appropriations and from 
reallocation of funds from one defense item to another. 

Maintenance of revenues to support an adequate defense establish- 
ment is not incompatible with rate reform, provided the reduction is 
in areas which will stimulate productivity. Rates, of themselves, are 
not particularly meaningful. It is the revenue which our tax system 
produces which is of consequence to us. 








714 GENERAL REVENUE REVISION 


To use the simplest of illustrations, a rate structure half as high as 
it is at present would produce just as much revenue if the tax base 
were twice as great. For this reason, it should not be assumed that 
rate reduction automatically will result in loss of revenues. If the 
corporation tax were reduced, the resulting savings to corporations 
would find their way into one or more of 4 places: i) lower prices to 
consumers; (2) plant improvement, modernization, and expansion; 
(3) higher wages to employees; (4) higher dividends to stockholders. 

From the increased wages and dividends, the Government immedi- 
ately picks up additional income taxes from the recipients. The 
combination of increased purchasing power arising from increased 
wages and dividends, coupled with lower prices to consumers, means 
acceleration in the demand for consumer goods. Plant improvement, 
modernization, and expansion, mean stimulation in the capital-goods 
market. 

From the increased wages and dividends, the Government immedi- 
ately picks up additional income taxes from the recipients. The com- 
bination of increased purchasing power arising from increased wages 
and dividends coupled with lower prices to consumers means accelera- 
tion in the demand for consumer goods. 

Plant improvement, modernization, and expansion mean stimula- 
tion in the capital goods market and add to the real wealth of the 
Nation. The shot in the arm which such a program would give to the 
whole economy would go a long way toward arresting the present 
downturn in business and would generate new revenues for the Gov- 
ernment which would substantially offset the loss from direct corpo- 
rate sources. 

As much as 80 or 90 percent of all business income taxes find their 
way into the price structure and are paid for by the consumer. The 
only point at which such taxes are not passed on to the consumer is in 
the case of the marginal produced. He must absorb and pay these 
taxes because competitive conditions do not permit him to pass them 
on in the form of higher prices. Thus business income taxes hurt the 
small company which is least able to afford them. Since business in- 
come taxes are imposed at the point of production, they tend to pyr- 
amid with each step in the productive and distribution process and, 
thus, are highly inflationary. 

By increasing the level of prices, they decrease mass purchasing 
ower, which in turn has not only an adverse effect on the economy 
ut on the public revenues. 

A common misapprehension is that the present high tax structure 
primarily affects higher bracket individuals and corporations. This 
is a highly inaccurate notion. Directly and indirectly, the present 
high rates deeply affect the little taxpayer and the little businessman. 
Not only must high business taxes be reflected in the price structure 
and thus passed on to consumers but even the 20 percent basic rate 
which yields over 80 percent of the total personal income tax and 
which is largely withheld by the employer must be absorbed in the 
cost of the goods sold as fully as take-home pay of the employee. 


With three-quarters of all personal income tax revenue coming 
from the lowest three taxable income brackets, the little man is oh- 
viously vitally concerned with exorbitant tax rates. 

There is a level of taxation which will not bring us into collision 
with the law of diminishing return. Tax rate burdens should not be 
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so high as to disproportionately discourage economic activity and 

individual incentive, force legitimate business enterprise into unnatu- 

ral and inefficient methods, or encourage individuals in planning their 
ersonal estates into undue preoccupation with taxes as distinguished 
rom a sound disposition of their businesses and properties. 

We pay lip service to the small-business man, his importance to 
the economy, his historic contributions to the American free- 
enterprise system and we decry his merger into big business. Yet by 
our tax laws we compel such mergers. 

The small-business man, if he is to grow and maintain his inde- 
pendence, must grow out of earnings. But what do our tax laws 
do to meet this need ? 

First, they take over half of those earnings in State and Federal 
business taxes as they are made. 

Second, they subject him to a statutory trap (familiarly known as 
old sec. 102, now sec. 531 of the Internal Revenue Code of 1954) 
which imposes a penalty under certain circumstances for earnings 
accumulations. 

Third, through high personal income taxes they make it impossible 
for him to accumulate a personal estate outside his ownership of the 
business. 

Finally, when he dies they tax his estate at graduated rates. The 
bulk of the tax arises from his frozen investment in the business he 
has built up over a lifetime. The tax has to be paid in cash within 
15 months of death. Unless section 303 of the code may be used, 
the cash must come from his liquid assets outside the business. These 
either are exhausted by taxes or prove insufficient. It is not surpris- 
ing that the successful businessman, instead of making provision for 
his family or his associates to carry on the business, invites mergers 
with large companies to convert a frozen investment into a readily 
marketable security so that his estate will enjoy the liquidity our 
estate tax laws demand of it. 

The time has come to make understandability in our tax laws an 
objective in itself as distinguished from making them an intellictual 
exercise. Since they are rules which must be lived by, they have first 
to be understood. Not all of us have tax experts at our elbow nor 
can most taxpayers afford that luxury. 

There is too much preoccupation with plugging loopholes through 
the use of elaborate statutory schemes which turn out to be traps for 
the innocent and unwary. An illustration is the frequent application 
in the Internal Revenue Code of the so-called attribution rules in 
section 318 which at times leads to the most absurd results and in some 
situations traps any but the most skilled tax technician. 

The Government cannot expect taxpayers to fairly deal with it 
unless it deals fairly with its taxpayers. 

Confiscatory rates, complicated laws, built-in traps do not invite 
public respect for the revenue system. 

We urge this committee to give thoughtful consideration to the en- 
actment of legislation such as the Sadlak and Herlong bills (H. R. 
6452 and H. R. 9119). It is not necessary to endorse every line and 
syllable of those bills to recognize that their principle has a great 
deal of merit. The gradual reduction of rates will stimulate the 
economy and encourage individual initiative without any serious im- 
pact on Federal revenues. 
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Indeed, it seems probable that the resulting stimulation of the 
economy will actually improve the Federal revenues. It will be 
wholesome, we think, to bring tax reduction into direct competition 
with new spending. In any event, the deferment provisions of the 
bills would constitute a safeguard against possible budget imbalance. 

Tax laws should be brought into line with the facts of our economic 
life. They should not be cast in a form which will hobble our econ- 
omy. They should not impose a penalty on productivity. They 
should not strangle business development and take away vital job 
opportunities. 

ather they should be designed to release the energies of all of 
our people. ith an economic decline presently in the making, no 
more auspicious time could be found for making a beginning on the 
reform of our existing tax system. 

Thank you, gentlemen. 

The Cuatrman. Are there any questions? 

Mr. Keogh will inquire. 

Mr. Keocu. Mr. Chairman, I have no question, but I am very 
happy to join with my distinguished colleague from New York in 
telling the committee that the great contributions of the Hooker 
family and of the company have been extolled to me by a distin- 
guished Buffaloan in the person of Hon. Paul E. Fitzpatrick, former 

t Democratic State chairman of New York, which last statement, 

r. Chairman, is mentioned not to inject any politics into this, but 
simply to seta? the gentleman. 

r. Hooxer. I appreciate that very much, Mr. Keogh. Mr. Fitz- 

—, has been one of my lifelong friends, and I am glad that he 

as a high opines of me as a person and us as neighbors. Thank 
you very much, indeed. 

The Cuarrman. We thank you, Mr. Hooker, for your appearance 
and the information given the record. 

Our next witness is Mr. Merwin K. Hart. 

Mr. Hart, will you please come forward and give us your name, 
eT 7 and the capacity in which you appear, for the benefit of the 
recor 


STATEMENT OF MERWIN K. HART, PRESIDENT, NATIONAL 
ECONOMIC COUNCIL, NEW YORK, N. Y. 


Mr. Harr. Mr. Chairman and gentlemen, my name is Merwin K. 
Hart. I am president of the National Economic Council of New 
York, a membership corporation with members in all States. 

We appear on behalf of the principles of the Sadlak-Herlong bill. 
I have previously submitted the 4-page statement. I am sure it will 
be agreeable to you, Mr. Chairman, if I do not read that, as long as it 
can be put into the record. 

4 CuarrMan. Without objection, it will be included in the 
record. 
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(The statement referred to follows :) 


STATEMENT BEFORE WAYS AND MEANS COMMITTEE ON THE SUBJECT OF REDUCTION 
or FeperaL Taxes BY MERWIN K. Hart, PRESIDENT, NATIONAL ECONOMIC 
CounciL, NEw York 


I appear as president of the National Economie Council, which has members 
in all States, to urge the Congress to pass the Sadlak-Herlong bill for the pro- 
gressive reduction of income taxes. 

I urge the Congress to pass this bill, or one substantially the same, for the 
following five reasons: 

1, The United States has a Federal debt approaching $280 billion and a con- 
tingent debt of many more billions. For several years the Federal budget has 
hovered around $70 billion. In event of war we would have no leeway what- 
soever, for we are reliably informed that the Federal debt alone is greater than 
the value of all real and personal property in the United States. We would 
have to resort to the printing press. Even if we won the war, our internal econ- 
omy and the value of our money, as well as countless lives, would have been 
destroyed. 

Hence the only course is to adopt a program for the progressive reduction of 
both spending and taxation. 

2. Passage of the Sadlak-Herlong bill would tend to discourage the executive 
departments from lavish or unnecessary spending. I have in mind the extension 
of military aid of more than a billion dollars to Yugoslavia. In early December 
the Yugoslavian Government actually asked the United States kindly not to 
send any more military aid. 

I have in mind the wasting of $250 billion on various fantastic projects in 
Iran and elsewhere, as set forth in the Reader’s Digest for February 1957. 

3. Passage of the Sadlak-Herlong bill would discourage the Executive from 
extending the operations of Government into new fields and would hasten the 
withdrawal by the Federal Government from certain questionable fields already 
occupied. 

I have in mind among others, the ventures of the Federal Government in 
our Southern States to force integration of the whites and Negroes in the 
schools—a venture the unwisdom of which seems now to be conceded by a 
growing part of the population. 

I have in mind, also, the Voice of America and Radio Free Europe, both of 
which I have found on recent visits to Europe are considered to vary all the 
way from useless to positively dangerous, from the point of view of America 
and the western nations. 

I have in mind such a proposal as that of Vice President Nixon in a speech 
December 9 when he said that if States and localities did not bring down the 
number of automobile casualties, the Federal Government would step in and 
do so. This would be an utterly unwarranted interference in State and local 
affairs, and would cost many millions of dollars. 

The very existence on the statute books of the present and topheavy system 
of income taxes (applied to our growing economy) is a constant invitation to 
the Federal Government to reach out its tentacles into ever new fields of 
activity. 

4. In the mid-1920’s, on the recommendation of Secretary of the Treasury 
Mellon, the income tax was reduced three times. These reductions led to 
increased tax receipts, just as he predicted. The tax reductions provided in 
the Sadlak-Herlong bill in all probability, barring war or other dire emergencies, 
would result also in increased revenues, because it would bring increased 
incentive to private enterprise. 

5. The country has for many months been witnessing a recession—possibly 
the beginnings of a depression. High taxes, prolonged over many years, are, 
we believe, a major factor in causing this. To enter now into a progressive 
plan for tax reduction would give the economy a shot in the arm that could 
turn the tide. 

Our Constitution gave us a Government of separation of powers and of checks 
and balances. Over the past 25 years Communist and Socialist infiltration in 
our Government has gone far in upsetting this system. The powers of Congress 
have suffered as a result, through the interminable rules and regulations ground 
out by various governmental bureaus. The executive department has arrogated 
to itself (without effective dissent by Congress, it must be admitted) the power 
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to make laws. Through usurpation the Supreme Court in its so-called desegre- 
gation decision of May 17, 1954, and through the various decisions of the 
summer of 1957, which crippled the power of the Congress to investigate and 
penalize subversive activities and forbade the sovereign States on their own 
account to do the same, and which freed many Commuists—these and similar 
decisions of the Supreme Court show that the Court is seeking to take over a 
large part of the lawmaking power. And, in addition to other evils, these 
usurpations by the Executive and the Supreme Court, have added mightily 
and unnecessarily to the cost of government. 


Mr. Chairman, the Congress, under powerful pressure, has been giving the 
executive branch of the Government too much money to spend. The taxpayers 
have been literally robbed. Much of the money taken from them is being spent 
prodigally and unconstitutionally. It isn’t good for the country and it is a 
destruction of our form of government, for the Executive to have so much money 
to spend, much of it at his own discretion. It is an encouragement to the 
Executive to look constantly for new fields of activity and to broaden the 
activities of Government in fields already preempted. 

In short, the American people have had too much government shoved down 
their throats. That is one of the principal causes of the current business jitters 
and incipient depression. The people need relief. 

Obviously, the Congress should appropriate all that is needed to safeguard 
our sovereignty and independence. 

Our slogan should be, “Billions for defense, but not one cent to waste on 
activities not absolutely necessary and not specifically authorized by the 
Congress.” 

The enactment of the Sadlak-Herlong bill would be a marked contribution 
toward bringing about this result. 

Mr. Harr. I would like to add a word, if I may, which is prompted 
by what I heard here eer: I have listened as all of you gentlemen 
have, to what has been said here by the various witnesses. It goes with 
what we in our organization have observed in many parts of the 
country. We have been spending as a country perfectly huge sums 
for defense. : 

Now we find that these sums must be increased, and we do not have 
the defense we thought we had bought. At the same time, we have 
very substantial beginnings of what could be a substantial depression. 
The truth is that industry, to a large extent, is discouraged. I think 
that situation must be faced. Of course, we have to spend all that is 
necessary for defense. Everyone is for that. As a matter of fact, 
we should have been spending for defense some of the money that has 
been wasted the past dozen years on matters that were apparently a 
part of the scheme to take the United States into world socialism and 
world government. . 

This postwar waste began with the sudden destruction in 1945 of 
material of all kinds, war material, estimated by Alfred Kohlberg, 
of New York, a pretty reliable authority, in a letter to President 
Truman, I think about 7 years ago, at about $35 billion. 

Waste has continued since then. We have weakened our economy by 
vast Government spending. This weakness has begun more conspicu- 
onely to appear in the last year or two. 

e weakness is growing daily as men are laid off. In the New 
York Times of this date, the State Commissioner of Commerce of New 
York State predicted a further wide decline in business in New York 
State. Therefore, since we must spend substantial further amounts 
for defense, and especially for missiles, now is certainly the time to 
retrench in many other fields. If we do not, we may expect the de- 
pression to develop further. It might go so far that we would have 
little left to protect from Soviet aggression. 
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That, I believe, is just what our world Socialists and one-worlders 
would like to see. Where can we save? The Hoover reports show 
some $5 billion that has not been saved that they said could be saved. 
In addition, let the United States get out of some of its business 
activities, and turn them over to private enterprise. Let them re- 
trench and retract, and not expand. The proposal pending to do 
over the Capitol Building of the United States, according to some- 
body’s ideas, would cost tens of millions and is a sample of the kind 
of thing that has been suggested time and again throughout the last 
dozen or 15 years, and we have fallen for many of them. 

Industry, large and small, and the people of the United States, need 
a shot in the arm. Even a moderate reduction in taxes now, this 
year, no matter what the danger is from abroad, would give them this 
shot in the arm. 

Thank you very much, Mr. Chairman. 

The Cuarrman. Mr. Curtis will inquire. 

Mr. Curtis. Mr. Hart is the president of the National Economic 
Council with members in all States. 

Are those individuals or corporations ? 

Mr. Harr. They are individuals and corporations, sir. 

Mr. Curtis. Is it a trade group? 

Mr. Hart. No, it isnot. It is purely a citizens’ group, whose objec- 
tive, during the 28 years of its existence, has been to promote private 
enterprise and oppose socialism and communism, and maintain Ameri- 
can independence. 

Mr. Curtis. It is a nonprofit organization ? 

Mr. Hart, It is a nonprofit organization. 

Mr. Curtis. Thank you. 

The Cuamman. We thank you, Mr. Hart, for your appearance and 
the information given the committee. 

Is Mr. Ben Sisson in the room ? 

If not, the next witness is William Jackman. 

Will you come forward and give your name, address, and the ca- 
pacity in which you appear, for the benefit of the record ? 


STATEMENT OF WILLIAM JACKMAN, PRESIDENT OF INVESTORS 
LEAGUE, INC. 


Mr. Jackman. Mr. Chairman, my name is William Jackman. I 
am president of the Investors League, Inc., with national headquarters 
at 234 Fifth Avenue, New York. 

The Investors League is a nonprofit, nonpartisan, voluntary mem- 
bership organization, with thousands of individual investors, small 
and large, residing in every State of the Union. 

Mr. Chairman and members of the Committee on Ways and Means; 
on behalf of our many investor members, I wish to thank you for the 
privilege of appearing before this committee for the purpose of pre- 
senting the viewpoint of American investors on Federal income-tax 
policy and pee changes in the tax laws and regulations 
which will especially affect the shareowners of corporate industry. 


Unless we are to resort to socialism and Government ownership and 
control of business and industry, it is vitally in the national interest 
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that individual savings and investment be encouraged in every way 
possible, and that investment incentive should not be destroyed by 
unwise legislation that may seem politically expedient at the moment. 


PRESENT TAXES DESTROY INVESTMENT INCENTIVE 


In our testimony before this committee, we will not attempt to 
discuss the morality of the graduated tax on individual income. We 
desire only to point out, in the simplest and most emphatic manner, 
the gross injustice of present methods of taxing individuals who en- 
gage in the ownership of business enterprise by packing their savings 
together via the corporate system of individual ownership of such 
enterprise. 

Too many of our citizens seem to have a complete lack of under- 
standing of the fact that, taxwise, there is no such thing as a corpora- 
tion. corporation is only people—and only people pay taxes. The 
American corporation is a legal device by which 9 million owners of 
industry (two-thirds of them with annual family incomes of less than 
$7,500) | their savings to engage collectively in ownership of busi- 
nesses which have become so large and so complex that no individual 
can personally save and invest the capital to provide the $15,000 needed 
for each job in the average manufacturing enterprise. 

These widely scattered large and smal] investors in American busi- 
ness render a great service to the Nation by providing a constant flow 
of new capital for the research, the new machines, and the new plants 
constantly needed to provide the new jobs for our steadily increasing 
working force, and the new inventions and new industries needed to 
improve constantly our standards of living, and to build the com- 
plicated and costly new weapons and other materials necessary for 
our national defense. But, simply because these investor-owners 
must join together in the corporate form, they are politically perse- 
cuted asagroup. Thetreatment they receive is unfair. 

Take Joe Smith, for instance: Joe Smith is a fictional character. 
He has an ordinary job and, so hé may think, is in the low, 20 percent 
income-tax bracket. Early in 1956, Joe had about $5,800 of savings, 
which he decided to invest in 100 shares of General Electric Co. stock. 
He thereby became one of General Electric’s 360,000 or more scattered 
owners. In due course, Joe received General Electric’s 1956 annual 
financial report, which could well have given rise to this thinking 
on his part: 

“T own 100 shares of GE stock out of a total of some 87 million plus 
shares outstanding. Therefore, as an owner of 100 shares, I have 
contributed to the national economy in the past year one eight-hun- 
dred-and-seventy-thousandths of the benefits contributed by all of the 
owners of General Electric. What was my reward for putting my 
savings at risk in this fashion ¢ 

“And right here is where I woke up. My proportion of the nearly 
$424 millions in earnings left before paying Federal income taxes was 
$487, or about 8.4 percent on my $5,800 investment. The Federal 
Government now steps in and takes $200 million away from me and 
my coowners in income tax, of which my share is $241, or 49 percent 
of my earnings. (They call this a corporate-income tax, ‘corporate’ 
meaning me and the other 350,000 owners.) I then receive as my take- 
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home pay, in the form of dividends, only $200. The $487 which was 
my original share of the company’s earnings has hence been reduced 
to $246. Of this, the company retains $46 to help finance future 
gue and pays me $200 in dividends. Of this amount, I do not 
1ave to pay tax on the first $50 or on 4 percent ($6) of the remaini 

$150. This leaves $144 on which I now have to pay another Federa 
income tax of $29 ee ‘ 

“T have now paid a total Federal income tax of $270, or over 55 per- 
cent on my proportionate $487 as an owner. My net return on m 
$5,800 investment after Federal income tax is $217, or only about 3. 
percent, and this figure includes $46 which is not an ichuedints return 
since I have allowed the company to retain it for necessary investment 
in the business.” 

Joe forgot that he may now have to pay a State income tax as well. 
Nor has he remembered that, in earning and saving his $5,800, he had 
to really earn $7,250 and pay 20 percent of that in Federal income 
taxes. And this same sad tax story applies to the share owners of 
almost any other corporation. 

Gentlemen, I ask you, is this unfair method of taxation conducive 
to economic growth, or does it destroy investment incentive? 


A THEORY OF FAIR INCOME TAXATION 


Under our income-tax laws, in theory at least, profits from a busi- 
ness, whether distributed to the owner or withheld for new capital 
expenditures, constitute earned income, the same as salaries and wages, 
and are taxable as such to the owners of the business. 

Theoretically, therefore, only the owners of corporations and part- 
nerships should pay taxes thereon at whatever going individual rates 
may prevail. The corporation or the partnership in reality have no 
actual existence apart from the individuals whom they represent. 

Under present law, however, an individual who chooses to engage 
in business as a part owner of a large corporation, regardless of his 
tax bracket, whether it be 20 or 90 percent, must first pay a 52-percent 
tax on his income from such a source as a penalty merely for combining 
his savings with those of others under the corporate form of ownership. 
This constitutes gross discrimination, 

In theory, therefore, there should be no corporate-income tax. How- 
ever, the amount of profits retained by a corporation for reinvestment 
and not distributed in dividends should be taxed proportionately to 
each owner. There seems to be no practical method of collecting such 
a tax from the individual owner. 

In recognition of this fact, the tax on so-called long-term capital 
gains was, theoretically, presumed to remedy this defficiency. Profits 
retained and reinvested in the business would make the value of the 
business that much greater and reflect the income on which no tax 
had been paid. When the shares of stock were sold, the profit, if 
any, ‘would represent the accumulation of such undistributed profits 
and, in justice, should be taxed as income to the individual recipient. 

Any so-called capital-gains tax, beyond the amount assessable 
against retained earnings for the period of individual ownership, 
would not be a tax on income, but would constitute a levy on eapithl 
The substantial portion of increase in share prices over the last two 
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decades which represents price inflation, for instance, is not earned 
income and should not be taxed as such. What is overlooked in this 
entire theory of taxing such capital gains, however, is the fact that 
undistributed profits have already been taxed at the arbitrary rate 
of 52 percent via the corporate-income tax. 

The corporate-income tax should be abolished. Withheld profits 
should be taxed as income to the individual each year. If this were 
done, the tax on long-term capital gains on corporate shares should 
be abolished. These rs would bring tax equality to the corpo- 
rate shareholder. He would no longer be a second-class citizen, tax- 
wise. However, there are too many practical “eyes see of collection 
involved to permit attainment of this ideal objective at this time. 
From the standpoint of expediency, it might be better to substitute 
for the capital-gains tax a corporate-income tax at a rate of 25 percent 
or so, to be applied only on undistributed earnings. 

It might seem at first glance that removal of the corporate-income 
tax as outlined above would result in corporations showing earnings 
of twice what they are now showing. This would not be the case, 
however. Competition would force profits down to a reasonable level, 
prices would be lowered and wages would rise. 

Inflation would be checked. Loss of tax revenue to the Treasury 
would be only temporary because industry would expand more rapidly 
if prices could thus be lowered. Furthermore, any tax losses could 
be made up immediately by taxing certain cooperatives and certain 
other organizations which now pay no taxes but which compete with 
taxpaying business enterprises. 


LEGISLATION CAN CORRECT CONDITIONS 


Gentlemen, there are now many bills before this Con designed 
to reform our methods of Federal income taxation. These bills have 
been referred for action to your Committee on Ways and Means. 

I am sure that each of you gentlemen recognizes the enormity of 
the obligation of trusteeship of the resources of the American people 
which is imposed upon this committee, both by constitutional law and 
by the rules of the House of Representatives. You constitute the 
first line of defense against irresponsible and reckless tax legislation 
which might serve further to impair the incentives to save and invest 
on the part of our millions of would-be little individual capitalists. 
Our present tax mess can be untangled only by the bipartisan efforts 
of you informed gentlemen who hold the purse strings of the Nation 
within your hands. 

We well realize that the Nation is in peril from its enemies abroad. 
We well realize that greater expenditures must be made to strengthen 
our national defenses, especially in the guided-missile field. We also 
realize that at such a time, overall tax reduction would seem to be 
ruled out. 

However, there is no reason why reforms in our methods of taxa- 
tion should not be made at this time, provided that no substantial 
loss of revenue to the United States Treasury is thereby involved. 


SPECIFIC LEGISLATIVE RECOMMENDATIONS 


It is for the above reasons that we recommend favorable action on 
certain income tax bills now pending before your committee: 
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(1) H. R. 6452 and H. R. 9119 (the Sadlak-Herlong bills): We 
strongly urge passage of these bills. They will involve no loss of 
revenue to the Treasury. More than any other bills before your com- 
mittee, they will benefit taxpayers in every income-tax bracket and do 
more to correct the inequities described above and encourage incentives 
to thrift and investment than any legsilation that has been sensibly 
proposed during the last quarter of a century. They will also provide 
reater tax relief to corporate and individual owners of small business 
than any other tax bills before this Congress. They will reestablish 
confidence and help business and industry to make long-term plans for H 
future expansion. | 
Others will testify on this legislation in detail. arenes | 
Herlong’s speech in favor of this legislation before the House of | 















Representatives on August 8, 1957, is the most informative and most 
powerful argument in its favor that has come to our attention. 

This legislation would provide for gradual reduction in both the 
corporate and individual income tax over a 5-year period to be financed 
out of normal economic growth that will result in maximum rates 
of 42 percent for both corporations and individuals at the end of the 

seie after standard exemptions and deductions of $2,000 or less. 

pecific examples of individual tax-rate reductions over the 5 years 
provided for in these bills (after deductions and exemptions as appli- 
cable to single persons, married persons filing separate returns, and 
“split incomes” of husbands and wives filing joint returns) are as 
follows: 
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(2) H, R. 36, H. R. 6859, and H. R. 7056: Introduced by Congress- 

. men Boggs, Simpson, and Widnall, these bills in part provide for a 50 
percent reduction in the alternate tax on so-called long-term capital 
ains. Passage of this legislation should result in a windfall of bil- 
ions of new revenue to the United States Treasury. It will also free 
billions of stagnated, locked-in capital for investment in the equities 
of new and small businesses. We urge passage of this section of the 
above-mentioned bills. 

(3) H. R. 501 and H. R. 502: We urge passage of these bills which k 
have been introduced by Congressman Mason. These bills would re- i 
turn to the Treasury an estimated $1.5 billions to $2 billions of new . 
annual tax revenues from income of certain cooperatives and their | 
members, and savings and loan associations, mutual savings banks, | 
credit unions, and other mutual organizations, which now pay no 
Federal taxes but compete with taxpaying private enterprises. 

o H. R. 41 and H. R. 4203: Introduced by Congressman Coudert 
and Hosmer, these bills would create a nonpartisan Hoover-type com- 
mittee to study our entire methods of Federal income tax policy and 
report back their findings and recommendations for appropriate 

changes to Congress. We recommend passage of this legislation. 
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We are opposed to enactment of the following legislation now pend- 
ing before your committee: 

(1) All proposed bills which would merely increase personal exemp- 
tions and thereby remove millions of people from the tax rolls, Such 
legislation would cost billions to the Treasury, narrow the tax base, and 
necessitate payment of higher taxes by others. While we are in sym- 
pathy with the desires of the sponsors of such legislation to give relief 
to small taxpayers, it is our opinion that such an objective can be 
better accomplished by enactment of the Sadlak-Herlong bills (H. R. 
6452 and H. R. 9119). 

(2) We oppose all bills which would attempt to give small business 
tax relief at the expense of larger businesses, especially those measures 
which would impose a progressive income tax on corporate earnings. 
It is our opinion that enactment of the Sadlak-Herlong bill will best 
help ameliorate the financial problems of small-business men, the pre- 
ponderance of whom operate as individual proprietors and not as 
corporations. 

(3) H. R. 4681: Introduced by Congressman Eberharter, this bill 
seeks to repeal the meager relief from the inequities of the double 
taxation of dividends granted in the Internal Revenue Code of 1954. 

(4) H. R. 46: This Dill, introduced by Congressman Curtis, would 
impose a withholding tax on corporate dividends. This bill might 
infer that corporate shareholders are less honest than other groups of 
our voting citizens. We strongly oppose its enactment. It would 
only add tremendously to the cost of collection on the part of the 
Treasury, as well as the corporations involved and their shareholders. 

(5) H. R. 4395 and H. R. 5253: Introduced by Congressmen Hesel- 
ton and Vanik, these bills reduce depletion tax allowances of oil and 
gas producers from the present 2714 percent to 15 percent in one in- 
stance, and to 5 percent in the other. Such legislation would be 
extremely harmful and unfair to millions of owners of oil- and gas- 
company shares. It would destroy incentive for exploration for new 
energy resources vital to our national defense, especially at a time of 
continued crises in the Near East. Many people fail to understand 
that “depletion” is utterly different from “depreciation,” and the pres- 
ent rates have been endorsed by qualified experts appointed both by 
Democratic and Republican administrations. This is certainly no 
time to tamper with such vital industries. 

This concludes our recommendations on the various measures before 
this committee. 

We would like to point out one area of tax legislation which de- 
serves careful study. This is the area of depreciation. Depreciation 
allowables for tax purposes presumably permit the corporate taxpayer 
to deduct from earnings as an expense an amount sufficient to replace 
an asset over its useful life. 

Inflation and the inventive genius which makes so many machines 
obsolete in this fast-moving age have antiquated our previous con- 
cepts of the reasonableness of straight-line methods as opposed to 
weighing original cost against present-day replacement values and 
allowing reasonabe obsolescence charges against inefficient machinery. 

We urge that your committee make objective studies of this serious 
menace to industrial expansion and reduction of consumer prices in 
various lines. For instance, heavy industries such as steel, whose plant 
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and equipment have an unusually long life, cannot hope to replace fa- 
cilities 20 years hence at costs —— today. 

Another example—the textile manu nasi * eee on which 
so much depends on the ability of southern and New England mills to 
compete with imports from Japan. Japan has new machinery. Much 
of ours is obsolete. Let’s find the answer. New machines for America ? 
Or high import tariffs and higher prices to the consumer? 

While we realize that testimony before this hearing is limited to 
matters of taxation, we also realize that Government spending must 
influence Federal tax policy at this time. We believe that it is pos- 
sible not only to have tax reform but also tax reduction and a reduc- 
tion in the nationa! debt if Congress will only enact the various meas- 
ures recommended by the bipartisan Hoover Commission. 

Nor has the ce yet had a detailed explanation of why substan- 
tial portions of the $75 billion of unexpended appropriations cannot 
be redirected into our guided-missile program. 

Yours, gentlemen, is a monumental task. It has been said that 
government is the art of compromise. But there comes a moment in 
the lives of men when to stoop before the altar of expediency is to 
sacrifice your birthright. May God be with you. Thank you. 

The Cuarrman. We thank you for your appearance, and the infor- 
mation you have given to the committee. 

Mr. Reed? 

Mr. Reep. May I thank you for the copy you have given me, the 
copy of your statement, and thank you for the information you have 
given the committee. 

Mr. Jackman. Thank you. 

The CHarmman. Our next witness is Mr. John W. Douglas. 

Please come forward and give your name, address, and the capacity 
in which you appear, for the benefit of the record. 


STATEMENT OF JOHN W. DOUGLAS, PRESIDENT OF REPUBLIC FOIL 
& METAL MILLS, INC., DANBURY, CONN. 


Mr. Dovetas. Mr. Chairman, my name is John W. Douglas. I 
live in Brookfield Center, Conn. I am president of Republic Foil & 
Metal Mills, Inc., producers of aluminum foil which is used for pro- 
tective packaging, electrical capacitors, insulation, and other func- 
tional and decorative purposes. Our plant and executive offices are 
in Danbury, Conn., where we employ approximately 150 people. 

I appreciate this opportunity to testify before your committee rel- 
ative to H. R. 6452 and H. R. 9119. 

The rate of taxation is the pulse of our economy. Excessive taxa- 
tion stifles capital investment, expansion, and economic growth and 
will inevitably result in decreased tax income, thereby defeating its 
very purpose. If carried far enough, high taxes will achieve Russia’s 
objective of destroying capitalism. 

mal] businesses bear the major brunt of high taxation. Limited 
capital funds and inability to accumulate adequate cash for expansion 
force thousands of small companies to Niquidate or sell out to large 
corporations in order to avoid stagnation and the penalties of heavy 
estate taxes. 

It is self-evident that the future welfare of our economy depends 
upon ultimate tax reduction—not tax increases. 
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I fully recognize that it is essential to expend all funds needed for 
military security. I also believe that the budget must remain in 
approximate balance in order to maintain a sound economy. 

f we have the will, this can be accomplished by offsetting increased 
essential military spending by deceased nonessential civilian spend- 
ing. Billions of dollars can be saved through exercise of improved 
Government efficiency, reduction of waste and redtape and by elimi- 
nation and reduction of Government expenditures for such prs 
an electric power, highway construction, agriculture and housing 
subsidies, public education, and veterans aid for nonservice dis- 
abilities, 

These expenditures are generally sponsored by powerful minority 
groups who stand to gain special benefits, unfortunately, at the ex- 
pense of their fellow taxpayers. This is the time for the adminis- 
tration and Congress to take the lead in persuading these groups to 
set aside their personal interest instead of calling for new taxes. 

I am confident that our sagging economy and falling tax revenues 
will be stimulated by a reduction in Federal expenditures for civilian 
programs—not by increased poet priming and paternalistic growth 
of Tedeneeatth rograms at the expense of the taxpayers. Providing 
this course is aati the Federal Government budget can be main- 
tained at a figure close to present estimates, 

Based upon existing tax rates, it is estimated that Federal tax 
revenues will increase area $10 billion from the fiscal year 
1955 through the fiscal year 1957. Furthermore, it is conservatively 
estimated that, based upon present tax rates, we can expect an aver- 
age annual revenue growth of more than $3 billion, assuming con- 
tinued expansion of the economy compares to that of recent years 
Providing the Federal Government succeeds in maintaining its 
budget close to present estimates, a long-term program of individual 
and corporate tax reduction is not only feasible but vitally necessary 
to the growth of a sound economy. 

Nearly all new and small businesses obtain their starts and main- 
tain their operations during their early years through the investment 
of venture capital by individuals—singly or in groups. Such money 
will be freely available only if the tax laws permit adequate accumu- 
lation of wealth to encourage risk. Present tax rates on individuals 
which reach as high as 91 percent make it almost impossible to ac- 
cumulate wealth and, in consequence, the amount of venture capital 
and incentive to risk are cuales shrinking to the detriment of small 
business, Many leading economists share my views that the revenue 
loss resulting from the reduction of taxes to a reasonable figure would 
be more recovered through the investment of these savings in enter- 
pewen which will, in turn, stimulate the economy, create jobs and pro- 

uce more taxable income. 

When individual income taxes are lowered, reductions should apply 
across the board. However, elimination of low-income groups from 
any responsibility to carry a share of the tax burden, while possibly 
appearing to be politically expedient, would be patently undemo- 
cratic, inflationary, and contrary to the interests of small business. 

The problem then is to devise a formula for tax reduction which will 
stimulate the economy and remove inequitable tax burdens which 
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presently saddle small business and certain other segments of our 
society. 

On March 28, 1957, Representative Antoni N. Sadlak of Connecticut 
introduced in the House of Representatives H. R. 6452, and on Au- 
gust 8, 1957, Representative A. S. Herlong, Jr., of Florida introduced 
H. R, 9119—an identical bill. Briefly, the bipartisan Sadlak-Her- 
long bill provides, over a 5-year period, for a gradual reduction of 
both individual and corporation income-tax rates to a maximum of 
42 percent. The bill would lower the corporate rate from 52 percent 
to 52 percent by reducing the normal tax rate from 30 percent to 22 
percent and the surtax from 22 percent to 20 percent. 

To quote Representative Sadlak : 

The legislation is primarily designed to moderate the tax impact on indi- 


viduals and on small and growing business, and to eliminate the tax barrier to 
starting new businesses * * *. The problem is entirely a matter of rates. 


And again to quote Mr. Sadlak : 

There is no reason why an unincorporated business or other individual tax- 
payer should pay a higher tax rate of tax than a corporate taxpayer. 

The Sadlak-Herlong bill avoids the destructive philosophy con- 
tained in several bills which propose to reduce the normal corporate 
tax, or extend the base to $100,000, while adjusting the surtax up- 
ward in order to compensate for the income thus lost. This philos- 
ophy of graduated corporate income taxes is contrary to every prin- 
ciple of the free-enterprise system. It is discriminatory and would 
destroy the incentive toward growth and would sound the death knell 
for small business. 

The bill contains a section which permits the postponement of tax 
reductions by the President or Congress in the event of an unbalanced 
budget along with a safeguard against continuous postponements 
which would nullify the purpose of the bill. The section is designed 
to provide for situations such as the one presently confronting the 


ation. 
The ee ee bill was introduced prior to the Russian 
h ; 


satellite launching. ereas it may be wise to consider modification 
of some of the schedules and formulas contained therein, its basic 
concept remains 100 percent sound. 

I again repeat that present rates of individual and corporate taxes 
are excessive. The future welfare of our capitalistic system demands 
that a formula for gradual reduction of taxes be adopted by Congress. 
I sincerely urge that the Ways and Means Committee favorably con- 
sider H. R 6452 and H. R. 9119. 

Finally, whereas excessive taxation is the major thorn in the side 
of small business, estate taxes are an important source of concern. 
In many instances, closely held businesses must be liquidated or sold 
at a sacrifice in order to settle estate taxes. This tends to discourage 
formation of or investment in such enterprises, or may cause the sale 
of such businesses in the anticipation of death. I strongly recom- 
mend the alteration of the tax law to permit the payment of estate 
taxes in installments over a period of years. 

A number of additional changes in the revenue laws may well be 
advisable. These include permission of a limited credit against 
taxable income for retainer earnings for expansion of plant and 
equipment during the taxable year; limited deduction for dividends 





728 GENERAL REVENUE REVISION 


paid or credited ; and more realistic depreciation allowances. I trust 
that these changes will be carefully considered. 

The Cuarrman. Are there any questions? 

Mr. Saptak. Mr. Chairman? ° 

The Cuarmman. Mr. Sadlak will inquire. 

Mr. Saptax. I think the record should reflect that Danbury, Conn., 
which has been known throughout the world and which continues to 
be known throughout the world as the hat center, also has other in- 
dustries in that area, and one of them is the industry that Mr, Doug- 
las is representing here today, and about which he has testified before 
this committee. T think it ought to be noted likewise that he has per- 
haps been about the last witness of the day of some 20 witnesses, that 
this committee has been hearing from 10 to 12 and 2 to 5, and now we 
are reaching the 5 o’clock time which means that he has waited 5 hours 
before he has been given the opportunity to stress the testimony that 
he has given to the committee, and in some instances reiterating and 
substantiating most vigorously testimony given by other witnesses 
preceding him, and also telling us his own problem. 

; wish to congratulate him on the fine presentation he has made 
today. 

The Cuarrman, We thank you, Mr. Douglas, for your appearance 
and the information you have given the committee. 

Mr. Doveuas. Thank you. 

The Cuarrman. Is Mrs. Clemmons in the room ¢ 

Tf not, that will conclude the calendar for the day. 

Mr. Reep. Mr. Chairman, before the committee adjourns, today is 
the birthday of one of our members. I want to congratulate him on 
his 40th birthday, and I am sure that the other members of the com- 
mittee would like to do the same, I refer to Cecil King. 

Mr. Krne. Thank you, Mr. Reed; thank you very much. I tried 
to keep that secret, but I couldn’t. 

The Cuarrman. We all join you in your felicitations to Mr. King 
on his birthday. 

Mr. Sapiax. No wonder it is hard to keep the secret, because it does 
not show on him. 

Mr. Kine. Thank you. 

The Cuarrman. Without objection, the committee will be in recess 
until 10 o’clock tomorrow morning. 

(The following recommendations, letters and statements were filed 
with the committee :) 

House OF REPRESENTATIVES, 
Washington, D. C., January 6, 1957. 
Hon. Wirisur D. Mitts, 


Acting Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Deak Mr. CHAIRMAN: Mr. Jesse L. Swords, president of Swords Brothers- 
McDougal Co., Inc., of Vero Beach, Fla., has asked me to forward his enclosed 
letter to be made a part of the printed hearings now being held by your com- 
mittee. 

I shall greatly appreciate your granting his request, as well as sending him 
a copy of the hearings when they have been concluded and printed. 

Thank you very much for your attention to this request. 

Best wishes. 

Sincerely yours, 
Pauw G. Rocers, 
Member of Congress. 
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Sworps BrorHers-McDovueat Co., INc., 
Vero Beach, Fla., January 4, 1958. 
Hon. PAaut G. Rogers, 
Congressman, 6th Florida District, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN: We wish to have this letter incorporated in the record 
of hearings of the Ways and Means Committee of the House of Representatives 
concerning the tax revision which we understand begins January 7, 1958. 

This company is incorporated under the laws of the State of Florida, estab- 
lished in 1946; being in the construction field, we use heavy equipment and trucks 
for clearing land and building roads. 

We have recently been audited by the Internal Revenue Service and they have 
disallowed our depreciation rates, setting up a salvage value of 10 percent to- 
gether with extending the life of the heavy equipment from 5 to 6 years. We 
protested this adjustment on the basis this extension of life was being taken 
out of a book and on the basis that equipment in the South here is used 12 
months of the year whereas the same equipment in the North would only be 
used 6 or 7 months and due to soil conditions our equipment would wear out 
twice as fast as equipment in other parts of the country and this is a hardship 
and an unreasonable adjustment on us. 

Since 1946 we have been consistent in our depreciation expense and whenever 
a fully depreciated piece of equipment was traded on a new one the net cost 
would be used as the cost of the new piece of equipment and never has this 
company taken advantage of any capital gain. 

We vigorously protest this procedure of salvage value and extension of life 
of heavy equipment used by the Internal Revenue Department and respectfully 
request our letter be given consideration by the Ways and Means Committee in 
order that we may operate our business as efficiently as in the past. 

Sincerely yours, 
Jesse L. Sworps, President. 


STATEMENT OF THE AMERICAN Pouttry & HATCHERY FEDERATION, 
Kansas City, Mo, 


This statement is presented by the American Poultry & Hatchery Federation 
on behalf of its approximately 4,000 active members. The members of this 
a breed, hatch, and sell domestic day-old fowl, principally chickens and 
urkeys. 

The American Poultry & Hatchery Federation was organized in 1916 to foster, 
promote, and improve the general welfare of the poultry industry. It has 
members in 47 States and has State affiliate associations in 42 States. 

We propose that sales of primary poultry breeding stock held and owned for 
12 months or more be treated as a sale of capital assets under section 1231 (b) 
of the 1954 Internal Revenue Code. 

In 1949 the courts held that farmers had the right to consider sales of dairy, 
draft, or breeding animals the same as a sale of any other asset used in the 
farm business. 

The 1954 Internal Revenue Code further clarified the status of livestock used 
in the farm business. However, it specifically prohibited the inclusion of 
chickens and turkeys in its definition of “livestock.” 

Livestock must be held and owned 12 months or more and they must be held 
for draft, dairy, or breeding purposes in order to qualify as a sale of section 
1231 assets. 

Whether livestock are held for draft, dairy or breeding purposes depends on 
the facts and circumstances in each particular case. 

In a number of instances, income from sales of poultry breeding stock could 
and should qualify as a capital gain or loss under section 1231 (b) had not the 
Congress, in creating the Internal Revenue Code of 1954, removed chickens and 
turkeys from the definition of “livestock.” 

Internal Revenue Service regulations published in Revenue Bulletin 1957-41 
state: “Example (S). A taxpayer in the business of raising hogs for slaughter 
customarily breeds sows to obtain a single litter to be raised by him for sale, 
and sells these brood sows after obtaining the litter. Even though brood sows 
are held for ultimate sale to customers in the ordinary course of the taxpayer’s 
business, they are considered as held for breeding purposes.” 

Consider the parallel in poultry breeding practices. 
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Primary poultry breeding flocks are the result of painstaking research and 
development. The breeder, through the use of progeny tests, pedigree records, 
blood typing and through various breeding combinations develops primary flocks 
the main function of which is to serve as multipliers of stock to be used in 
commercial flocks. These commercial flocks are our main source of table eggs 
and poultry meat. 

Birds selected for the primary breeding flock are retained for 17 to 24 months 
and qualify as a capital asset in every sense of the word. Anyone acquainted 
with the technique of poultry breeding will immediately acknowledge the eco- 
nomic fact that breeders retain primary breeding birds—male and female— 
with one goal only in mind—that of multiplication. Once the birds have served 
their usefulness as multipliers, they are sold. This liquidating sale is merely 
a salvage operation. 

Thus, chickens and turkeys used for primary breeding purposes qualify in 
every sense as a capital asset in the hands of the primary poultry breeder. 

The definition of “livestock” as contained in section 1231 (b) discriminates 
against the primary poultry breeder and cannot be justified if consistency and 
equality are objectives in writing tax laws. 

We propose that Congress amend section 1231 (b) so as to include chickens 
and turkeys, and particularly primary breeding birds, in the definition of “‘live- 
stock” for purposse of determining capital gains and losses from sales. 
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STATEMENT OF THE GEORGIA POULTRY FEDERATION, GAINESVILLE, GA. 


This statement is presented by the Georgia Poultry Federation on behalf of 
its approximately 1,000 active members, many of whom breed, hatch, and sell 
day-old chickens and turkeys. 

The Georgia Poultry Federation was organized in 1951 to promote and im- 
prove the poultry industry in the State. Georgia leads the Nation in the breed- 
ing, hatching, production, and marketing of chicken meat. The income from 
poultry and poultry products tops all other agricultural income in the State. 

We propose that sales of primary poultry breeding stock, held and owned for 
12 months or more, be treated as a sale of capital assets under section 1231 (b) of 
the 1954 Internal Revenue Code. 

In 1949 the courts held that farmers had the right to consider sales of dairy, 
draft, or breeding animals the same as a sale of any other asset used in the 
farm business. 

Under the Internal Revenue Code of 1954, the status of livestock used in farm 
business was further clarified. This specifically prohibited the inclusion of 
chickens and turkeys in its definition of “livestock.” 

Livestock must be owned and held for 12 months or more and must be held 
for draft, dairy, or breeding purposes during the period in order to qualify as a 
sale of assets under section 1231 (b). The category under which the sale is 
made depends upon the circumstances of such particular case. 

In many cases, income from sales of poultry breeding stock could and should 
have qualified as a capital gain or loss under section 1231 (b), had not the 
Congress, in drawing up the Internal Revenue Code of 1954, removed chickens 
and turkeys from the definition of “livestock.” 

Internal Revenue Service regulations published in Revenue Bulletin 1957-41 
state: “Example (S). A taxpayer in the business of raising hogs for slaughter 
customarily breeds sows to obtain a single litter to be raised by him for sale, 
and sells these brood sows after obtaining the litter. Even though the sows 
are held for ultimate sale to customers in the ordinary course of the taxpayer’s 
business, they are considered as held for breeding purposes.” 

Poultry breeding practices parallel this operation. 

Primary poultry breeding flocks are the result of careful research and devel- 
opment. The breeder, through exhaustive use of tests, pedigree records, blood 
typing and breeding combinations, develops primary flocks which serve as multi- 
pliers of stock to be used in commercial flocks. These commercial flocks are 
our principal source of poultry meat and table eggs. 

Birds selected for the primary breeding flocks are retained for 17 to 24 months 
and qualify as a capital asset in every sense of the word. Anyone familiar with 
poultry breeding practices will recognize the economic fact that breeders retain 
primary breeding birds, both male and female, for only one purpose—that of 
reproduction. One the birds have completed their usefulness as multipliers, they 
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are sold. This sale is, of course, merely a salvage operation, not the end for 
which the birds were originally Lred. 

It is our contention that chickens and turkeys, used for primary breeding 
purposes, qualify in every sense as capital assets of the primary poultry breeder. 

We feel that the definition of “livestock,” as contained in section 1231 (b), dis- 
criminates unfairly against the primary poultry breeder in a way that cannot 
be justified if consistency and equality are objectives in the writing of our 
tax laws. 

We propose that Congress amend section 1231 (b) in such a way as to include 
chickens and turkeys, particularly primary breeding birds, in the definition of 
“livestock” for purposes of determining capital gains and losses from sales 
of same. 


STATEMENT OF CLARENCE L, TURNER, CERTIFIED PUBLIC ACCOUNTANT, EXPLANATORY 
or Brit H. R. 9208 


Gentlemen, the purpose of this bill is to amend section 1231 to clarify the 
language and eliminate the ambiguity and resulting inconsistency. 

Subsection 1231 (a)—General Rule—provides that gains on sales or exchanges 
of property used in the trade or business shall include recognized gains from 
compulsory or involuntary conversions of property used in the trade or business 
into other property or money, in excess of the recognized losses from such sales, 
exchanges, and conversions. Such gains shall be considered ag gains from sales 
or exchanges of capital assets held for more than 6 months. If the losses exceed 
the gains the losses shall not be considered as losses from sales or exchanges 
of capital assets. Up to this point the language seems to clearly indicate that 
losses from conversions are to be taken into consideration to the same extent 
as gains. That is to say, only losses from conversions are to be considered when 
“other property or money” is involved. 

Subparagraph (2) of this section further defines losses from conversions and 
in so doing does not again say “into other property or money.” Treasury regu- 
lations under section 1231 of the 1954 code provide as did the previous ones 
relating to subsection 117 (j) of the Internal Revenue Code of 1989, that losses 
from compulsory or involuntary conversions are to be offset against section 1231 
gains “whether or not there was a conversion of the property into money or other 
property.” Under the regulations, gains are included only when “other property 
or money” is involved. Here is an inconsistent position. Losses should be 
included on the same basis as gains. 

Under such inconsistent treatment a taxpayer having an uninsured casualty 
loss which, of course, would not involve any other property or money, would lose 
his deduction to the extent that there would be section 1231 gains. It is not 
thought that Congress ever intended such interpretation. For this reason the 
law should be amended to eliminate this inconsistency. 

A segment of taxpayers because of the hazardous nature of their business 
are required to carry their own insurance and are classified for such purposes 
as self-insurers. These taxpayers by such practice are being denied ordinary 
deductions for constantly recurring casualty losses sustained in the operation 
of a hazardous business, in any taxable year when there is present gains from 
sale or exchange of property used in the trade or business to the extent thereof. 

These self-insurers, through no fault of their own but because of the hazards 
of their business or the complexity of the insurance risk, are not able to secure 
proper insurance coverage from outside companies and they have no other choice 
but to carry their own insurance. One can always get insurance coverage by 
paying a hundred cents on a dollar or substantially large premiums. Practically, 
of course, this is not and could not be done. The inconsistent treatment under 
the regulations of losses compared with gains from compulsory or involuntary 
conversions aggrevates a discrimination already present in the Internal Revenue 
Code between taxpayers who carry insurance with outside companies and tax- 
payers who must carry their own insurance, as the following illustration will 
indicate. 

Taxpayer A carries his insurance with outside insurance companies for fire 
and casualty losses for which he pays premiums of $10,000 per annum; he 
realizes a net gain from sale or other disposition of property used in the trade 
or business of $15,000; sustains a casualty loss of $20,000 which is insured; 
and he collects from the insurance company $20,000. The basis of the property 
destroyed, for tax purposes, is $20,000. The taxpayer in this case would be 
allowed a deduction of $10,000 under section 162 for the insurance premiums 
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paid. The $20,000 insurance proceeds would be applied against the basis of 
$20,000 and there would be no taxable gain or loss; and he would pay capital 
gains tax on $15,000, 

Taxpayer B carries his own insurance and provides a reserve therefor. Dur- 
ing the year the annual addition to the reserve is $10,000, his net gain from the 
sale or other disposition of property used in the trade or business is $15,000 
and he sustained a casualty loss of $20,000. In the case of this taxpayer he 
would not be allowed any deduction under section 162 for the amount added 
to the insurance reserve; he receives no proceeds from insurance but he would 
only be allowed a deduction under section 165 for the casualty loss in the amount 
of $5,000 because there was first offset against the $20,000 casualty loss the 
net gain realized from the sale or other disposition of property used in the trade 
or business. 

Strictly speaking, when a self-insurer sustains a loss from fire, explosion, or 
other accident, or by act of God, there is no conversion because there is no other 
property or money involved, and such losses on their face would seem to fall 
without section 1231. The General Counsel of the Treasury, however, and the 
Chief Counsel’s Office in the Internal Revenue Service believe that the interpreta- 
tion they have placed on the provisions of section 1231 as they pertain to losses 
from compulsory or involuntary conversions is correct and that the remedy 
is an amendment clarifying the pertinent language of section 1231. 

In order to correct this situation so that everyone having uninsured casualty 
losses would be treated uniformly and would not lose their deductions in any 
year when there were gains from sale or other disposition of property used in the 
trade or business equal to or in excess of such losses, subsection A of paragraph 
2 of section 1231 of the Internal Revenue Code of 1954 should, as H. R. 9208 
provides, be amended by inserting before the period at the end thereof, the 
following: “provided there is a conversion into other property or money.” 

In discussing the matter of treatment of casualty losses under section 1231 
with representatives of taxpayers throughout the country it is found that the 
regulations are not being uniformly administered. I think this is understand- 
able because the layman, in most instances, upon looking at the code alone would 
not, in my opinion, place the same interpretation on section 1231 as do the regula- 
tions. The language should therefore be clarified to eliminate any possibility of 
inconsistent treatment of gains and losses from conversions. 

The amendment should be made effective with the enactment of the 1954 code 
because then at least for the year 1954 and subsequent years taxpayers having 
casualty losses not involving other property or money as far as section 1231 is 
concerned, would be treated uniformly and consistently. 

There are many taxpayers who find it necessary to carry their own insurance 
because of the risk and hazardous nature of their business as it is impossible to 
get proper coverage. Included in such class of taxpayers are chemical manu- 
facturers, explosives manufacturers, oil refineries, utilities, tobacco farmers who 
do kiln drying, etc. This amendment would only be applicable in a year in which 
such a taxpayer would sustain a casualty loss and in that same year also realize 
a gain from the sale or exchange of property used in the trade or business. The 
effect of its adoption on the revenue would therefore be negligible. 

It is respectfuly requested that H. R. 9208 be favorably acted on by your 
committee and reported out to the floor of the House. 


RESOLUTION ADOPTED BY THE BoaRD OF TRUSTEES, SEATTLE (WASH.) CHAMBER 
or COMMERCE, JUNE 11, 1957 


The Seattle Chamber of Commerce urges the 85th Congress of the United 
States to enact H. R. 6452, a bill providing a focal point for the expression of 
taxpayer interest in using Federal Government revenue growth to reduce ex- 
cessive Federal income tax rates, instead of to support increased Government 
spending. 


STATEMENT OF FOUNTAIN PEN & MECHANICAL PENCIL MANUFACTURERS’ ASSOCIA- 
TION IN Support or SaADLAK-HERLONG BIL1s (H. R. 6452, H. R. 9119) 


This statement is submitted on behalf of the Fountain Pen & Mechanical 
Pencil Manufacturers’ Association, a trade organization whose members produce 
the great bulk of the Nation’s mechanical handwriting equipment. The asso- 
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ciation wishes to record its views before the Ways and Means Committee in 
strong support of the principles of the Sadlak-Herlong bills. 

These bills provide a sensible means of mitigating the almost punitive im- 
pact of the current structure on individuals and small and growing busi- 
nesses. The technique adopted is a sound one, There is provided a gradual 
reduction of both individual and corporate income tax rates, sensibly extended 
over a 5-year period. At the expiration of that time the overall Federal in- 
come tax rate structure will level off at a reasonable plateau of 42 percent. 

The imaginative, if not brilliant, technique employed in the Sadlak-Herlong 
legislation is its correlation with the anticipated and normal growth of the 
country. In other words, the decrease in rates will be offset by the increase 
in our gross national product so that the cost of the bill can be financed from 
our expanding economy. This process, of course, will be materially accelerated 
by the lower rates employed in the legislation. 

We believe that the Sadlak-Herlong legislation provides a painless means of 
enabling small and growing businesses, and individuals generally, to contribute 
to our expanding economy without the present tremendous burdens of inequality 
imposed by the topheavy tax structure of our country. 

This association firmly believes that the time has long since passed when 
the national economy can be financed by tax rates which penalize initiative. 
We are certain that the long parade of witnesses before this committee in the 
month-long hearings proves beyond doubt that, from the standpoint of revenue 
gathering only, the tax structure is largely illusory. Thus, individuals with 
large gross incomes necessarily avoid the impact of the maximum 91 percent 
rate of various devices some of which may even be termed devious. These 
include such techniques as “tax selling of securities,” artificial investments in 
depletion-rich areas or financial forays into other unnatural fields—not for the 
purpose of doing business but for the purpose of reducing taxable income. 

In the case of corporations, the effects of the 52 percent tax rate are even 
more insidious. When a business prospers over half of its profits are stripped 
from its treasury for Federal tax purposes. In difficult times these may or 
may not be recouped by the capriciousness of the lost corporation provisions of 
the tax laws. 

The Fountain Pen & Mechanical Pencil Manufacturers’ Association con- 
onto Messrs. Sadlak and Herlong on the wisdom of their legislative 
proposal. 

We wish further to compliment Chairman Wilbur D. Mills of this committee 
and each and every member of the committee for their careful attention and un- 
oe study of the varied problems arising under the present operation of the 
tax laws. 

We feel that the Sadlak-Herlong legislation offers a major solution to many 
of these problems and we urge this committee to report out the principles of 
this legislation. 


STATEMENT BY J. H. Devor, PRESIDENT, WAGNER ELEctRIC CorpP., St. Louis, Mo. 


Honorable Members of the House Ways and Means Committee: 


I am well impressed with the sincere attitude of the members of your com- 
mittee to hear the opinions and desires of many people on the subject of tax 
reform. 

As one who has closely followed the Sadlak-Herlong bill and its most realistic 
approach to the problems besetting our Government today, I strongly urge mem- 
bers of the committee to seriously consider this method of tax reform as a pattern 
to follow in forthcoming recommendations for legislation. 

It is in the power of this committee to release all segments of our country from 
a stifling situation that has retarded growth through a tax system now 
antiquated. 

In view of declared desire for the expenditure of additional moneys in the 
coming months it is imperative that a sound business system permitting growth 
and expansion of business and industry be put into effect. 

Equally as important is that individual taxes be reduced in order that the 
investment capital so necessary to the growth of business be made available. 

Testimony heard by members of the committee and told by press and radio 
has stressed the importance of the Government adding to its revenue. State- 
ments reportedly mude by members of the committee indicate the grave sincerity 
in which these observations are taken, 
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I am told that there are many proposed methods of reforming the tax system, 
-_ I one no question of the honest approach to the problem by those proposing 

ese plans. 

However, there is, in the Sadlak-Herlong bill, the needed reform that can give 
the Government additional revenue through the growth and expansion of busi- 
vess and industry which in turn will affect every taxpaying citizen. 

As a businessman and individual I commend to you the tremendous possibilities 
of continued growth and prosperity by adoption and enactment of the Sadlak- 
Herlong bill. 


BALTIMORE ASSOCIATION OF COMMERCE, 
Baltimore, Md., January 30, 1958. 


Hon. Witsur D. MILs, 
Chairman, House Ways and Means Committee, 
House of Representatives, Washington, D.C. 

DeaR Mr. MILs: In connection with your committee’s hearings on proposed 
tax reduction and revision, I am transmitting herewith a statement on this sub- 
ject adopted by the board of directors of the Baltimore Association of Commerce 
on January 28, 1958. 

It would be appreciated if you would bring this communication to the attention 
of other members of your committee and insert it in the record of the present tax 
hearings. 

Sincerely, 
JosEPH W. CravurTice, Secretary. 


STATEMENT OF THE BALTIMORE ASSOCIATION OF COMMERCE ON TAX REDUCTION 
AND REVISION 


The Baltimore Association of Commerce, on the recommendation of its na- 
tional affairs committee, desires to record with the Ways and Means Commit- 
tee of the House of Representatives its approval of the basis for the proposed 
personal and corporate income tax reductions, as set forth in H. R. 6452 and 
H. R. 9119 and the statements submitted by the Chamber of Commerce of the 
United States and the National Association of Manufacturers. We fully sub- 
scribe to the purposes of this legislation as expressed by its proponents. 

We are concerned with the economic well-being of the Nation, believing this 
to be a basic element in a strong defense program. In our opinion, this country 
must proceed with tax reform if it is to win the present race with the Soviet 
Union and at the same time assure healthy noninflationary growth of the 
economy to meet the needs of a rapidly growing population. We believe that 
both increased defense expenditures and tax revisions to stimulate business can 
be attained without deficit financing. 

The proposed pattern for a graduated reduction of personal and corporate 
income taxes over a period of years (ultimately to a maximum rate of 40 percent 
for both individuals and corporations), with provisions for postponing or modify- 
ing the reduction schedule if warranted by emergency conditions, would make 
available additional capital for private enterprise investment, thus strengthening 
the national economy. In our opinion, the temporary loss in revenue would be 
more than offset by the growth of the economy, which could be expected to 
bring in more tax money under the lower rates. 

In connection with any tax reduction program we deem it of the highest 
importance that Congress continue its efforts toward economy in Government, 
and urge adoption of the Hoover Commission recommendations for immediate 
economies as well as long-term savings. 


APPLETON, WIs., January 29, 1958. 
Hon, Wiizovr D. M118, 
House Office Building, 
Washington, D.C. 

My Dear Mr. Mrits: It is my understanding that the House Ways and Means 
Committee, of which you are the chairman, is currently holding hearings on 
tax revisions. Therefore, I would like to take this opportunity to express to you 
my opinions on this vital matter. 
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While I am employed. by Marathon, a division of American Can Co., Menasha, 
Wis., I am also a director and vice president of the Standard Manufacturing 
Co., a lumber, millwork, and retail lumber company in Appleton, Wis. It is as 
a representative of the latter, which is a small business, that I express my 
opinions to you. 

Taxes are a vital part of our public and private life; however, their relation- 
ship to our economic pattern for the most part is taken for granted and all but 
forgotten. We have succumbed to the cliche, “There is nothing certain but 
death and taxes.” 

It is obvious to all that today’s economic indicators point up an unfavorable 
position. Therefore, a change is necessary if there is to be an improvement, 
and because taxes are so closely related to these indicators, it becomes obvious 
that a change is needed in our tax pattern. We have reached a point where we 
cannot afford anything but constructive changes in both. 

Our country today is facing increased pressure from many sources for in- 
creased Government spending to maintain our position of leadership. We can- 
not maintain this position of leadership merely by spending more money on 
science, education, basic research, and missiles. We can, however, maintain our 
position of leadership by permitting the spending of more money on our economic 
system through the normal channels of private investment. The system of free 
enterprise is still our best weapon to maintain world leadership and we cannot 
permit it to be weakened by unrealistic taxation. 

We all recognize the growth in our economy these past 12 years in spite of 
the unrealistic pattern of taxation. However, analysis shows this growth to be 
inflationary and certainly only a fraction above a period in our history stretching 
from the latter part of the last century to the great depression of 1930. One 
cannot imagine what our growth these past 12 years could have been had we 
not been burdened by our pattern of taxation. I have only to look at my tax 
returns, as I have just done, to see its effects on my own personal situation. 

The only solution to our immediate problem of recession, spending and main- 
taining our position of world leadership is to revitalize our economy by taking 
the yoke of unrealistic taxation from our private economy and permitting it to 
create new, and expand, business. Our present dilemma is an early warning 
of what can come if we do not make it possible to generate more capital through 
individual and business savings. 

The Sadlak-Herlong bill has many practical features and represents a step in 
the right direction. From it I am sure other tax reforms will be possible. We are 
standing on a threshold of decision, and I urgently plead that it be given the 
highest priority for your consideration. Individual incentive is the heart of pro- 
fitable free enterprise and our existence depends on maintaining it. 


Sincerely yours, 
Otro ScHULTz. 


SPRINGFIELD AREA CHAMBER OF COMMERCE, 
Springfield, Ohio, January 30, 1958. 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House O fice Building, Washington, D.C. 


Deak Mr. Irwin: It has come to the attention of this organization that your 
committee is now holding hearings on income-tax problems. We desire to submit 
the following statement, and request that it be incorporated into the records of 
the committee’s deliberations. 

In recent years, it has become increasingly more difficult for all kinds of busi- 
ness organizations to set aside capital for expansion and emergency reserves. In 
most instances, if there were reasonable reductions in Federal income-tax rates, 
the money thus left in the business would be of tremendous help in stabilizing the 
individual business and in stabilizing the business activity of the community of 
which it is a part. 

On the international scene, our problems of competition with foreign countries 
in all fields of endeavor have been sharpened by the scientific achievements of 
Soviet Russia. We believe that in order to pursue and maintain a strong com- 
petitive position in world affairs that it is necessary for our economy to be the 
strongest of any nation with which we must compete. 

United States Department of Commerce statisticians say that there will be 
a tremendous increase in population in the next 20 years. In order to supply 
the needs of an expanding population, a continuing supply of new risk capital 








736 GENERAL REVENUE REVISION 


is absolutely essential. We believe that a carefully planned program of tax 
reduction will help solve the problems of business, both individual and corporate, 
and that the solutions of these problems of business will in turn contribute to the 
competitive strength of the economy of our country. This competitive strength 
will in turn provide the necessary safeguards for meeting foreign competition, 
and at the same time will provide for the needs of an expanding population, 

The Ways and Means Committee now has before it for consideration two bills 
which are cosponsored by members of the committee. We refer to H. R. 6452 
and H. R, 9119, as introduced by Representative Antoni N. Sadlak and Repre- 
sentative A. S. Herlong, Jr. We believe that this legislation offers the best vehicle 
for the carefully planned tax reduction necessary to the continued vigorous good 
health of the American business system. 

With best wishes for a successful conclusion to the hearings. 

Respectfully submitted, 
Cart J. Bere, Executive Manager. 


THe HussarD Co., 
Los Angeles, Calif., January 3, 1958. 
Hon. Wiisur D. M11s, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D.C. 

Dear Mr. Mitus: In connection with the hearings on tax matters of the Com- 
mittee on Ways and Means which is scheduled to begin on January 7, may I 
request that the following comments be included in the record. 

My reactions are those of a small-business man, for the Hubbard Co. is a small 
company with 25 employees. It is primarily a sales organization engaged in the 
distribution of industrial and constructional supplies. The business was started 
by me, is something over 12 years old, and I own the majority interest in it. My 
junior partners and I find that probably the most difficult job we have is to 
accumulate out of earnings the capital required to meet the needs of the growing 
business. 

When one realizes how large a percentage of the businesses in this country 
qualify under the title of “small business,” it seems to me that the problem of 
creating a favorable climate for them becomes a nationwide problem. From my 
personal experience, I think that the biggest hurdle which the small-business man 
faces is that of meeting his present tax bills. Small business must grow, else 
it is unsuccessful, and the greatest impediment to that growth is the graduated 
tax scale which the individual proprietor must meet out of earnings which should 
be, and otherwise would be plowed back into the business. The graduated tax 
penalizes the very growth which we are trying to encourage, and, while this 
applies more particularly to the individual proprietor, it also works an equal 
hardship on the small incorporated business. 

Robert L. MacReynolds, CPA, is the Hubbard Co.’s tax consultant. These 
problems we have discussed with him on many occasions. While we do not feel 
that there is any universal panacea, because management factors vary greatly, 
we do think that there are many changes in the tax laws which could be made 
in the next few years which would not greatly reduce the total Federal tax take 
but which would give that encouragement tc the small-business man which he 
needs and deserves. 

As an example, take the use of accelerated depreciation methods, 1954 code, 
Section 167. There are two of these accelerated methods—one in which the 
declining balance may be depreciated at 200 percent of the normal rate, and, 
second by what is known as the sum-of-the-digits methods. The right to use 
these accelerated depreciation methods was restricted to the first-use owner. 
Small businesses are quite apt to buy previously used equipment and property. 
Such assets are new to these owners and they also should be given the right to 
elect the accelerated amortization methods. 

Here’s another technical situation pointed out by MacReynolds. As set up at 
present, 1954 code, section 706C, if a partner dies he may show no partnership 
income in his personal tax for the last partial year. If the partnership repre- 
sents his principal source of income, his final return may have no income to offset 
his available deductions and exemptions. These items would then be lost forever. 
This situation would only occur once to a partner but it would come at a time 
when his business would need protection because of other imminent taxes. It 
could be corrected by allowing the executor the option of reporting the last 
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year’s income either in the first year’s estate return or in the deceased partner’s 
final return. This change would importantly affect the small business where 
anything which increases the amount of money withdrawn from the business is 
to be avoided. 

Special treatment has been urged for small business with special exemptions 
or special deductions. My personal feeling is very strong that no special tax 
class should be set up. My feeling is equally strong that the tax on the small- 
business man is far too heavy at present, that a reduction in that tax is necessary 
for permanent success, and that the steeply graduated tax is even worse than a 
high normal tax. If the lower and middle brackets for all taxpayers could be 
reasonably reduced, then the beneficial effect on small business as such would 
be tremendous. 

The Sadlak-Herlong bills have received some publicity, but not enough. The 
improvements which they would accomplish would solve many of the problems 
of the average small firm and I sincerely believe that every forward looking 
member of the House should vote for these measures. 

Very truly yours, 
Wm. B. Hussar, General Partner. 


STATEMENT OF GEORGE WILSON, SECRETARY-MANAGER, DYERSBURG, TENN., CHAMBER 
oF COMMERCE 


My name is George Wilson, and I am secretary-manager of the Dyersburg, 
Tenn., Chamber of Commerce. I am here representing some 20 businessmen of 
the home district of the late Representative Jere Cooper. During the recess of 
Congress, just prior to his unexpected death, your late chairman talked with 
these gentlemen and invited them to present their views on the subject of taxation 
to this committee. 

Before presenting these views, I want to take the liberty of saying that I was 
as shocked as I know you gentlemen were by the sudden passing of Representative 
Cooper. He was my longtime, personal friend, and the people of his home dis- 
trict feel his loss even more keenly than does the Nation. 

The men whom I represent request that this committee, in its overall examina- 
tion of our tax structure, give a special examination to the tax exemptions of 
consumer cooperatives, These organizations, growing both in number and in 
size, seem to present a threat to the general tax structure. It is our feeling 
that this committee, with its specialized knowledge and expertness, can deter- 
mine the seeming dangers in the exemptions of these cooperatives. 

Generally, it is the belief of those whom I represent that the first real breath 
of fresh air to penetrate the stifling atmosphere of excessive taxation of recent 
years has been generated by the identical bills, H. R, 6452 and H. R. 9119, intro- 
duced by Representatives Sadlak and Herlong. The members of this committee 
are more familiar with the provisions of these identical measures than I am, so 
I will not attempt to go into any detail concerning them. I would, however, 
like to quote briefly from the remarks of Representative Sadlak, made last March 
in the House. I quote: 

“There can be no doubt that both the present high combined corporate tax rate 
and the steeply progressive individual rates are serving to prevent an adequate 
flow of investment funds, and especially venture capital, into new and expanding 
business. In fact, it may be stated flatly that this Nation has a severe shortage 
of new capital, and especially venture capital, because the tax laws are designed 
to produce such a shortage. The extremely severe rates in the middle and 
higher income brackets are an especially limiting factor on the accumulation of 
new capital for investment in new and growing enterprises. 

“When this situation is considered in relation to the needs of a rapidly 
growing population, and millions of new workers coming into the labor force, it 
becomes clear that the time has come to begin an orderly plan for reducing the 
rates which discourage individual effort, prohibit adequate savings, and threaten 
the industrial vitality and supremacy of our Nation. Even under a fair and 
moderate rate structure, our economy may be hard pressed to generate all the 
savings needed to meet all opportunities to advance production and living stand- 
ards without inflation.” 

Despite the many events and the many changes In the world, it is difficult for 
us to realize that this Nation has had an income tax law for only 45 years. In 
view of today’s tax rates, it is almost unbelievable to recall that under the 1913 
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income-tax law the rates varied from 1 to 6 percent; that the 1-percent 
rate applied to incomes of $20,000 to $22,000; that the 6-percent rate applied 
to See over $200,000; and that the personal exemption for married persons 
was $4,000. 

In the whole year of 1913, income-tax collections amounted to $35 million; 
today, working only a 40-hour week, the Bureau of Internal Revenue collects 
$35 million every time another hour and 28 minutes roll around. 

However, I do not want to take up the time of this committee by recounting 
figures or harking back to bygone days. We live in the present; a present beset 
by many threats on many sides. If we believe even part of what we read and 
what we see, we must conclude that our very Nation is in danger from outside 
sources. 

This may be, but many of us in Tennessee do not worry so much about the de- 
struction of our Nation from without as we do from within. We of the Volunteer 
State cling strongly to the basic American principle of the freedom of the indi- 
vidual. As our own Nation’s history has written, there is nothing—short of 
— tyranny—that is more destructive of individual freedom than excessive 
taxation. 

The very existence of this committee, and the fact that it is holding these hear- 
ings would seem to prove that you gentlemen, too, are aware of these things. The 
Tennessee businessmen, whom I represent, commend you for your efforts, and 
strongly urge that you report favorably on H. R. 6452 and H. R. 9119. By so 
doing you will be performing a significant service to the Nation. 


BEARING INDUSTRIES, INC. 
San Francisco, Calif., December 31, "1957. 

Subject: Taxes 

House Ways ANp MEANS COMMITTEE. 


GENTLEMEN: Bearing Industries, Inc., is a small business employing 14 people. 
Bearing Industries has been in business only 9% years, at which time there were 
only 3 employees. 

Due to the heavy tax burden imposed on the small-business man, it has been 
really a struggle to expand. It was our intention to have our second branch 
office within 2 years when we started business in 1948 but due to the heavy taxes 
it was 6 years later, 1954, before we could increase our inventory to a point 
where we could split this inventory and add 4 new employees to our payroll. 
Since our opening the San Francisco branch, we have added more personnel 
and our payroll is now at the 14 point. 

We feel that, had the tax burden not been so high, we, by this time, could 
have ~ sa more branch stores and would be employing about double the present 
payroll. 

The present tax structure makes it almost impossible to accumulate a little 
working capital to guard against any recession in business—even 2 or 3 slow 
months are hard to compensate for. It is our earnest desire never to have to cut 
expenses by discharging any employee who is dependent on this company for his 
livelihood but this situation could well arise if small businesses are continued 
to be taxed to the point of no return. 

It is our earnest belief that the Sadlak and Herlong tax bills (H. R. 6452 and 
H. R. 9119) or a similar bill would not only help the small and large businesses 
but would add to the expansion of our industrial growth and welfare and ulti- 
mately increase the employment in the United States thus bringing in more reve- 
nue in taxes than ever before. 

We thank you for the opportunity to express our thoughts and the way we 
feel about the future of our great nation. 

Very truly yours, 
Sam L. Barnes, President. 


PERHAM Fruit Corp., 
Yakima, Wash., December 30, 1957. 


INTRODUCTION 


I am informed there shortly will be general tax revision hearings. In view 
of these hearings, it might be helpful to give you some facts, that I believe are 
correct, as it applies to the fruit business in the State of Washington, and in 
fact, the entire Pacific Northwest. It may also apply to other types of busi- 
ness that can be classed as small business. 
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There are two distinct functions that apply to our business. One is produc- 
tion, harvesting and delivery to processing plants, which we term “production.” 
The other covers sorting, packing, storing and marketing, and that we term 
“operational”. 


PRODUCTION 


Generally, in the past few years our apple crops, which is by far the major 
item both as to the Northwest and nationally, have been considerably below 
what can be termed normal volume crops. During this period production 
prices have been fairly profitable, but I doubt if many in the operational end 
of our business broke even, or at best an inadequate net return. 

Most of our operational operators have some production acreage, so possibly 
they came out, prior to tax, with a small net profit, but if they were only in the 
operational end it would be a question whether they broke even. 

The 1957 apple crop, both in the Northwest and nationally, I believe should be 
classed as a fairly normal volume crop. Prices, however, are much below pro- 
duction, harvesting, packing, storing and marketing costs. Heavy losses will be 
taken by the producers this year. Even with the high consumer buying power, 
it would seem we cannot anticipate, with normal crops, to return our producers 
a living profit. This is caused by the pyramiding of labor and material costs. 


OPERATIONAL 


There have been developed, and in the process of development, several im- 
portant labor saving devices, such as mechanical fruit dumpers, mechanical pack- 
ing equipment, and large box picking containers, all of which will greatly reduce 
operational costs that seem necessary if on reasonably average crops the pro- 
ducer is to exist. 

In the operational part of our business, including cold storages, although I 
believe we should be in the small business class, usually involves investments 
for an ordinary operational unit of from a quarter to one million dollars, Even 
on a very small percentage of profit, operators soon get into the present top 
corporation bracket. This results in the necessity of issuing what is left net in 
dividends, and generally such dividends are less than money is worth on satis- 
factory security. 

SUMMARY 


The present tax structure leaves practically no possibility to build up reserves 
to provide funds for these necessary improvements. These consist of revamping 
cold storage plants to be able to handle to advantage the mechanical improve- 
ments as noted above. Generally, I would judge the remodeling of plants for 
the use of these labor-saving devices, plus the cost of these labor saving devices, 
would increase the investment from 20 percent to 25 percent. A million dollar 
corporate investment, therefore, finds that the necessary improvements would 
run to from $200,000 to $250,000. Unless there can be looked forward to some 
tax relief, many concerns will be unable to make these improvements. 

This is a very serious situation in one of the largest industries in the State 
of Washington particularly, and also important in the Pacific Northwest. It 
seems that many small businesses throughout the Nation could be in a similar 
situation as we find our industry if the facts could be ascertained. Certainly 
business, particularly small business, cannot revamp nor expand with any possi- 
bility of retaining capital surpluses to meet such financial demands, and it looks 
short-sighted not to give most careful consideration to these tax relief bills. 
From what I can learn, qualified authority indicates such tax reduction will not 
reduce the government dollar income, and probably will increase same. 

Very truly yours, 


B. A. PerHam, President. 


ASSOCIATED RESTAURANTS OF OREGON, 


Portland, Oreg., January 14, 1958. 
Leo H. Erwin, 


House Ways and Means Committee, 
House Office Building, Washington, D. O. 


Deak Mr. Erwin: The Associated Restaurants of Oregon, with a direct mem- 
bership of 400 and representing approximately 400 restaurateurs and restau- 
rant purveyors in the State of Oregon, is grateful for this opportunity of putting 
its views regarding proposed taxation legislation on record. 
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We respectfully urge the support of your committee of the Sadlak (H. R. 6452) 
and Herlong (H.R. 9119) tax reform bills. 

We believe that our Federal income tax system violates everything America 
stands for the principles of freedom, equality, and fair play. 

We believe that taxes should be fair to all, should never favor one person at 
the expense of another, should be used only to raise needed funds not to control 
our lives. 

We feel that under today’s tax structure, millions pay little or no taxes while 
other millions are caught in the deadly noose of progressive surtax rates—rates 
which do much more to control lives than raise revenues. 

We respectfully urge your committee’s consideration of the plight of the 
small-business man under today’s Federal tax structure. He has little or no 
incentive to hazard his meagre savings in the sorely needed expansion of his 
and every other business with which he may be closely or even remotely con- 
nected. 

Our group of some 400 business people in Oregon represents the interests of 
relatively small business. True, our food service industry, on the national level, 
is the fourth largest industry in our Nation. Yet you will appreciate that as a 
service industry in our State our trade association is an organization of small 
businessmen banded together primarily to protect their collective interests, to 
insure their continued economic security, to guarantee that they may continue 
to serve and to merit the patronage of those they serve. We therefore consider 
our organized industry, in our area, as a forceful and representative factor in 
local community life as it well should be. 

It is of deep concern to us that in fiscal 1955 the Federal Government took 
in $60.4 billion and that in 1958—with no increase in tax rates—it expects to 
take in $73.6 billion. We wonder that this $13.2 billion difference, created by 
the energy of the taxpayers a substantial segment of which we represent in our 
area, has not already been earmarked for return to the taxpayers. 

We therefore, in all sincerety and with due respect, request the consideration 
of your committee in the support of H. R. 6452 and H. R. 9119 as a means of 
providing needed tax relief for the hundreds of small-business men in Oregon 
we represent. 

We consider that these small business people are virtually the backbone of 
our American way of life, that in their continued existence lies the guarantee of 
our national economic well-being, and that any action on the part of our Con- 
gress that may hazard the security of small business will seriously impair the 
security of our Nation. 

Again, thanks to you for the opportunity of expressing our views. 

Very truly yours, 
GENE W. RossMAN, 
Secretary-Manager. 


THE SMITH WELDING & ENGINEERING Co., 
Denver, Colo., December 30, 1957. 
Hon. Wrrrvr D. M111, 
Chairman TTouse Ways and Means Committee, 
House Office Building, Washington, D. C. 


Dear Mr. Mitts: My name is Luke E. Smith. I reside at 8205 West Alameda, 
Denver, Colo. I am vice-president and treasurer of a manufacturing firm doing 
business in and around Denver. The company does miscellaneous structural 
steel work and construction of attachments for various types of material han- 
dling machinery. The company employs 30 persons. 

As you know, a sound tax-reduction program is of vital importance to our 
economy and for the maintaining of our free enterprise system. The coordina- 
tion and the centralizing of specific activities should be under an administrative 
branch which could control and stop the duplication of like activities in various 
branches of government, 

Under the present circumstances jealousies exist between various branches of 
government until duplication of expense wastes billions of dollars of the tax- 
payers’ money. 

It is realized that the best security possible must be provided, especially in 
the field of rockets, missiles and satellites, but this organization should be put 
together as a single unit which will accomplish the most and save money. Where 
this is done, more action and accomplishments will be realized in the shortest 
possible time. 
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Congress should screen all these activities, so that the various bureau heads 
cannot run wild without proving to the over-all committee the economic feasi- 
bility of each project, so that wasteful programs will be eliminated, and so that 
the overall budget can be reduced, without allowing the spendthrift tendencies 
to continue as they are now. 

Very few tax spenders have any scruples from an efficiency and economy stand- 
point. This could be overcome if Congress and the President would take a defi- 
nite stand and screen activities, as has been recommended by the Hoover Com- 
mittee. 

For the good of the country, from a tax standpoint, no stone should be left un- 
turned to pass the Sadlak-Herlong tax bills (H. R. 6452 and H. R. 9119). 

In order to equalize the tax situation bill H. R. 8002 should be passed. 

Cut out and abolish appropriations to such organizations as the Small Business 
Administration, who are competitive with private enterprise. The Small Busi- 
ness Administration should be abolished. It makes loans to inexperienced and 
unscrupulous operators and gives them negotiated contracts, which is Govern- 
ment competition against the small-business operator who has created his own 
capital with his own efforts. If this individual wants any Government contract 
he cannot negotiate for it. He has to bid for it, so he has no chance against the 
one who borrows our tax money from Uncle Sam. 

Our personal experience with the Federal Revenue Department is that of in- 
experience in the problems of business by local auditors. They bring up prob- 
lems against honest people, so they can make a mark for themselves on any basis, 
regardless of facts and proofs made by the taxpayer. It is high time that Con- 
gress direct the Revenue Department that it would be illegal to have any auditor 
of the Revenue Department make checks on a taxpayer, unless he has had un- 
disputed experience in the operations of the kind of business being audited. At 
present the auditors take stands arbitrarily against principle. 

I wish to take this opportunity to thank the committee for the privilege of 
explaining the problems which I have had, and to put them on record. 

Very truly yours, 


LUKE EK. SmirH. 


STATEMENT BY CLAUDE PEHOWSKI ON BEHALF OF THE MILWAUKEE 
JUNIOR CHAMBER OF COMMERCE 


AMERICA’S GREATEST CRISIS 


A few weeks ago as Sputnik I circled the earth emitting weird beeps—we 
Americans became scared—very scared. We were afraid that Russia had scored 
a great technological victory. And we were right. But the greatest achievement 
of the Russians—and the one to fear most—was not their technological break- 
through—but their tremendous psychological victory ! 

For the first time since Karl Marx wrote his famous (or infamous) book, the 
Communists were finally successful in planting the seed in American minds that 
maybe their system was not only as good, but better than ours! Hadn’t they 
just proved it? Don’t they have more scientists than we do? Aren’t they more 
brilliant? Better paid? More respected? Isn’t their educational system superior 
to ours? 

I would like to assure you that the answer is an emphatic “no.” 

The answer—strangely—is that in the field of science the Russians have chosen 
to apply one of the principles of the free enterprise system—extra incentive for 
extra effort! And not too strangely—it seemed to work quite well. The Russians 
seem to be finding out that reward for initiative and hard work pays off—that 
if a man knows there’s something extra at the end of the road, he’ll run harder. 

Yet, here in America we seem to be forgetting this fact. Ironically, we are 
becoming more socialistic all the time. So much so that a recent survey of young 
businessmen revealed that practically none of them aspired to the presidency 
of their company. The reason? It isn’t worth the effort. Taxes take most of it 
anyway. 

Gentlemen—this is America’s greatest crisis. It is America’s greatest crisis 
because the very foundation of our free-enterprise system is not only being 
threatened—it has already been weakened and most people don’t even realize we 
are being attacked or even worse—they don’t care! 

Unless something is done soon to curb the indiscriminate spending of our 
Federal Government—unless Americans, and especially the young men of 
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America, are made to realize that our present tax structure will end in national 
suicide, and unless these young men do something about it—then, gentlemen, the 
America that we know today will not be here tomorrow. There will be in its 
place. a stagnant nation—a nation where everyone is equal—a nation of medi- 
ocrity where everyone lives as well as the next fellow no matter how hard he 
works. Karl Marx—as early as 1848—predicted that capitalism would be de- 
stroyed with the aid of a highly progressive tax on the middle classes! 

He’s coming pretty close to being right! 

But there is yet a glimmer of light—growing stronger—there are some in- 
dividuals and some groups of young men who have recognized this threat—and 
are accepting the challenge. One of these groups is the Milwaukee Junior Cham- 
ber of Commerce. The Milwaukee Jaycees—an alert, civic minded organization 
of young men: believing that our present tax structure is detrimental to the best 
interests of our nation, and believing that present tax rates are stifling the 
initiative of our young men and that as a result America will no longer be a land 
of opportunity but of mediocrity, therefore, propose that the Congress of the 
United States of America take cognizance of this grave threat by taking immedi- 
ate and favorable action on the Sadlak-Herlong bill which appears to offer the 
most sensible solution to the problem. 


Gentlemen, we implore you to remember the young men of America in 
America’s greatest crisis. 
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JERSEY Crry CHAMBER OF COMMERCE, 


Jersey City, N.J. 


RESOLUTION 


Whereas the present excessively high income surtaxes discriminate against 
ene penalize able and energetic American citizens and business establishments, 
and, 

Whereas these surtax rates, starting at $2,000 of taxable income, rise most 
steeply in the middle-income rates, continuing to near confiscatory levels at the 
upper-income ranges, and, 

Whereas these discriminatory rates tend to destroy individual initiative to 
produce, accumulate and invest, and, 

Whereas the perpetuation and improvement of our opportunities and living 
standards depend directly upon the protection and expansion of our free com- 
petitive enterprise system, and, 

Whereas the creation of employment opportunities for an expanding work 
force is directly related to the useful application of personal and corporate 
savings for investment in the creation of jobs and a resultant higher standard of 
living for all Americans: Now, therefore, be it 

Resolved, That the Jersey City Chamber of Commerce go on record as support- 
ing H. R. 6452, a bill to reduce individual and corporate income taxes, introduced 
by Hon. Antoni N. Sadlak in the House of Representatives and H. R. 9119, an 
identical bill, introduced by Hon. A. S. Herlong in the House of Representatives, 
bills which take in consideration the above-stated needs in reducing existing 
current surtax schedules. 

Dated this 20th day of September 1957, at Jersey City, Hudson County, N. J. 
Harry O’Meatia, Jr., President. 

Dattas Miter, Legislative Chairman. 
Tuomas N. Starnsack, Evecutive Vice President. 

































STATEMENT oF Bor A. PHILiies, REPRESENTING WICKLIFFE CHAMBER OF COMMERCE, 
WICKLIFFE, Ky. 


Mr. Chairman, Congressman Gregory, and other distinguished committee mem- 
bers, my name is Bob A. Phillips and I appear here today as chairman of the 
legislative committee of the Wickliffe, Ky., Chamber of Commerce. So that 
you may locate us geographically, Wickliffe is in Ballard County, Ky., which 
lies west of Paducah, between the Ohio and Mississippi Rivers. Those of us 
from Ballard County and the First Congressional District of Kentucky feel that 
we have a rather substantial claim to fame in that for many years we have 
been well represented in the Congress of the United States by your distinguished 
colleague and my good friend, the Honorable Noble Gregory. 






























, GENERAL REVENUE REVISION 743 


Gentlemen, I appear here today not as an economist nor as a tax expert but 


as a small-business man and a taxpayer who can bring you some personal views 
and the concensus of the views of my associates who are members of the Wick- 
liffe Chamber of Commerce. I believe my personal views on the present Federal 
income-tax structure can be summed up very quickly—outmoded. We believe 
that our horse-and-buggy type tax system needs substantial reform and revision 
in order to provide for the type of savings and business growth that are essential 
to the future of our area and the whole country. 

Speaking from my own experience as a small-business man, I have discovered 
just how difficult it is to accumulate out of savings from income the necessary 
capital and financing with which to perpetuate and expand my retail grocery 
and hardware business. Mine is a small business and I don’t feel I ever want 
it to become a big business, but I am of the opinion that any business, whether 
large or small, must continue to grow or it will wither on the vine. 

The usual manner in which a small business can be made to expand and grow 
is to retain a certain portion of the income or profits and plow them back 
into the business. However, under the present tax structure, the ability to ac- 
cumulate such savings out of earnings is substantially limited by our present 
Federal income-tax structure. I believe this observation to be true whether a 
business is being conducted in corporate form or whether it is being conducted 
as a partnership or a sole proprietorship. However, in the instance of a partner- 
ship or sole proprietorship, the impact of the current tax structure is even greater 
for in these instances the steeply progressive individual income tax rates apply. 
To our mind it is basically these progressive rates that need long-range reform for 
a sound economy. 

From what I read in the newspapers and other sources of information that 
comes across my desk, it is quite apparent there are several very serious problems 
that must be considered by you gentlemen who are our representatives in Con- 
gress. The first has to do with the rising unemployment and the evidence of a 
a business decline. The other serious problem confronting this Congress has to 
do with maintaining a sound national defense and security. We honestly believe 
one of the most effective ways to halt the business decline, and yet avoid further 
inflation, is to immediately undertake a thorough reform of the Federal income- 
tax rate structure, both individual and corporate. I believe that we all feel that 
commonsense dictates that we maintain a sound and secure defense position. 
However, in maintaining such a defense, it would also seem that it would be 
necessary to review and save in other areas of Government spending as well as 
trying to save revenue from wasteful and possibly outmoded phases of the 
present defense program, 

One other factor which I believe is of particular significance to our area of 
of the country has to do with the present tax structure limiting the formation 
of capital in the Southern States of this country. In recent years, the Southern 
States have had remarkable industrial development but still have a long way to 
go to attain economic status which matches that in other parts of the United 
States. State development commissions, local chambers of commerce and com- 
parable groups have made tremendous strides in attracting industry and capital 
to the South. However, in attracting such industry to this area of the country, 
it has also meant a substantial reliance on attracting capital from our neighbors 
to the north. The point is that present tax rates are such that we have difficulty 
accumulating the necessary savings with which to finance industry and economic 
expansion locally. This is a further phase of our tax system which documents 
the need for urgent reform. 

As a small-business man who belongs to a number of organizations and asso- 
ciations, I have had the opportunity to review a variety of suggestions and pro- 
posals to provide tax relief. Most of these proposals seem to be designed to get 
around the high rate structure by offering special relief to certain groups of 
taxpayers or otherwise are a form of “tinkering” with the tax law so as to provide 
a form of special relief for particular taxpayers. If the high rate structure is the 
root of the problem, we believe that the high rates should be reformed rather than 
attempting to achieve relief by “tinkering” or special interest legislation. 

Of those proposals and suggestions that have come to our attention for tax 
revision, we have been particularly impressed by the approach in the bills which 
have been introduced by your colleagues, Mr. Herlong and Mr. Sadlak. These 
bills not only make sound economic sense in that they provide for an orderly 
future scheduling of tax reductions, but they also recognize the possible need 

for a postponement or any scheduled reduction should the need or national 
’ emergency arise. These bills further recognize that while the Federal Govern- 
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ment must have revenue to perform vital services, the system for raising such 
revenue should not be such that it penalizes the desire to grow and restricts 
savings and the accumulation of growth capital. 

With respect to small business, there is one additional important element 
of these bills that has much merit. As you know, under our present tax rates 
those businesses being conducted as a partnership or sole proprietorship subject 
the owners to individual rates ranging up to a confiscatory 91 percent and 
corporations are taxed at up to 52 percent. The Sadlak-Herlong bills, when fully 
effective, would provide for the same top rates of 42 percent for both corporate 
and individual taxpayers. As noted by both of the sponsors of these bills, “under 
a reformed rate structure there is no reason why an unincorporated business or 
other individual taxpayer should pay a higher tax rate of tax than a corporate 
taxpayer.” 

Gentlemen, with all the sincerity at my command, I respectfully urge that you 
undertake as soon as possible the study of legislation which would reform our 
outmoded tax system and provide business and our overall economy with the 
type of tax structure that we must have to survive on a long-range basis. To 
that end we specifically endorse and commend to your attention H. R. 6452 and 
H. R. 9119 which have been introduced by your distinguished associates from 
Florida and Connecticut, Congressmen Heriong and Sadlak. 

In closing we would like to compliment the members of this committee for 
their foresight and judgment in scheduling these hearings and providing in- 
terested taxpayers with a forum in which we can make our views known to the 
tax writing Members of the Congress. We thank you for the opportunity to ap- 
pear and present our views on the type of bills we feel would provide a sound 
solution to many of the problems now confronting the country and taxpayers 


generally. 


STATEMENT BY AUGUST JUNGE, PRESIDENT, JUNGE BREAD Co., JopiiIn, Mo. 


GENTLEMEN: The future of the United States depends upon the action of 
your important committee during 1958. 

Up to this date I have read with interest the testimony given to your honor- 
able group by persons in all walks of life. I have studied comments and observa- 
tions made by members of your committee regarding the importance of tax re- 
duction and tax reform. 

I have been heartened by the apparent realization of the several members 
of the committee that tax relief can bring about the increased business activity 
so necessary for the welfare of our people. 

May I submit that the Government is badly in need of increased revenue in 
the face of extreme expenses, a fact that all realistic people accept. But, may 
I suggest that the means of increased revenue must not be considered more 
discriminatory taxation, but instead a firm resolve to approach the problem 
in a. business-like manner. 

No business would price itself out of existence, but would instead view its 
method of doing business. The United States Government cannot do otherwise. 

It must carefully study its expenses and eliminate those that do not meet 
the qualification of being necessary. 

Further, it must consider that in order for its revenue to increase those re- 
sponsible for providing the revenue must be given a healthy climate to grow and 
increase their own revenue. 

It is shortsighted to strip business and individuals so that Government may 
have the dollars of today when relief from excessive taxation can nurture 
growth that in a surprisingly short time will bring in added revenue. 

Investors must be permitted the means to invest. Business and industry 
must have the dollars to expand. Individuals must be permitted to retain more 
of their earnings. 

By doing this, Government will prosper and grow stronger with its component 
parts. 

I am impressed with the features of the Sadlak-Herlong bill which combines 
action with results for the good of the greatest number of our people. 

Gentlemen, in your hands you carry the future of America. As statesmen 
and representatives of the people of our land you must lead us out of dis- 
eee taxation into a climate of growth that will bring the way of life 
all deserve. 
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HANSEN PactrFic Corp., 
Fortuna, Calif., January 8, 1958. 
House WAYS AND MEANS COMMITTEE, 
House Office Building, Washington, D. 0. 
(Attention: Mr. Leo H. Erwin, Clerk.) 


GENTLEMEN: We should like to express our appreciation at the very beginning 
to the committee for affording us the opportunity to have our opinions entered 
into the record. Most of us who would be properly classified as small-business 
men have a strong feeling that small businss is all too seldom given a chance to 
be heard and that its problems have been almost ignored by ‘the Congress. 

With regard to the problems of our present excessive income tax and its effect 
on business, especially small business, we should like to submit that it is a de- 
terrent to business growth and expansion, actually puts a penalty on hard work 
and accomplishment. New capital assets must be purchased with after-tax 
dollars. The after-tax dollars which can be earned are often insufficient to pay 
for the new assets during their expected useful life. The result is that business- 
men are often discourged from expanding or dissuaded from purchasing new 
peor which would make their business more efficient and often provide more 
obs. 

Our own company is a lumber manufacturing concern located in northern 
California. Our annual sales are $3,500,000. We employ directly 150 people 
on our own payroll. In addition, we maintain permanent employment for ap- 
proximately 135 additional people who work for our logging and trucking con- 
tractors. Our plant is efficient and quite competitive within the industry. In 
order to build our plant we were forced to go heavily in debt because equity capi- 
tal is not readily available to companies of our size. Providing our own capital 
through earnings is also difficult as we are at present forced to earn more than 
$2 for each $1 which we retain in our business. 

There are several improvements and refinements which we should like to add 
to our plant which would increase our efficiency and ability to better utilize our 
raw material. Included among the additions which we should like to make are 
a debarking plant, a remanufacturing department, a short piece splicing plant 
and dry kilns for seasoning our lumber. All of these facilities would make us 
more competitive through increased efficiency and improvement of our product. 
These new facilities would provide jobs for an additional 50 people. We are 
reluctant to undertake the acquisition of these improvements because of a strong 
question which has been raisd of their ability to earn “after tax dollars” fast 
enough to pay for themselves. 

We feel that an immediate reform of income tax rates is imperative. If our 
heretofore healthy economy is to be maintained there must be provided to busi- 
nessmen like ourselves an incentive to invest in new faciilties. If this incentive 
is not provided we are certain that our economy will become steadily weaker as 
the population of our country continues to grow without sufficient new jobs being 
provided. We feel that a sensible program for tax rate reform is provided for 
in the bills H. R. 6452 and H. R. 9119 proposed by Congressman Herlong of 
Florida and Congressman Sadlak of Connecticut. We strongly urge the com- 
mittee to consider these facts and to act favorably on these bills. 

We submit that a program for gradually reducing income-tax rates will ulti- 
mately result in more tax revenue to the Government than the present level 
because of the additional business which will be stimulated. 

In summary we should like to reemphasize the following points : 

1. Present income tax levels are excessive and actually discourage ambition 
and achievement. 

2. Small business has difficulty raising equity capital and must usually earn 
its own funds for financing expansion. 

3. Investment in new facilities is often discouraged because of difficulty in 
earning “after tax dollars” to pay for new assets. 

4. Our own company is hesitant about investing in bady needed refinements 
and improvements for reasons aforementioned. 

5. Income tax-rate reform is the answer—Sadlak and Herlong bills are on the 
right track—we urge favorable consideration of these bills. 

6. Result of tax rate reductions will be ultimate increase for revenue to Gov- 
ernment because of increased stimulus to business. 

We hould like once again to thank the committee for giving us this opportunity 
to state our views. 

Yours very truly, 
H.R. Hansen, Jr., President. 
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Lone BEACH CHAMBER OF COMMERCE, 
Long Beach, Calif., February 3, 1958. 
Leo H. Irwin, 
Clerk, House Committee on Ways and Means, 
House Office Building, Washington, D. 0. 


Dear Mr. Irwin: Forwarded herewith is a copy of the resolution, statement 
of policy and petition on tax reduction and Federal spending by the Long Beach 
Chamber of Commerce, which represents nearly 3,000 members from the busi- 
ness firms, industries, and professions of the community. The declaration was 
Officially adopted on June 10, 1957, by the Long Beach Chamber’s Board of 
Directors, upon the recommendation of its National Affairs Committee which 
devoted a considerable amount of detailed study to this all-important subject. 

Since it was impossible for our witness to appear in person before your 
committee on the designated date, as indicated by the Long Beach Chamber 
letter of January 10 last, therefore it is respectfully requested that this Long 
Beach Chamber resolution be included in the printed record of the hearings on 
matters of Federal tax revisions being conducted by the House Committee on 
Ways and Means. 

We take this opportunity to urge strongly again that the Congress and the 
administration of the United States Government implement positive action to 
alleviate the serious situtaion of confiscatory taxation, as described in our 
resolution. 

In our opinion, the high rates of Federal income taxes on individuals and on 
businesses should be definitely reduced in the manner proposed by H. R. 6452, 
introduced by Representative Sadlak, and by H. R. 9119, introduced by Repre- 
sentative Herlong, Jr. These are identical bills. Although our resolution refers 
only to the Sadlak bill because the declaration was adopted June 10, 1957, prior 
to introduction of the Herlong bill, we also support H. R. 9119. 

Accordingly, the Long Beach Chamber of Commerce submits this petition re- 
questing that the House Committee on Ways and Means approve such Federal 
income tax reduction legislation set forth by H. R. 6452 and H. R. 9119. 

Sincerely, 
Lone BeacH CHAMBER OF COMMERCE, 
Joun EB. Bry, Jr., President. 


RESOLUTION—STATEMENT OF POLICY AND PETITION OF TAx REDUCTION AND 
FEDERAL SPENDING 


Whereas there exists today a situation of grave concerning regarding the 
future general welfare and economic progress of our great Nation which is 
threatened seriously because of the very heavy burden of governmental taxa- 
tion ; and 

Whereas this dominant tax situation will apparently become worse and worse, 
and will so continue indefinitely, if positive and energetic measures are not taken 
immediately to reverse the evident trend whereby all levels and jurisdictions of 
Government are imposing higher and higher taxes, collecting more and more 
tax revenues to support ever increasing and expanding governmental activities 
and projects; and 

Whereas the governmental taxes of all sorts collectively, both direct and indi- 
rect, are now taking at least one-third of the entire income of all the American 
citizens to finance these constantly growing governmental operations; and 

Whereas the point of diminishing returns has been reached in the extremely 
high rates and the very broad scope of the governmental taxation structure, which 
presently is unduly complex and arbitrary without proper limits and suitable 
restrictions to stop confiscatory tax rates and the resultant peak of Govern- 
ment spending ; and 

Whereas such confiscatory taxes now imposed by the Federal and other gov- 
ernments are having a detrimental and disastrous effect on the basic source of 
the capital investment funds and savings of the people that are absolutely nec- 
essary for, and upon which depends, the preservation of our American free enter- 
prise system ; and 

Whereas, the United States Government is the largest and most powerful of 
the governmental entities in our country, being the leader in establishing the 
mode, pattern, and direction for many governmental operations: Now, there- 
fore, be it 

Resolved by this formal resolution and petition adopted on this 10th day of 
June 1957 by the elected board of directors, sitting in reyular session, That 
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the Long Beach, Calif., Chamber of Commerce, representing nearly 3,000 mem- 
bers from the business firms, industries, and professions of the community, 
respectfully submits this petition urging and requesting that the Congress and 
the administration of the United States Government undertake immediately a 
foremost priority program of action to combat the above-described situation of 
confiscatory taxation and huge Government spending, through the adoption, 
implementation and retention of the following procedures : 

- (@) Reduction of the excessive Federal income tax rates and other Federal 

xes. 


(b) Simultaneous curtailment of unnecessary spending by the United States 
Government. 

(c) Achievement of a balanced Federal budget. 

(d) Allotment of a portion of the tax revenues saved toward reducing the 
national debt obligations to decrease weighty interest payments. 

(e) Retention or possible lowering of the statutory Federal debt limit. 

(f) Secure the greatest possible efficiency and economy in the operation and 
activities of the Federal Government. 

(g) Maintain a constant watch to see that these particular objectives are not 
eam th as soon as possible, but also that such policy measures remain 
effective. 

It is believed that these stated procedures can be implemented without im- 
pairing our national defense and foreign relations, and at the same time con- 
tinuing all necessary and essential domestic Federal functions. In fact, the 
measures will insure a much stronger American economy, which in turn will 
be in a position to support adequately financially sound and practical Govern- 
ment operations. 

An initial far-reaching step toward reaching the goal of appropriate in- 
come tax reductions will be obtained by legislative enactment of pending bill 
H. R. 6452 by Representative Sadlak of Connecticut. “This legislation is pri- 
marily designed to moderate the tax impact on individuals and on small and 
growing business, and to eliminate the tax barrier to starting new businesses,” 
according to Representative Sadlak. He advised: “These reductions can be 
granted to our citizens out of the increased revenues resulting from normal 
economic growth without increasing any other taxes. However, this can only 
be done if Government spending is brought under control. H. R. 6452 further 
provides adequate safeguards, in the form of postponement procedures, to as- 
sure that none of the scheduled tax reductions will result in a return to deficit 
financing. In fact, if the economy continues to grow over the period when the 
reductions are scheduled as it has in recent years, there should also be sufficient 
growth in total revenue to provide for regular retirement of a portion of the 
national debt.” Representative Sadlak also has stated: “I am convinced that 
achievement of a moderate schedule of income tax rates is necessary to the con- 
tinued vitality and growth of our Nation’s economy, and to the maximum ad- 
vances in the standard of living of all our citizens.” 

Bill H. R. 6452 is endorsed in principle by the Long Beach Chamber of Com- 
merce, which hereby urges its speedy passage. Among the many favorable 
aspects of this proposed legislation is that such provisions will markedly stimu- 
late the future development of our domestic economy in many ways. Individuals 
and families will have more buying income, thus requiring greater industrial 
productivity and more consumer services. Businesses and industries will have 
additional necessary investment funds for capital expansion and more employ- 
ment, also being able to make firmer long-range planning on the basis of a 
known tax reduction schedule. It is probable that the resultant higher level of 
industrial and business activity will generate relatively more tax revenues than 
under the present high tax circumstances that are at the point of diminishing 
returns. 

The enactment and/or administrative adoption of all the various Hoover Com- 
mission recommendations will accomplish dual purposes of reducing govern- 
mental expenditures and greatly improving the efficiency of operating the Fed- 
eral Government. Other similar measures are further possible. 

To curtail Federal spending, it is most important to remember and follow a 
certain basic policy, concept and principle, namely: The United States Govern- 
ment should refrain from and not engage in those activities, services, and proj- 
ects which are properly the functions and responsibility of the State and local 
governmental jurisdictions, or which the people privately should and can do for 
themselves. 








if 
' 
it 
! 
} 
( 





748 GENERAL REVENUE REVISION 


In this connection, it is incumbent upon each and every taxpaying citizen to 
his or her individual responsibility to support actions for efficient 
and businesslike government, and not to demand unnecessary governmental serv- 
ices and projects, thus making it possible to have tax reductions and simul- 
taneously lower Government spending. 
Lone Breach CHAMBER OF COMMERCE, 
Grorce J. BADENHAUSEN, President. 


Adopted June 10, 1957, Long Beach, Calif. 


Kurrees PAIntT Co., 
Louisville, Ky., February 8, 1958. 
Hon. Wirsvur D. Mrs, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 


The undersigned is the principal owner of the Kurfees Paint Co. which busi- 
ness was started in 1896 by my father. Rather good progress was made by us 
during the early years of its existence when tax rates were not so steep and 
excessively high as they are now. Throughout the period of the World War II 
and since then our accumulations and additions to surplus have been so little 
that we have constantly been surrounded with financing problems. 

This business is owned by me, as a principal owner, but the remaining share- 
holders are principal employees of the company. Because it is a closed cor- 
poration, it is difficult for us to ever encourage and secure outside capital, and 
we, therefore, must depend entirely on loans of a current nature from banks. 

Recently, it becanie necessary for us to acquire some property adjacent to our 
plant because of a traffic situation in our community which happened to be on a 
street which was selected 2s a one-way street to ease traffic congestion, and we 
were instructed to discontinue use of the loading facilities that we had been 
using since 1915. Our entire assets had to be mortgaged to purchase the prop- 
erty involved (the property mentioned above) with the result that this, along 
with our current borrowings, has placed us in an almost embarrassing position 
in conducting our business. Because of it, we have had to ask for credit on 
merchandise billed, a thing we had not heretofore done. 

All of this leads me to the point that I want to make regarding the excessive 
high rate of taxation on corporations—52 percent. Had we throughout the 
years been allowed to keep a somewhat larger portion of our earnings, then, our 
tight money position would not be in existence today. It is very important that 
both Government expenditures and the tax rate be reduced simultaneously, as 
it is encouraged under the Sadlak and Herlong bills. 

Our position, as described above, has limited our ability to expand this busi- 
ness and to offer employment to more people. We employ 100 people as it is, 
but with greater working capital (which is obtainable only threugh earnings 
that have been retained because we cannot attract outside capital) this payroll 
might have been considerably larger, with the buying power of these folks 
increased accordingly. 

A strong America needs strong smal! businesses, as well as satellites and 
ICBM’s, for what doth it profit a nation if it dominates the whole world and 
loses its own economic security? 

J. F. Kurrees, Jr., President. 





RESOLUTION In Support or THE SapraK-Heritone Brrrs (H. R. 6452 anp 
H. R. 9119) 


Whereas the steeply progressive individual income-tax rates which are clearly 
discriminatory, unfair, and unreasonable tend to destroy individual initiative 
to produce, accumulate, and invest ; and 

Whereas the corporate-tax rates severely restrict the normal flow of funds into 
capital investment, so necessary for producing jobs for the citizens who are 
entering our labor force each year; and 

Whereas the constantly increasing trend of Federal spending threatens to ab- 
sorb the increased revenues which are produced each year from economic growth ; 
and 

Whereas a serious threat exists to our free enterprise system, our standard 
of living, and the stability of our employment, unless Federal spending is, by 
the exercise of economies by Congress and the administration, and Federal rev- 
enues reduced through tax reduction : Now, therefore, be it 





GENERAL REVENUE REVISION 749 


Resolved, That the Congress of the United States undertake immediate steps 
to guard against such an economic situation, by enacting into law a realistic tax- 
reduction program as provided through the identical bills, H. R. 6452, introduced 
March 28, 1957, by the Honorable Antoni J. Sadlak, of Connecticut, and a member 
of the Ways and Means Committee, and H. R. 9119, introduced August 5, 1957, by 
the Honorable A. 8. Herlong, Jr., of Florida, and a member of the Ways and 
Means Committee; and 

Furthermore, that Federal expenditures be reduced, that revenues derived from 
economic growth to be used first for tax reduction, and that economy in govern- 
ment be furthered by the adoption and enforcement of the Hoover Commission 
recommendations; and 

It is believed that the steady growth of the economy and the population justify 
such reductions, and at the same time permit the balancing of the budget, 
with reduction in the national debt. 

Furthermore, that this resolution, properly inscribed, be forwarded to Hon. 
Jere Cooper, chairman, Ways and Means Committee, House of Representatives; 
Hon. Sam Rayburn, Speaker of the House of Representatives; Hon. John W. 
McCormack, majority floor leader of the House of Representatives ; Hon. Joseph 
W. Martin, Jr., minority floor leader, House of Representatives; to the State 
congressional delegation ; and to the Governor of the State. 

Signed this 3d day of October 1957. 

HAROLD STEPHENITCH, 
President, Mendota (Ill.) Chamber of Commerce. 


RESOLUTION IN SUPPORT OF THE SADLAK-HERLONG Brits (H. R. 6452 anno 
H. R. 9119) 


Whereas the steeply progressive individual income tax rates which are clearly 
discriminatory, unfair, and unreasonable tend to destroy individual initiative 
to produce, accumulate, and invest; and 

Whereas the corporate tax rates severely restrict the normal flow of funds into 
capital investment, so necessary for producing jobs for the citizens who are enter- 
ing our labor force each year; and 

Whereas the constantly increasing trend of Federal spending threatens to 
absorb the increased revenues which are produced each year from economic 
growth; and 

Whereas a serious threat exists to our free enterprise system, our standard 
of living, and the stability of our employment, unless Federal spending is by 
the exercise of economics by Congress and the administration, and Federal reve- 
nues reduced through tax reduction : Now, therefore, be it 

Resolved, That the Congress of the United States undertake immediate steps to 
guard against such an economic situation, by enacting into law a realistic tax 
deduction program as provided through the identical bills, H. R. 6452, introduced 
March 28, 1957, by the Honorable Antoni J. Sadlak, of Connecticut, and a member 
of the Ways and Means Committee, and H. R. 9119, introduced, August 5, 1957, 
by the Honorable A. 8S. Herlong, Jr., of Florida, and a member of the Ways and 
Means Committee; and 

Furthermore, that Federal expenditures be reduced, that revenues derived from 
economic growth be used first for tax reduction, and that economy in Govern- 
ment be furthered by the adoption and enforcement of the Hoover Commission 
recommendations ; and . 

It is believed, that the steady growth of the economy and the population justify 
such reductions, and at the same time permit the balancing of the budget, with 
reduction in the national debt. 

Furthermore, that this resolution, properly inscribed, be forwarded to Hon. 
Jere Cooper, chairman, Ways and Means Committee, House of Representatives : 
Hon. Sam Rayburn, Speaker of the House of Representatives; Hon. John W. 
McCormack, majority floor leader of the House of Representatives ; Hon. Joseph 
W. Martin, Jr., minority floor leader, House of Representatives ; to the State con- 
gressional delegation; and to the Governor of the State. 

Signed this 14th day of October 1957. 

C. WALTER JACOB, 
President, Mendota Lions Club. 
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Resorvurton ry Support or THE SapiaK-Hertone Biris (H. R. 6452 
AND H. R. 9119) 


Whereas the steeply progressive individual income tax rates which are clearly 
discriminatory, ynfair, and unreasonable tend to destroy individual initiative 
to produce, accumulate, and invest ; and 

Whereas the corporate tax rates severely restrict the normal flow of funds 
into capital investment, so necessary for producing jobs for the citizens who 
are entering our labor force each year; and 

Whereas the constantly increasing trend of Federal spending threatens to 
absorb the increased revenues which are produced each year from economic 
growth; and 

Whereas a Serious threat exists to our Free Enterprise System, our standard 
of living, and the stability of our employment, unless Federal spending is by 
the exercise of economics by Congress and the Administration, and Federal 
revenues reduced through tax reduction, now therefore be it 

Resolved That the Congress of the United States undertake immediate steps 
to guard against such an economic situation, by enacting into law a realistic 
tax deduction program as provided through the identical bills, H. R. 6452, intro- 
duced March 28, 1957, by the Honorable Antoni J. Sadlak of Connecticut and 
a member of the Ways and Means Committee, and H. R. 9119, introduced 
August 5, 1957, by the Honorable A. 8S. Herlong, Jr., of Florida and a member 
of the Ways and Means Committee; and 

Furthermore that Federal expenditures be reduced, that revenues derived 
from economic growth be used first for tax reduction, and that economy in 
government be furthered by the adoption and enforcement of the Hoover Com- 
mission recommendations ; and 

It is believed that the steady growth of the economy and the population 
justify such reductions, and at the same time permit the balancing of the budget, 
with reduction in the national debt. 

Furthermore that this resolution, properly inscribed, be forwarded to Hon. 
Jere Cooper, chairman, Ways and Means Committee, House of Representatives, 
Hon. Sam Rayburn, Speaker of the House of Representatives, Hon. John W. 
McCormack, majority floor leader, of the House of Representatives, Hon. Joseph 
W. Martin, Jr., minority floor leader, House of Representatives, to the State 
congressional delegation and to the Governor of the State. 

Signed this 7th day of October, 1957. 

H. B. Crow, 
President, Mendota, Ill., Kiwanis Club. 


FroriaA State CHAMBER OF COMMERCE, 
Jacksonville, Fla., February 5, 1958. 
Hon. Leo H. Irwin, 
Clerk, House Committee on Ways and Means, 
House Office Building, Washington, D.C. 


Dear Sra: Attached is copy of our letter dated July 25, 1957, addressed to 
Hon, A. S. Herlong, Jr., which evidences the unanimous support of this organiza- 
tion on H, R, 6452, known as the Sadlak tax-reduction bill. 

Since that letter was written, Congressman Herlong has introduced his own 
bill, H. R. 9119, which is identical with the Sadlak bill and which also has the 
complete approval of this organization. 

We would be very glad indeed, if you would make both of these communica- 
tions a part of the record as to the thinking and the determination of the business- 
men of Florida with reference to the endorsement of both of these legislative 
proposals. 

Sincerely yours, 
Harortp Corer, 
Executive Vice President. 
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Frormpa State CHAMBER OF COMMERCE, 
Jacksonville Fla., July 25, 1957. 
Hon. A. S. HERLoNG, Jr., 
House Office Building, 
Washington, D.C. 

Dear Syp: Our national affairs committee has given careful consideration to 
various tax bills introduced in Congress, and we believe that the Sadlak tax- 
reduction bill (H. R. 6452) is consistent with the principles covered in our 1957 
declarations of policy (sec. C, Taxes, p. 6). 

We believe this graduated corporation income-tax reduction proposal will be 
especially helpful to small-business firms in acquiring funds for expansion pur- 
poses and also to encourage the creation of new businesses and to stimulate 
investments in American enterprises. 

We, therefore, endorse the Sadlak bill and respectfully ask your support in 
getting the bill to the floor of Congress for action in this session. 

Thanking you for your consideration and with all good wishes, I am, 

Sincerely yours 
Harowp Corer, Precutive Vice President. 


Locan Co., 
Louisville, Ky., February 6, 1958. 
Hon. Wirgeur D. MIt1ts, 
Chairman, House Ways and Means Committee, 
House O fice Building, Washington, D.C. 


Dear Sir: In the operation of our comparatively small business (600 people), 
we have to spend considerable time figuring the tax angle on most every move 
we make, 

The Sadlak-Herlong bills, H. R. 6452 and H. R. 9119 will go a long way toward 
remedying this situation. If they are passed the tax angle will cease to be the 
paramount consideration that it is today and thousands of man-hours will be 
put in on the legitimate activities of business. 

These man-hours are put in by the men who make a business go, so it is ap- 
parent that if they were directed along regular business channels it would cause 
an upsurge in business activity that would benefit every one. 

The basis of all business is ideas and the man who spends a large part of his 
time figuring the tax angles is not going to produce many fruitful ideas along 
productive lines. 

Speaking as a Kentuckian, the checkrein of taxes has been tightened to the 
point of interfering with the free movement of the horse of progress, and a loosen- 
ing of it as proposed in the Sadlak-Herlong bills would bring a surprising increase 
in pulling power. 

Sincerely, 
R. S. Logan. 





STATEMENT OF RicHaRD QO. RUMER, PRESIDENT, ASSOCIATED INDUSTRIES OF 
Missour!I, GENERAL COUNSEL, INTERNATIONAL SHOE COMPANY 


In writing this statement for the attention of those Members of Congress 
serving on the important Ways and Means Committee, I am fully aware of the 
magnitude of the task they have accepted. 

Furthermore, I am aware of the privilege of being heard accorded to those 
of us who, as businessmen and private citizens, are affected by the tax code 
of our Federal Government. 

This statement is not intended as a research report on the effects of taxation 
on individuals, corporations or businesses. Instead, it is a hopeful plea for 
consideration by the honorable body of a revision in the tax laws now in force. 

Over the years the functions of our Federal Government have been increased 
tremendously, and with the increase of activity has come the demand for more 
money. As Government has nothing and has no means of support other than 
taxation the burden of financing any and all operations has fallen heavily on 
the segment of our population known simply as the taxpayers. 

These taxpayers have expressed a definite opinion of their belief that a tax 
reduction is overdue. In our opinion this can be accomplished by a revision of 
our tax laws that will take into consideration the factors that make up our free 
economic system. 
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It is true that the gross national product of our Nation has increased with 
regularity through the years. Equally true is that our population increase has 
resulted in the largest employment in the history of our country. 

Despite automation, and also because of it, manpower will continue to be 
an important factor in productivity. But men and women cannot work without 
tools, buildings and materials. 

Tools, buildings, and materials cannot be furnished without capital and the 
primary American concept is that profits should and must result from the use of 


- capital. 


Where it is possible for a small business to grow to a certain size by the ap- 
plication of good business practice, a barrier, just as imposing as a high brick 
wall, has been created by the present tax laws. That barrier is the 52 percent 
tax take. 

Money that could be used for the expansion of business is instead tax money. 

Gentlemen, whether we look at the present tax laws from a corporate or in- 
dividual viewpoint we must consider that they are not businesslike and, quite 
frankly, cost the Government revenue by the very fact that lower percentages 
of larger amounts mean greater amounts. 

If we give business and industry a chance to grow, produce more goods and 
employ more people a lower percentage rate would produce more revenue. Our 
tax laws now prevent this. 

As an individual, and as the president of Associated Industries of Missouri, 
representing our many fine industries, I commend to you the tax reform plan 
outlined in identical bills filed by Representatives A. N. Sadlak and A. S. Her- 
long, Jr., both members of this committee. 

Their approach to a difficult problem is thoughtful and worthy of considera- 
tion by our Congress. 

I am especially impressed by the realistic thinking incorporated in these bills 
which propose a gradual reduction in the tax structure which can, if past pat- 
terns are indicative, maintain the revenue of the Government while giving re- 
lief to all taxpayers. 

It is with the full authority of the membership of Associated Industries of 
Missouri that I file this statement fully subscribing to and endorsing the Sadlak- 
Herlong bill as a means to the tax reform that is so badly needed by all the 
people of our land. 


STATEMENT OF GERALD E. WHITE ON INCOME TAX RATES 


My name is Gerald BE. White; I represent the Chamber of Commerce of Grand 
Rapids, Mich. This statement is the result of consideration and action by the 
national affairs committee and board of directors of the chamber. 

The purpose of this statement is to endorse the principles proposed in the 
identical bills introduced by Hon. Antoni N. Sadlak (H. R. 6452) and Hon. A. 8S. 
Herlong, Jr. (H. R. 9119), and Hon. Hugh Scott (H. R. 9415) for annual re- 
ductions of individual income tax rates in each bracket and of the corporate in- 
come tax rate over a period of 5 years, beginning January 1, 1958. 

The Federal Government collected $80.2 billion in the fiscal year ended June 
30, 1957. This is $5 billion more than was collected in the preceding fiscal year 
and it represents the heaviest burden on taxpayers in the Nation’s history. 
Total Federal and local tax collections in 1956 of $105.6 billion amounted to 
27.8 percent of the gross national product. The weight and progressive nature 
of our present Federal income tax structure impede private investment in nu- 
merous ways. The corporate income tax imposes a penalty on equity invest- 
ment and stimulates debt financing. The personal income-tax provisions have 
affected both the ability and willingness of individuals to save and invest. 


MUST MAINTAIN HIGH INVESTMENT RATE 


Maintaining a high rate of private investment is essential to our economic wel- 
fare not only in order to avoid unemployment but also because an increasing 
amount of capital invested per worker is one fo the primary sources of our 
high and rising productivity and standard of living. It has been estimated 
that our average industrial worker is now supported by $12,500 in capital in- 
vestment and that this amount has increased at the rate of 2 percent each year 
during the last decade. Historically this business investment has amounted 
to 16 to 17 percent of the gross national product during this period. 
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PRESENT RATES DISCOURAGE INCREASED JOBS 


Our population is expected to increase by one-third in the next 20 years while 
total hours worked can be expected to increase by only about 15 percent due 
to ever-increasing proportions of younger and older individuals who are not 
a part of the available labor supply. The present trend toward shorter work- 
ing hours and increased leisure time will accentuate this disparity. In the 
face of this undeniable need for business expansion, it is unthinkable to continue 
the present system of high discriminatory tax rates that penalize incentive and 
discourage investment. We are all well aware of the effects of present tax rates 
on incentives to work of large segments of our work force. A common and 
widespread example may be found in the increasing number of well trained 
and highly skilled individuals such as doctors and dentists who are deliberately 
curtailing the number of their annual working hours. 

The reduction of tax rates contained in these bills should not result in re- 
duced Federal income tax revenues. As the American economy expands, so 
does the amount of Federal tax revenues from a given set of rates, but in greater 
proportion. Since 1946 our economic growth has averaged about 344 percent 
a year, measured by physical volume of goods and services. Assuming no more 
than such average growth in the future, revenue expansion is estimated at $4 
billion a year. The net revenue effect of the proposed rate reductions is esti- 
mated at $3 billion a year, based on 1956 income levels. 


RECEIPTS INCREASED WITH REDUCED RATES 


It is worth noting at this point that, despite the Federal income-tax reduc- 
tions which went into effect in 1954, the annual 3 to 4 percent increase in gross 
national product has continued with a resulting annual increase in Federal tax 
collections. It is also worth noting that the revenues from all present indi- 
vidual tax rates in excess of the basic 20 percent rate, which higher rates are 
scheduled for the greatest percentage reductions in these bills, now produce only 
about 17 percent of the total tax collected from individuals. 

The basic proposal contained in these bills is that the annual total revenue 
increase anticipated be first applied to moderating the high and discriminatory 
rates of income tax, both individual and corporate, which interfere with the free 
play of economic forces and impede economic growth. 

The enactment of this legislation would have the additional desirable effect 
of creating strong incentive for the exercise of maximum control over Federal 
expenditures. Some magnitude of these expenditures may be gained from the 
fact that Federal revenues amounted to $59.4 billion in fiscal 1955, $70.6 billion 
in fiscal 1957, and are estimated at $73.5 billion in fiscal 1958, while there has 
been no substantial reduction in the national debt and no reduction in tax rates. 
The forward scheduling of income tax rate reductions would provide effective 
competition against excessive forward commitments for Federal expenditures. 


PRESENT FEDERAL TAX RATES HANDICAP STATES, LOCAL GOVERNMENTS 


Heavy spending at the Federal level has resulted in a Federal tax burden of 
about $450 per person today as compared with $30 per person 20 years ago. The 
high level of Federal taxes and the encroachment of an expanding Federal gov- 
ernment are making it increasingly difficult for local units of government to 
finance local projects adequately. For instance, the Federal government today 
directly lends $1 for every $5 lent by private banks and some states depend on 
Federal aid grants for 20 percent to 30 percent of their operating budgets. In- 
creased centralization of the Federal government means increased remoteness 
from the people. It is highly desirable that Federal expenditures be. reduced 
in many areas and that government control be restored to the people at the local 
level. 

The tax reductions proposed can and must be made despite the additional 
spending that will apparently be necessary in the Defense Department for the 
missile program and similar projects for scientific advancement. Some funds 
can be obtained from cash available out of present appropriations. Less can 
be spent on conventional defense programs and more on those embodying modern 
concepts such as missiles and rockets. Nonessential expenditures can be reduced 
in many nondefense programs. Spending in such areas as veterans’ benefits, 
public works, farm subsidies, natural resources, school construction, slum clear- 
ance and urban renewal can and must be reduced. 
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HALT NEW PROGRAMS 


No matter how great our need and desire is for more and better schools, roads, 
housing and other facilities, the simple fact remaining that such programs must 
be fitted into our available capacity and resources. It is essential that a sound 
overall fiscal policy be established in respect to expenditures, taxes and debt. 
There should be a halt to the establishment of new Federal grant-in-aid programs. 
There should be reduction, and wherever possible, elimination of existing Federal 
programs. There should be immediate elimination of those wasteful and ex- 
travagant governmental practices which have been already documented by the 
Hoover Commission, the Commission on Intergovernmental Relations, and the 
various committees of Congress. There is no doubt that a vigorous and concerted 
effort in this direction would make possible the tax reductions suggested. 

One of the basic problems behind the inflationary pressures now besetting large 
segments of our economy and especially small business enterprises is the inade- 
quate level of savings out of current income which is directly attributable to 
present high and discriminatory Federal income tax rates. Inflation will stop 
only when a condition is achieved where current investment can be financed out 
of savings without undue reliance on newly created money and where prospective 
Savings and investment are not motivated by the expectation of further or con- 
tinued inflation. Only in this way can the standard of living for a growing popu- 
lation be improved and the value of savings maintained. A steady rate of 
economic growth requires that consumption and investment both increase in step 
with one another. As it is generally agreed that the low and middle bracket 
income tax rates constitute the primary deterrence to consumption and the top 
bracket and corporate rates the principal obstacle to investment, these bills pro- 
vided for an integrated and consistent contraction of all of these rates. 


SADLAK-HERLONG BILLS SERVE NATION’S FUTURE NEEDS 


These proposals are designed not merely for “tax relief’? but specifically to 
provide increased individual and corporate savings which will unleash venture 
eapital for investment in business enterprises and provide jobs and the ability to 
consume the production of these enterprises. This wil stimulate the creation of 
new enterprises and facilitate the expansion of established firms. It will help 
small business to survive and to stem the flow of business mergers and combina- 
tions. It will create more employment to meet the challenge of our growing 
population. In a relatively short period, the subsequent upsurge in the total 
national income will produce more Federal tax revenues at the lower rates then 
in effect. To maintain a sound fiscal policy, the Federal government must recog- 
nize the concept of collecting an increasing amount of money for its needs from 
a moderate rate of taxation applied to a rapidly expanding economy. The enact- 
ment of these bills will benefit all those whose employment and standard of living 
are dependent upon the further economic development of the Nation. 


STATEMENT OF THE EXECUTIVE COMMITTEE OF MANUFACTURERS’ ASSOCIATION OF 
MONTGOMERY CouNTY, PA., ON THE NEED FOR FepERAL Tax REFORM AND RATE 
REVISION 


This statement is submitted by the executive committee of the Manufacturers’ 
Association of Montgomery County, Pa., an association of 295 manufacturers 
and businessmen with over 50,000 employees in the Commonwealth of Penn- 
sylvania. 

As taxpayers, both corporate and individual, we are convinced that our prime 
fiseal needs today are an intelligently integrated Federal tax system and a 
sounder, more businesslike Federal budgetary program. 

As corporate taxpayers, we are painfully aware of the restrictive effects of 
present Federal taxation on all our business decisions. We are all to aware 
of the checkrein imposed on our plant expansion, modernization, research and 
growth capital requirements by present high, Federal corporate tax levies. 

As executives of smaller corporations, we suffer under the discrimination which 
the present high tax rate places on young or growing corporations who do not 
have recourse to the capital markets so easily available to larger corporations. 
We are all too aware of the short-term debt financing which the present corpo- 
rate tax rate forces upon many smaller corporations. High corporate taxes 
siphon off the earnings of smaller businesses which in earlier years were plowed 
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back for growth purposes. This shortsighted tax policy is in effect consuming 
the seed corn of our economy. 

As individual taxpayers, we are painfully aware of the confiscatory nature of 
the steeply graduated rate schedule which is applied to individual incomes in the 
middie and upper brackets. This schedule rests upon a philosophy which is 
basically wrong in a democratic free enterprise society. It penalizes individual 
hard work and achievement. It places a disproportionately heavy tax burden 
upon the middle-income group of taxpayers which makes the greatest risk-taking 
contribution to our national economy. The tax burden imposed upon those in 
the middle- and upper-income brackets is seriously interfering with the supply 
and mobility of available investment funds. 

As corporate and individual taxpayers, it is our belief that we should reduce 
those corporate and individual taxes which impede the expansion of our 
economy. As our economy grows, a lowered tax rate will produce more tax 
revenues. Tax reduction, alone, however, is not the complete answer. It must 
be accompanied by reforms in our present tax structure and a reappraisal of 
Federal spending. 

In our opinion, we must reform our present treatment of corporate dividends 
under the individual income tax. There is need for a more realistic approach 
to depreciation for new and used productive plant machinery and equipment 
which recognizes the extent of rapid obsolescence as we become more automated. 
There is a crying need for reappraisal of our hodgepodge pattern of excise taxes 
which is discriminatory not only in rates but in the choice of commodities taxed. 

We realize that substantial revenue cannot be taken away from the Federal 
Government immediately without interfering with defense and other essential 
Federal Government programs. A reduction in the tax rate if carried out on a 
planned deferred basis will not jeopardize Federal functions and programs, pro- 
vided Federal expenditures are reasonably limited by our growth rate. It has 
been demonstrated that each year the normal economic growth of our country 
produces more tax revenue without rate increases. This annual gain in tax 
revenue can be frittered away easily, however, by needless expansion in Federal 
spending. 

We are not so unrealistic as to expect tax cuts which will endanger our na- 
tional defense. We do urge, however, that the brakes be put on the unrelenting 
upward drift of Federal Government spending for nonessential programs. We 
also suggest that even in the field of national defense, more efficient policing of 
spending be followed and a reevaluation of defense requirements be undertaken. 

The time has come when we must make a choice between national security 
and the frills of Federal paternalism. The time has come when we must ap- 
praise each use of Federal funds in light of several tests. Is the expenditure for 
an urgent and essential need which is an appropriate governmental function? 
Is the expenditure for some purpose which can be satisfied only at the Federal 
level? Is the program for which Federal funds are sought discriminatory or 
disruptive to the balance of the economy? 

As members of the executive committee of the Manufacturers’ Association of 
Montgomery County, we, therefore, urge upon this committee the adoption of an 
orderly plan for applying Federal revenue increases resulting from economic 
growth to the reduction of the present high and discriminatory rates of corporate 
and individual income taxes. 

We believe such a plan will encourage individual initiative and investment, 
stimulate business growth and expansion and increase job opportunities. 

In order to attain the above objectives we endorse the Sadlak-Herlong bills, 
H. R. 6452, H. R. 9119. 

EXECUTIVE COMMITTEE 


John T. Whiting, president, chairman of the board, Alan Wood Steel Co., Con- 
shohocken, Pa. 

H. Thomas Hallowell, Jr., vice president, Standard Pressed Steel Co., Jenkin- 
town, Pa. 

Herbert S. Eades, second vice president, Pottstown Machine Co., Pottstown, Pa. 

John 8. Carter, treasurer, Norristown Water Co., Norristown, Pa. 

Anthony M. Callanan, Walker Bros., Conshohocken, Pa. 

Leslie J. Carson, Link Belt Co., Colmar, Pa. 

Joseph E. Colen, Rodman H. Martin Co., Ine., Norristown, Pa. 

Philip L. Corson, G. & W. H. Corson, Inc., Plymouth Meeting, Pa. 

Joseph L. Eastwick, James Lees & Sons Co., Bridgeport, Pa. 

Roger §S. Firestone, Firestone Plastic Co., Pottstown, Pa. 
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Fred O. Heller, Royersford Needle Works, Royersford, Pa. 
Theodore Heske, Ellwood Ivins Steel Tube Works, Oak Lane, Pa. 
Robert BE. Jeffries, Neapco Products, Inc., Pottstown, Pa. 

J. Carroll Johnston, Atlas Asbestos Co., North Wales, Pa. 
Donald G. Maier, Royersford Spring Co., Royersford, Pa. 
William A. March, I. F. March Sons Co., Bridgeport, Pa. 

Edwin M. Markel, L. Frank Markel & Sons, Norristown, Pa. 
Malcolm Schweiker, American Encaustic Tiling Co., Lansdale, Pa. 
Wilbur G. Steinbright, Philadelphia Plectric Co., Norristown, Pa. 
Robert R. Titus, Synthane Corp., Oaks, Pa. 

Clarence A. Warden, Jr., Superior Tube Co., Norristown, Pa. 

Ex officio: Walter A. Knerr, secretary, Norristown, Pa. 


NALLEY’s, INC., 
Tacoma, Wash., January 8, 1958. 
Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House Office Building, Washington, D. C. 

Clerk Irwin, as a representative of medium-size business, we are extremely 
interested in the outcome of the general tax revision hearings to be held by 
your committee. The following comments are being offered in the hope they 
will be of some help and can be included in the hearings record. 

The need of tax relief for both individuals and business in order to provide 
for the sound growth of the American economy is absolutely essential if this 
country is to maintain and improve its standard of living and still be able to 
compete with the growing might of the communistic world. 

Speaking for business, it is important that personal income taxes be reduced 
to allow the individual to save more and increase funds available for invest- 
ment in business and to have additional money to purchase those material items 
that our industry produces. Business in turn, through lower taxes, would be 
better able to attract investment capital through better earnings. 

Even more important to small and medium size business is the need to be 
classification of business to obtain equity capital than the large corporations, 
so they must rely on retained earnings. If these earnings are not adequate to 
provide for continual modernization of plant and allow for additional expan- 
sion, this business has the alternative of limiting its growth or selling out to 
a larger company. The latter move is being taken by more and more small 
and medium size business. Carried to an extreme, American business will be 
represented by a few giant corporations rather than by a large number of 
vigorous and financially sound small and medium size business. We believe 
the latter situation would be best for the economy and preferred by the American 
people. 

The following figures taken from the Quarterly Financial Report for Manu- 
facturing Corporations, published by the Federal Trade Commission-Securities 
and Exchange Commission for the second quarter, 1957, points out the problem 
of the smaller corporation in competition with the larger corporation. These 
figures are averages for the five quarters ending with the second quarter 1957. 


Profits per dollar of sales (in cents) by asset size 


Net profit 

Assets: after tawes 
I ih Lede da eee 2.2 

ee Oh er Sa re nt oe x2 
Neen ne nT ee en nn nnn een nna com eee aes 3.2 
a nO ee ee 4.0 
Neen ee ee ee en ee enn ene ween ous cote 4.7 
rr ar re Sonn ee gn eee, geet ee 5.8 
Neen Nn eeelinaie meine mate epineeea ee 4.8 
Dennen ne nee ee en nen een cee ee eee 6.0 


a ese leper nee teagan 8.8 
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Annual rates of profits on stockholders’ equity by asset size and industry group 


Net projit 
Assets: 


Under $250,000 

250,000 to $999,999. 
$1,000,000 to $4,999,999. 
$5,000,000 to $9,999,999 
$10,000,000 to $49,999,999 
$50,000,000 to $ 
$100,000,000 to $249, 999, 999. 
$250,000,000 to $999,999,999 
$1,000,000,000 and over 

This figure probably reflects the small advantage penestiing to the very small company 
on the lower tax on the first $25,000 income, 

We consider our company as a medium-size business. Not counting affiliated 
companies, we have a net worth of slightly under $2 million, sales of $16 million, 
and about 600 employees. Being in the food business, the profit on sales is quite 
low. Net after taxes is about $200,000 for a return of 10 percent on investment. 
Practically all of our growth has been from retained earnings, a good share of 
which was earned when taxes were lower. 

We are a growing company ; but, if we are to rely on earnings only, our growth 
must be very limited. After paying a nominal amount of earnings as dividends, 
say $70,000, we have $130,000 a year to grow on. Consider our problems when 
we attempt to modernize or expand capacity. 

A new long-haul freight truck and trailer costs $35,000. 

Needed replacement of a table-sirup line would cost $65,000. 

A new potato-chip machine would cost $55,000 installed. We presently have 
three older chip machines which will have to be replaced eventually. 

New equipment needed in even 1 of our 5 manufacturing plants beside the 
items mentioned would take a large share of annual earnings. 

Depreciation at best only allows for replacement of equipment. Actually, 
because of rising costs, it is inadequate to even allow for replacement. Barnings 
therefore must be used, not only for expansion, but to apply on the replacement 
cost of equipment in excess of depreciation reserves. 

We feel that some sound plan of gradual income-tax reduction, such as the 
Sadlak-Herlong plan, is needed now as a means of providing badly needed capital. 
We urge consideration of the plight of business as it concerns the future of our 
Nation. 

NALLEY’s, INC., 
O. A. OsE, Secretary. 


UNDERWEAR INSTITUTE, 
New York, N. Y., January 10, 1958. 
Hon. Wirzsur D. MILs, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DEAR Mr. Mitis: At the 1957 annual meeting of the Underwear Institute 
the following resolutions was unanimously adopted by our members: 

“The members of the Underwear Institute believe that the perpetuation of 
the free competitive enterprise system is being jeopardized by continued unrea- 
sonably high personal and corporation tax rates. 

“It is necessary that we have expanding production facilities and employment 
opportunities for an expanding population, which can be accomplished only 
through personal and corporate savings invested in ventures where reasonable 
profits may be anticipated. 

“Hxcessive tax rates tend to destroy individual incentive to produce, accumu- 
late, and invest : Therefore, be it 

“Resolved, That the Underwear Institute declare its position as being strongly 
in favor of enactment of a law which will reduce the discriminatory progression 
in tax rates, and that consideration be given to statutory limitation of maximum 
surtax rates to prevent further abuse of the Government’s power to levy taxes 
on personal and corporate incomes.” 

Since it would appear that these desirable objectives would be accomplished 
by passage of the Sadlak-Herlong bills we should like to record our support of 
these measures and our earnest hope that your committee will accord them 
favorable consideration. 
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I should also like to take this opportunity to call to your attention a news 
item in the New York Times of January 9, 1958, datelined Tokyo, January 8, and 
reading in part as follows: 

“The Japanese Government, faced with the happy problem of what to do with 
its surplus equivalent to $121,100,000 from the 1956 budget, decided today to 
reduce taxes. * * * : 

“The $76,490,000 tax cut includes a uniform 2-percent decrease in corporation 
tax rates, reduction in inheritance and liquor taxes, and cuts to encourage saving 
and special tax measures to promote scientific advances.” 

This is of particular interest to our people in view of the problem presented 
by Japanese imports which have done great harm to the already depressed textile 
industry. 

Very truly yours, 
UNDERWEAR INSTITUTE, 
Rosert D. MoCase, 
Managing Director. 


Fiat VENEER PrRopucTS ASSOCIATION, 
Washington, D. C., January 18, 1958. 
Hon. W. D. M1ILts, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D.C. 

Deark Mr. Mitts: I am quoting below a resolution with respect to H. R. 6452 
which was unanimously adopted by this association: 

Whereas the members of this association consider that a gradual reduction in 
the rates of individual and corporate income taxes is imperative in the national 
interest ; and 

Whereas the members of the association have studied the provisions of H. R. 
6452, generaliy known as the Sadlak bill, and are satisfied that such bill, if en- 
acted, would result in needed rate reductions without decreasing present Federal 
revenue, would help check the present inflationary trend and would impose a 
reasonable and badiy needed restraint upon increased Federal spending: Now, 
therefore, be it 

ResolWwed, That the members of the Flat Veneer Products Association go on 
record as favoring the adoption by the Congress of H. R. 6452, and be it further 

Resolwed, That the secretary of the association is hereby directed to forward 
copies of this resolution to the Ways and Means Committee of the House of 
Representatives, to Congressman Antoni N. Sadlak, and to all Congressmen and 
Senators representing members of the association. 

Yours very truly, 
W. A. Penrose, Secretary-Treasurer. 


STATEMENT SUBMITTED BY THE JONES & LAMSON MACHINE Co. 
SPRINGFIELD, VT. 


Jones & Lamson is a machine-tool builder, and has been engaged in this busi- 
ness in its present corporate form since May 1876. The roots of the company 
go back over 100 years. We now employ between 1,200 and 1,500 people, a large 
portion of them highly skilled. While a small company, we are one of the 
major industrial organizations in the State of Vermont and a major factor in 
the economy of our State. 

Present products include the following: Ram- and saddle-type turret lathes, 
single spindle automatic lathes, precision thread grinders, precision form grind- 
ers, optical comparators, small cutting tools. 

These products are simply embodiments of our sojution to the ever present 
problems in the metalworking field. It is a truism to say that our industry is 
the very basis of our technological civilization. 

The machine tool industry is made up of a number of relatively small units. 
The total output may vary between $500 million and $1 billion a year—less 
than one-fourth percent of the total gross national product. And yet without 
these “master tools of industry” industrial America would not exist. 

Increasing productivity of our industrial system has come largely from the 
technological progress that this small but vital group of companies has been 
able to achieve. Within the machine tool industry is the major reservoir of our 
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much discussed know-how and future progress depends in the main on our ability 
to extend this know-how in the tangible form of new machines and new processes. 

The development of new machinery is an extremely expensive process from 
the viewpoint of an individual machine-tool company; it is an insignificant cost 
to the economy asa whole. Some way must be found to leave a larger percentage 
of earnings available for the development of the machines we will require over 
the decades to come. With the Federal Government our 52 to 48 percent partner 
(and a noninvesting partner at that), the way is obvious. It is set forth in H. R. 
6452 and H. R. 9119, known as the Sadlak-Herlong bill. 

In the years 1951 to 1956 inclusive, Jones & Lamson paid $12,750,000 in Federal 
income taxes. Had the rates utlimately projected by H. R. 6452 been in effect, 
this tax would have been approximately $10,300,000, leaving $2,245,000 for rein- 
vestment in the enterprise. 

This is a modest reduction, but it provides an equivalent of new capital for- 
mation for growth and consequent expansion of the tax base. From operations, 
to derive such capital available for reinvestment would at present tax rates re- 
quire sales of over $40 million worth of equipment, not taking into account any 
return on present capital invested. Upon this corporate tax structure is imposed 
the steeply graduated tax on individuals which, of course, limits the rate of 
capital formation at its very source. 

As long as the Government is the majority partner in our business, the major 
portion of earnings are not available for expansion of capacity or the development 
of new products so necessary to our future progress as a nation. As long as 
the Government taxes individuals at present rates, it will become increasingly 
difficult to attract new capital to enterprises with a high element of risk. In 
either case (and we have both under today’s law), we have a badly stifled 
economy. 

It is respectfully submitted that the larger the portion of the expanding power 
of our economy we leave in the hands of those who have built that economy, the 
faster our country will grow in well-being and strength. We urge unqualified 
support of the Sadlak-Herlong bill and its speedy adoption. 


ARMSTRONG CoRK Co., 
Lancaster, Pa., December 17, 1957. 
Mr. Leo H. IRwIn, 
Clerk, Ways and Means Committee, 
House of Representatives, Washington, D.C. 


Deark Mr. IRwIN: We submit this letter for the record, in connection with the 
hearings on tax revision by the House Ways and Means Committee, and request 
that it be included in the printed report of the hearings. 

The House Ways and Means Committee will perform a valuable public service 
in the study of the income-tax problem. Certainly some constructive steps can 
be taken to adjust tax rates so as to lighten the burdensome load on business, 
while at the same time maintaining sufficient revenue for the national defense 
program and other Government purposes. Tax revisions that will stimulate 
business enterprise and so lead to economic expansion are sorely needed. In 
writing you this brief letter, we want to put ourselves on record as favoring such 
revisions. 

National defense needs must be fully financed, of course; but, as President 
BHisenhower said not long ago at Oklahoma City: “There is much more to security 
than the mere spending of money.” In this area the problem seems to be not so 
much obtaining more funds as to how to use most effectively the funds now avail- 
able. Improved coordination among the armed services and more intensive con- 
centration on specific projects can well speed the development of intermediate 
range missiles and related weapons that are now called for. 

Military security itself depends on our country being strong economically. So 
it is essential that our Nation’s business system have the necessary incentives 
to expand and improve its output of goods and services. Tax revisions that 
provide such incentives are now available in the Sadlak-Herlong bill (H. R. 
6452, 9119). This legislation, with its downward adjustments in rates over a 
period of years, would bring urgently needed tax relief to large business and 
small business alike, as well as to individuals, and at the same time would guard 
against sudden or undue decline in revenue. 
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We hope that the Ways and Means Committee will recognize the importance 
of the basic objectives of this measure. We believe it is a far-reaching and 
significant proposal, worthy of the committee’s support. 

Yours very truly, 
C. J. BACKSTRAND, President. 


STATEMENT OF ASSOCIATION OF WASHINGTON INDUSTRIES, OLYMPIA, WASH. 


THE IMPACT OF FEDERAL INCOME TAX STRUCTURE ON WASHINGTON BUSINESS AND 
INDUSTRY 


The Association of Washington Industries is an organization of business and 
industry in the State of Washington. It was formed in 1944, and has at the 
present time a membership of approximately 700 employers who employ approxi- 
mately 300,000 persons in the State. Its membership of large, medium, and small 
business and industry interests is statewide in scope, representing a cross-section 
of the business and industrial citizenship of our State. 

We are deeply concerned about the effect of Federal income-tax rate levels. 
Consequently, business and industry, acting through the Association of Wash- 
ington Industries, passed a resolution on October 4, 1957, which is attached hereto 
for your consideration. 

The study and work that preceded the passage of this resolution and the 
summation of this statement demonstrate to our satisfaction that the high level 
of Federal income-tax rates is a deterring factor to the business and industrial 
growth in our State. It is time for Congress to reappraise and study the pro- 
blems engendered and nourished by the Federal income-tax rate structure. We 
have been, and are, experiencing a period of high unemployment of workers in our 
State. Hach year several times as much money is paid for taxes as is for divi- 
dends by many companies. The borrowing potential of many firms is being 
used to replace present facilities and is thus unavailable for expansion. Basic 
tax relief must be granted to conserve borrowing capacity for needed expansion. 
Tax reform along the lines of H. R. 6452 will provide a broader base which, 
in the long run, will yield increased tax revenues to the Federal Government. 

We believe that basic tax relief cannot be achieved by the adoption of addi- 
tional complicated systems embodying preferential treatment to certain indus- 
tries or businesses even though, in isolated instances, special treatment may be 
justifiable. What is needed is increased incentive through overall tax relief 
for all business—be it small, medium or large. 

This resolution is submitted for your consideration at a time when it is fully 
realized that the challenge of the sputniks is going to cost us a lot of money. 
We fully recognize that the military spending of our Government must meet 
this challenge. However, we wish to make it clear that such necessary expendi- 
tures should be met by practicing Federal austerity in “civilian” and nones- 
sential defense programs. It is certainly not an essential function of the Fed- 
eral Government, for example, for its employees to spend time appearing before 
State legislatures in behalf of a State legislative proposal—as we have experi- 
enced in the State of Washington. In short, we urge that there be an effective 
utilization of the moneys now received and that a long-range program be en- 
acted by Congress which has as its essence the economical inducements to stimu- 
late our productive potential. 

The following resolution was passed unanimously by the Association of Wash- 
ington Industries executive committee on October 4, 1957 : 

“Whereas the Association of Washington Industries acting through its ex- 
ecutive committee on July 6, 1956, recognized that high corporation tax rates, 
as well as high individual income-tax rates, are retarding business progress and 
discouraging venture capital for the expansion of the economy of our State, and 

“Whereas the association resolved on said date that a method should be de- 
vised for the gradnal reduction of these said rates, and 

“Whereas the Honorable A. N. Sadlak (Republican, Connecticut), has intro- 
duced in the House of Representatives, H. R. 6452, and the Honorable H. R. 
Herlong, Jr.. (Democrat, Florida) has introduced in the House of Represen- 
tatives, H. R. 9119, being proposed legislation to gradually reduce individual 
and corporate income-tax rates over a 5-year period: Now, therefore, be it 

Resolved, That the Association of Washington Industries does hereby record 
their endorsement and support of H. R. 6452 and H. R. 9119. 
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BERGER ENGINEERING Co., 


Seattle Wash., December 23, 1957. 
Mr. Leo H. Irwin, 


Clerk, Committee on Ways and Means, 
House Office Building, Washington, D.C. 


DeAR Mr. Irwin: I understand that your committee will be holding general 
tax revision hearings in Washington, D. C., beginning January 7, 1958. Since 
I will be unable to attend personally, I would appreciate the inclusion of this 
letter in the record. 

Berger Engineering Co. is a manufacturer of logging and sawmill equipment, 
bridge cranes, and specialized engineered products and currently employs about 
80 people. When the present owners purchased the business in 1950, there were 
7 employees and the physical properties were in extremely poor condition. All 
profits from the business have been reinvested to rehabilitate the physical proper- 
ties and to provide some 70 new jobs. 

Because of the condition of the equipment at the time of purchase and its 
actual value at that time, we have been unable to accumulate any substantial 
reserves through depreciation allowances with which to expand our facilities and 
create new jobs. All our growth has had to come from retained earnings 
after taxes and borrowing against anticipated future earnings. 

Continued growth of our business is possible and growth in any small business 
is highly desirable for the economy as a whole. We have, however, reached a 
point where the capital requirements and attendant risks indicate it is not 
worth the effort to expand. High corporate tax rates are a sufficient deterrent 
in themselves, but when the owners of a closely held small corporation con- 
sider the tax rates that they must pay on earnings received from the corpora- 
tion’s successful operation it becomes doubly apparent that additional invest- 
ment to create new jobs and new wealth is not worth the risk. 

In our case, this is not just theory, as witness these facts: 

We have the opportunity to produce and market new and additional prod- 
ucts. Capital requirements for the necessary machine tools is $60,000. At least 
six new jobs would be created by this capital expenditure. We actually ordered 
this equipment last March with the understanding that our bank would give 
us a long-term loan against anticipated future profits, but since the money 
market has tightened to the extent it has the bank has told us they cannot go 
along. We have not been able to accumulate sufficient reserves out of past 
earnings and we are unable to invest additional capital. The result is we have 
canceled the order for the machine tools and six new productive jobs fail to be 
created. 

This is bad for the economy and actually destructive of Government income. 
Because of the deterrent effect that high tax rates, both corporate and individual, 
have on the incentives for small business to grow, expand, and create new jobs, 
the Government fails to gain new revenue. In our case, no tax revenue from 
probable increase in our corporate earnings and no tax revenue from. the 
earnings of the six jobs not created. This is fiscal stupidity. 

There are some minor technical revisions that could be made in tax law 
which might aid small business, but by far the greatest need is for a substantial 
reduction in both the corporate and individual rates. Representative Sadlak of 
Connecticut and Representative Herlong of Florida have recognized the destruc- 
tive effect of these high rates and have introduced remedial legislation. 

I would recommend to your committee that you consider favorably the principle 
of tax relief as embodied in the Sadlak-Herlong bills. 

Sincerely yours, 
FERDINAND ScuMirTz, Jr., President. 


GREATER MIAMI MANUFACTURERS’ ASSOCIATION, 
Miami, Fla., November 21, 1957. 
CLERK, COMMITTEE ON WAYS AND MEANS, 
House Office Building, 
Washington, D. C. 


GENTLEMEN : At the November 6, 1957, meeting of our board of directors it was 
unanimously voted to urge the support of our Congressmen and Senators of 
Representative Herlong’s bill H. R. 9119—which was done immediately by con- 
tacting each Congressman and Senator individually. It is the general feeling 
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of our membership (of more than 300 local manufacturers) that now is the time 
to act toward the repeal of these discriminatory and unfair taxes. 

Unfortunately, however, we do not have a representative who is free to appear 
in person at the committee hearings which begin on January 7. 

Therefore, please accept this as our collective vote in support of H. R. 9119. 

Yours very truly, 
Lioyp JAYE, 
President, Greater Miami Manufacturers’ Association. 


SoutH CaroLina State CHAMBER OF COMMERCE, 
Columbia, 8S. C., November 29, 1957. 
Mr. Leo Irwin, 
Clerk, House Ways and Means Committee, 
Washington, D. C. 


DEAR Mr. Inwin: During the annual meeting of the South Carolina State 
Chamber of Commerce held in Columbia on November 21, our board of directors 
passed the following resolution as stating the position of our organization in 
favoring the principles of H. R. 6452 by Congressman A. N. Sadlak and H. R. 
9119 by Congressman A. S. Herlong, Jr. 

“Recognizing the ever-growing problem of high taxes in general which are 
being used to support more and more Federal spending and recognizing that 
achievement of a moderate schedule of income-tax rates is necessary to the con- 
tinued vitality and growth of our Nation’s economy and to the maximum ad- 
vances in the standard of living of all our citizens, the South Carolina State 
Chamber goes on record as favoring the principles of H. R. 6452, by Congressman 
A. N. Sadlak, of Connecticut, and an identical bill by Congressman A. S. Herlong, 
Jr., of Florida (H. R. 9119).” 

It will be appreciated if a copy of this letter is filed with written testimony 
in connection with the tax hearing on these bills which, we understand, will be 
held by the Ways and Means Committee on January 7. 

Respectfully yours, 
J. C. Froyp, General Manager. 


RESOLUTION 


Resolved, That the board of directors of the Altoona Chamber of Commerce 
assembled at their regular monthly meeting, Thursday, June 138, 1957, go on 
record approving the 5-year tax reduction plan for corporations as defined by 
the National Association of Manufacturers ; and 

It is further directed that a copy of this resolution be forwarded to the proper 
otfice of the National Association of Manufacturers and to be made known to the 
Congressman and Senators from our State and district. 


ALTOONA CHAMBER OF COMMERCE. 
G. STantey RutuH, Lzrecutive Director. 


“T, G. Stanley Ruth, do hereby testify that the above is a true and correct copy 
of that portion of the minutes of a meeting of the board of directors of the 
Altoona Chamber of Commerce held Thursday noon, June 13, 1957, at which 
time a quorum was present and voting. 


G. Stantey RutH, Eeecutive Director. 


PHOENIX ASSOCIATION OF HOME BUILDERS, 
Phoenia, Ariz., November 27, 1957. 
Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House Office Building, Washington, D.C. 

Dear Mr. Irwin: This communication has been authorized by the board of 
directors of this association, which consists of more than 150 firms engaged in 
the home building and construction industry in central Arizona. This associa- 


tion represents approximately 75 percent of the home building industry volume 


in this rapidly expanding area. 
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Our board of directors has discussed at length, and is deeply concerned over, 
the current confiscatory trend of Federal Government tax policies. It is the 
understanding of our association that your committee will be reviewing some of 
these policies when you convene in early January. 

Our representative and aggressive segment of the growing economy in the 
Southwest desires to go on the record as being deeply disturbed over the urgent 
need for wise spending in the future conduct of governmental affairs. 

They respectfully urge, particularly, that your committee consider adoption 
of such regulations as would force advocates of big Government spending to 
first and foremost properly justify such high spending. Our membership is also 
extremely concerned with the individual tax burden levied upon taxpayers in all 
walks of life—most of whom are directly, or indirectly, related to our construc- 
tion industry. They are most concerned that, as you consider legislation to limit 
Government spending, you also consider measures which would fairly reduce 
the current confiscatory surtaxes on income. Further, that the mandatory use 
of expanding revenues be incorporated for the lowering of such taxes on a long- 
range tax relief basis. 

It is our further understanding that your committee will conduct hearings 
in early 1958 to consider legislation designed, in essence, to accomplish the 
foregoing objectives. 

May we urgently suggest, in the immediate foregoing connection, that serious 
consideration be given to the proposed Sadlak and Herlong bills (H. R. 6452 and 
H. R. 9119). Our careful analysis of these proposed bills leads to the conclusion 
that they are well designed to accomplish desirable tax reduction objectives, 
without hampering or hindering our national defense effort. 

In closing, our board of directors sincerely urge your group to earnestly review 
this request, and trust that the coming session of the national legislature will 
result in the passage of this, or a similar, type of legislation. 

Yours very sincerely, 
Tuomas C. Kane, Haecutive Secretary. 


UNIVERSAL POTTERIES, INC., 
Cambridge, Ohio, January 20, 1958. 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House Office Building, Washington, D.C. 


Dear Mr. Irwin: In accordance with my letter to you of January 6, I am 
submitting herewith the statement to which I refer. Please include this state- 
ment in the records of your committee sessions. 

It is my understanding that this is the first time that public hearings have 
been held on tax matters during the past 10 years. I sincerely appreciate this 
opportunity to express my opinion, and I am hopeful that my remarks will have 
a bearing on the deliberations of the committee. 

I am chairman of the board of Universal Potteries, Inc., of Cambridge, Ohio. 
We have been in business for 24 years, and we have 700 employees. I have 
always had a high regard for Members of Congress, and I am convinced that 
every Congressman wants to carry out the wishes of his own electorate if it is 
humanly possible to do so. It is with this feeling of confidence in the Members 
of Congress, and particularly in the members of your committee that I submit 
the following statement for the record: 

At the time Russian scientists put a satellite into the orbit around the earth, 
many people felt that we had lost the competitive race in areas outside the field 
of scientific tricks in which the Russians seem to have shown great competence 
with sputnik. Actually, this incident is only one occurrence in an extended 
period of international competition. 

[ would certainly agree that our Defense Department, its facilities and its 
manpower must be the best. I heartily agree that research and development 
of new weapons must continue. However, I cannot agree that being first in 
these things are the most important items in which we must be first. The 
financial system of our country must be completely sound in all its elements. 
The productivity of the economy must continue to grow and expand for if it 
does not, there will be no need for us to attempt competition in either com- 
mercial or military fields because we will not be able to pay for the facilities 
and services needed to produce the equipment and trained manpower to carry 
on these activities. 
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We must be second to none in all the areas of international competition. 
Having a healthy, sound financial system is our first priority. In order to 
assure lasting growth of the productivity of our economy, I urge this committee 
to give serious consideration to the problems discussed under the headings 
which follow: 

POPULATION GROWTH 


I have been told that the population of this country may exceed 220 million 
people by 1975. It seems to me highly unlikely that business organizations 
ean meet the needs of an expanding population without larger quantities of 
venture capital which can be created in sufficient quantities only by sensible, 
sane, planned tax reductions. 


INCENTIVE TO WORK AND INVEST 


It is common knowledge that intense competition in business produces 
unhealthy stress and strain on business managers. Without the unique con- 
tributions of American business managers to the coordination of capital, natural 
resources, machinery, transportation, and personnel, it would be impossible to 
maintain the high level of living standards and rates of pay that Americans 
now enjoy and still at the same time furnish industrial leadership to the peoples 
of the free world. 

I urge the committee to consider seriously the effects of our highly discrim- 
inatory income-tax-rate system on the incentive of American business managers 
to work, save, and invest. 

Our professional people might also be without incentive to continue working— 
doctors, dentists, teachers, engineers, scientists, skilled workmen and, of course, 
all our elected and appointed Government officials—all of which are classifica- 
tions of professions essential to the growth of our economy, and our efforts to 
compete with other nations. 

I urge the committee to consider the effect of our present income-tax-rate 
System on the incentive of these people to work and save and invest their earn- 
ings in the productivity of our Nation. 


INFLATION 


Following herewith is a statement by Representative A. Sidney Herlong, of 
Florida, who is a member of this committee : 

“Certainly, the Federal Government is in an untenable position when it holds 
itself forth as the protector of the people from inflation on the one hand, and 
on the other does not forthrightly consider and deal with its own policies which 
foster inflation. Excessive use of bank credit is the engine of inflation, but 
under present circumstances this engine is fueled by the arbitrary restriction 
on Savings imposed by the unfair and unsound tax rates.” 

Mr. Herlong’s statement is a sound expression of one of the causes of infla- 
tionary pressures. 

SMALL BUSINESS 


The effect of the present income-tax rates on small business is well discussed 
in the following statement by Representative Antoni N. Sadlak, of Connecticut, 
who is a member of this committee. His statement follows: 

“The problem is entirely a matter of rates. Both as regards unincorporated 
businesses, which approximate 84 percent of the over 4 million business units 
in the country, and the owners of incorporated small business, the major tax 
impediment is the system of steeply graduated rates of individual tax—the 
rates which begin with 22 percent on taxable income between $2,000 and $4,000, 
increase rapidly to a rate of 50 percent on taxable income between $16,000 and 
$18,000 and go on up to a top rate of 91 percent. The incorporated firms have 
the additional problem of the corporate tax, especially the combined top rate 
of 52 percent which applies to income over $25, 000. 

“None of the special devices previously suggested for aiding small business 
effectively deal with the real source of the problem. Any and all of them would 
set up new inequities and discriminations within the tax laws. Many of them 
would add greatly to the complexity of the laws. By contrast, a moderate 
scale of individual and Corpanete, rates would solve the problem with fairness 
and equity for all.” 
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CURRENT BUSINESS DECLINE 


At the present time and for the foreseeable future, it appears to me that we 
are faced with a period of ‘declining business activity. Many businesses like 
my company are faced with the problem of utilizing idle capacity because the 
general public seems to have lost some of its confidence in the strength of our 
economy. I submit that rate reduction in both corporate and individual in- 
come taxes would help to restore public confidence and improve the general 
level of business activities. 


REMEDY FOR THE AFOREMENTIONED PROBLEMS 


I sincerely believe you already have before you in the calendar of your com- 
- mittee, two bills which would take a long step forward in the solution of these 
problems. These are the Sadlak-Herlong bills as introduced by these two mem- 
bers of this committee. Mr. Sadlak’s bill, H. R. 6452, and Mr. Herlong’s bill, 
9119, are identical in every respect. 

I urge this committee to act favorably in reporting these recommendations 
to the full Congress. 

I believe that the annual rate reductions suggested by these bills are reason- 
able and practical. Further, as I see it, the postponement features as pro- 
vided in these two bills should overcome any emergency that might occur through 
unexpected loss of revenue or an unexpected increase in the need for revenue. 

Please accept my sincere thanks for an opportunity to discuss our mutual 
problems and please also accept my best wishes for a satisfactory conclusion 
of your deliberations. 

Sincerely yours, 
H. D. McCLeLianp, 
Chairman of Board. 


AMERICAN INSTITUTE OF LAUNDERING SUGGESTIONS WITH REGARD TO FEDERAL 
INCOME TAXES 


The American Institute of Laundering is the nonprofit national trade asso- 
ciation and research and education center for the laundry industry. The 4,000 
members, producing 70 to 80 percent of the Nation’s annual laundry volume, 
look to the institute for guidance in every phase of their business. 


SURVIVAL DEPENDS UPON REDUCED INCOME TAXES 


According to the 1954 census of business there were over 19,000 laundries 
in the United States employing approximately 330,000 persons, 

At least two-thirds of these laundries operate as individual proprietorships or 
partnerships. Over 95 percent of the remainder are closely held corporations. 
For this reason personal income tax reduction is as important as corporate. 

Even individuals only slightly familiar with Federal tax laws recognize that 
there is no such thing as a corporate normal tax rate of 30 percent or a sur- 
tax rate of 22 percent. Every cent of earnings remaining after these taxes must 
ultimately be taxed again when distributed, either as a capital gain or at full 
individual tax rates. 

A recent study of balance sheets for individual laundry plants indicates that 
sash reserves have been dropping at an alarming rate for the past 6 years. 
A parallel situation exists with regard to investment in fixed assets. Only one 
conclusion is possible. A shortage of capital is preventing the replacement of 
operating facilities. A continuation of this trend in an automated industry 
such as the laundry industry, could end in disaster. 

The problem is not one of providing credit through Government agencies. 

First, it is a problem of retaining enough earnings after taxes to be able to 
replace and expand the present facilities. 

A continuous stream of examples comes to our attention in which laundry- 
owners hesitate to go into debt for expansion because at least 52 percent of 
the reward for taking a risk will be seized by the Government. 

Second, it is a problem of encouraging savings so that venture capital may be 
made available for new businesses. Since investment capital flows from the 
savings of persons in moderate and high income tax brackets, any plan for tax 
reduction must embrace these persons. 
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TAX REDUCTION WILL REDUCE SPENDING 


Many a Congressman has expressed the opinion that the only effective brake on 
Government spending must come through reduction in taxes. 

No one favors tax reduction at the risk of curtailing essential services. As an 
association, however, it is our opinion that lower revenues coupled with the 
present debt limit will force elimination of waste, better efficiency of operation, 
and abandonment of projects and agencies of questionable value. 


THE SADLAK-HERLONG BILL _ 


“Many of these proposals (for tax revision)—would create more severe prob- 
lems than they could hope to solve.”—Representative Wilbur D. Mills. 

Of the many proposals for tax reduction presented to the Ways and Means 
Committee, we believe the Sadlak-Herlong bill offers the best possibility for 
success. 

1. It provides equitable relief for all taxpayers. 

2. Reductions will be financed out of revenue growth over a period of 5 years 
so that essential Government services may be continued. 

3. Federal expenditures will be controlled. 

4. Deficit financing will be subject to limitations. 

Tax reduction, budget balancing, and elimination of deficit spending must 
come first in any plan of tax revision. The Sadlak-Herlong bill will accomplish 
these objectives. 

The next problem to be tackled is that of eliminating inequities in our present 
law and regulations. 


DOUBLE TAX ON CORPORATION DIVIDENDS 


Corporate dividends should be allowed as a deduction against gross income 
for Federal tax purposes. The principle of taxing dividend income to in- 
dividuals should remain unchanged. 

No single factor in our tax law has been more effective in discouraging in- 
vestment in new or expanding enterprises. Private capital has been encouraged 
to flee to capital gain-producing schemes and even to the safety box. 

Statistics compiled by the American Institute of Laundering indicate that the 
average operating profit before Federal income taxes for laundries will not ex- 
ceed 8 to 10 percent on invested capital or 2 to 5 percent on total dollar sales. 
The reason for the scarcity of risk capital for new speculative business is self- 
explanatory when one considers that this return will first be reduced by 52 
percent corporate tax rates and reduced again by individual tax rates when 
profits are distributed as dividends. 


BUSINESS SHOULD NOT BE PENALIZED BECAUSE OF THE CHOICE OF BUSINESS 
ORGANIZATION 


Business organizations should be granted the option of being taxed as a 
partnership or a corporation. This would immediately eliminate many in- 
equities and save much expensive litigation. 

Historically there were fundamental reasons for the use of the corporate 
form, among them being: 

1. Flexibility of control. 

2. Transfer ability of interest. 

3. Permanence of the business entity. 

Today regardless of other considerations, the wrong choice of organization 
may spell the difference between success and ruin—solely from the standpoint 
of income taxes. 

Although the tax courts have often held that there is no obligation upon a 
corporation to continue in that form, legal, cost, and tax considerations often 
make such changes impractical. 

Further, the method of liquidation of the organization can become expensive 
taxwise regardless of the intent of the members if the many conflicting tax 
regulations, decisions, and rulings are not carefully studied and properly 
interpreted. 
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BUSINESS SHOULD BE ALLOWED TO EXERCISE JUDGMENT IN THE APPLICATION OF 
DEPRECIATION POLICIES 


Although a tremendous forward step was taken in 1954 when the rules were 
eased on permissible depreciation allowances, there are still many changes which 
should be made, At the present time, the question of what constitutes a capital 
acquisition as opposed to a repair is often a matter of judgment. Revision of 
the regulations with respect to depreciation should reduce the number of disputes 
arising from differences of opinion as to what are proper expense charges and 
what are capital assets. It should not be the prerogative of the Internal Revenue 
Service to say that procedures with regard to depreciation and capitalization 
policies are not sound. 

Regardless of how the depreciation policy may be altered from year to year, 
business is confronted with one unalterable fact, “The aggregate amounts— 
will—equal the cost.” No one will deny that during the past 20 years, attempts 
at accelerated depreciation have resulted in more taxes paid rather than less. 

Within specifically defined limits, capital investment for business expansion 
should be 100 percent deductible for tax purposes in the year of expenditure. 
This would provide a tremendous incentive to business to purchase new equip- 
ment to experiment with new methods and products and so provide a spur to 
our presently sagging economy. 


BUSINESS SHOULD HAVE THE OPTION OF NOT RECOGNIZING GAIN OR LOSS FROM 
THE SALE OR EXCHANGE OF DEPRECIABLE AND REAL PROPERTY USED IN THE TRADE 
OR BUSINESS 


As is the case in Canada, no tax should ever be applied to a capital gain on 
depreciable property used in trade or business, 

If this improper practice must continue, tax laws should be amended to extend 
the benefits of section 112 (b) 1 (recognition of gain or loss, property held for 
productive use) on an optional basis to all transactions directly or indirectly 
connected with the replacement of assets similar to or to be used similarly to 
those presently in use. It should not be necessary for the businessman to enter 
into the technicalities of trade-ins, in order to enjoy tax-free exchanges. 

Unquestionably, section 117 (j) (gains and losses—from the sale or exchange 
of certain property used in the trade of business) has at times had a deterrent 
action on expansion, particularly in the small plant. The individual manager 
may have been unable or unwilling to pay taxes on gains, even at long term 
capital gain rates and conversely, his tax picture may have been such that he 
was unable to take advantage of losses. 

The option of using section 112 (b) 1 or 117 (j) should be available in con- 
nection with the disposal of any depreciable or real property used in trade or 
business. 

GOODWILL SHOULD BE AN ALLOWABLE DEDUCTION 


Goodwill should be subject to an allowance for depreciation based upon esti- 
mated life. 

No one denies that goodwill, unless supported by promotion, loses its value— 
rapidly at times. The only question is how long. 

In almost every instance of a purchase of goodwill, equitable methods can be 
found for extinguishing this asset. For example, in the case of the purchase of a 
laundry, dry cleaning, bakery, or dairy route, as each purchased customer is lost, 
a pro rata portion of goodwill can be written off. Equally simple methods can 
be found in other businesses. Undoubtedly many a consolidation has been aban- 
doned and many a sale prevented by unwillingness of the prospective purchasers 
to acquire an asset of goodwill, which can only be used taxwise when the business 
is sold or abandoned. Unfortunately too often there is no gain at the time of 
liquidation against which the loss in goodwill can be offset. 


TAX LAW SHOULD BE UNDERSTANDABLE 


The Internal Revenue Code, the regulations of the Commissioner of Internal 
Revenue, and the rulings of the Internal Revenue Service should be further 
simplified. A start has been made but many tax-saving opportunities are over- 
looked by the taxpayer who does not have expert accounting counsel. It is a 
rather general opinion that if a regulation or section of the code can be applied 
in two ways, the Internal Revenue Service will select the interpretation which 
will produce the larger tax. Many cases can be cited to bear out this contention. 
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This has resulted in a growing feelizig among small-business men that equitable 
tax settlements are available only to those who can afford to employ expert coun- 
sel and very often such services, because of their cost, are obtainable only by 
larger organizations. 





RESOLUTION 


Be it resolved by the St. Paul Chamber of Commerce, That the Sadlak- 
Herlong bill (H. R. 6452 and H. R. 9119), as meritorious and beneficial proposed 
legislation, is hereby earnestly recommended for passage. 

In brief, the bill provides for reductions in the individual Federal and corporate 
tax rates over a period of 5 years. It provides for a reduction over that period 
of the first bracket rate from 20 to 15 percent and for coordinated reductions in all 
of the progressive rates of individual taxes so that the top individual income 
tax rate of 91 percent would be brought down to 42 percent. The corporate tax 
rate would be brought down from 52 to 42 percent. Specific examples of in- 
dividual tax rate reductions over the 5-year period would be as follows: 


$4,000—6,000 bracket, from 26 to 17 percent ; 
$8,000—10,000 bracket, from 34 to 19 percent; 
$12,000—14,000 bracket, from 43 to 21 percent; 
$16,000—18,000 bracket, from 50 to 23 percent; and 
$20,000—22,000 bracket, from 56 to 25 percent. 


The normal corporate tax rate would be reduced from 30 to 22 percent and the 


a 


ii surtax rate from 22 to 20 percent. 
: ; The reading of these proposals alone is enough to raise the spirits of oppressed 
i } taxpayers. 


i The reductions as scheduled above are not contingent upon drastic budget re- 
b duction, nor do they threaten or require a return to deficit financing. 
Bf In the first place, the revenue effect of the scheduled deductions is well within 
the margin for tax reduction which should develop out of the increase in revenue 
which results from economic growth. Over the past 2 years, for example, Fed- 
eral budget revenues have grown by more than $11 billion. Some of this in- 
; erease has come from inflation but the greater part has come from economic 
ae growth itself. Even without inflation it is estimated that the revenue growth 
will average in the neighborhood of $4 billion a year, assuming continued ex- 
et pansion of the economy comparable to that of recent years. It seems certain 
bt that enactment of this legislation and putting into effect the proposed scheduled 
a tax reductions would make more likely the steady economic growth from which 
fg come the revenue increases. 
a Of the total tax savings under the proposed 5-year plan of tax reduction about 
: $10.6 billion would accrue to individuals and about $4.2 billion to corporations. 
i Roughly 60 percent of the individual savings would fall in the taxable income 
brackets up to $6,000; 79 percent in the taxable brackets up to $16,000-$18,000, 
where the 50 percent rate now applies; and only 6.8 percent to the brackets 
above $50,000. 

The above figures demonstrate that the progressive part of the individual tax 
rate structure produces only a small proportion of the revenue from this tax; 
in fact, about 17 percent at present. This means that the effect upon the 

os revenue is no barrier to the scheduled reductions in the higher progressive rates.., 
: The bill has a very important safety feature. It provides within limits for 
postponement of reductions which would cause an imbalance in the budget. 
Under this provision individual or corporate taxes by action of the President 
and the Congress may be postponed for 1 year, but only 1 year, without new 
| enabling legislation. 
. The reasons why the enactment of the proposed legislation is justified may 
be stated briefly as follows: 

(1) History demonstrates the baneful results of overtaxing any class of citi- 
zens no matter what the scheme may be. 

(2) Overburdensome, discriminatory and punitive tax rates now found in our 
tax structure dry up the sources of risk capital accumulations that are needed 
for industrial expansion and production; they are detrimental to sound economic 
growth. 

(3) These taxes destroy business incentives that generate economic expansion 
and growth, 
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(4) These taxes create a definite impetus to inflation with which we have had 
plenty of experience. The damaging results of high and discriminatory tax 
rates are compounded by the inflationary pressures that they generate. 

(5) They stimulate the insertion of escape clauses into the revenue code. 

(6) They foster evasive practices and a general disregard for law. 

(7) They constitute one of the chief instruments for the elimination of the 
middle class and the institution of socialism. 

If enacted, the bill would accomplish the opposite of these evils. It should 
provide gratifying returns to the American people in the way of development of 
incentives for work and for investment, and the strengthening of free enterprise. 
It will also permit the accumulation of more savings out of current income of 
both individuals and corporations to meet the increasing capital needs of the 
Nation. We should also expect an arresting of the inflationary trend which now 
results from inadequate savings and the urge to shift taxes as operating costs 
upon the consuming public in the form of higher prices, which shifting is made 
possible by an increased volume of money and credit. The bill would be a step 
in the direction of needed reforms in our monetary and fiseal policies; and be 
it further 

Resolved, That copies of this resolution be forwarded to the members of the 
Minnesota congressional delegation and to the members of the Ways and Means 
Committee of the House of Representatives. 


VERTICAL TURBINE PUMP ASSOCIATION, 
Pasadena, Calif., November 26, 1957. 
Re income tax rate reform, H. R. 6452 and H. R. 9119 


House Ways AND MEANS COMMITTEE, 
House Office Building, Washington, D. C. 


Dear Sirs: We believe it is time for the Congress to respond to the urgent need 
of the country with a serious review of the problem of high taxes which are being 
used to support more and more Federal spending. We are convinced that H. R. 
6452 and H. R. 9119 lead to an equitable and reasonable solution to this prob- 
lem and urge their enactment. We believe that a moderate schedule of income 
tax rates is necessary to the continued growth of our Nation’s economy. 

The present tax structure places an unfair burden upon hard work and ad- 
vancement and, therefore, prohibits the saving of sufficient capital to finance our 
economic growth. 

The inadequate savings result in an excessive reliance on bank credit which 
causes a continuing inflationary tendency. Inadequate savings, together with 
restrictions on new bank credit, slow up our rate of growth. The present tax 
structure, which limits the ability to save, is a particular barrier to the small 
business which finds it most difficult to finance its operation and expansion. 

For these reasons this association is desirous of going on record with your 
committee as urging reform in the income tax structure and particularly the 
adoption of H. R. 6452 and H. R. 9119. 

Sincerely yours, 
VERTICAL TURBINE PUMP ASSOCIATION, 
FENMORE E. Dunn, President. 


STATEMENT OF THE BOARD OF DIRECTORS OF THE NEW HAMPSHIRE MANUFACTURERS’ 
ASSOCTATION RELATIVE TO FEDERAL INCOME TAx REVISION 


The following statement was unanimously adopted by the board of directors of 
the New Hampshire Manufacturers’ Association at its meeting in Manchester, 
N. H., on December 10, 1957 : 

“The directors of the New Hampshire Manufacturers’ Association wish to go 
on record in support of tax reform and ultimate reduction of income-tax rates 
following in general the proposals of H. R. 6452 and H. R. 9119 introduced by 
Representatives Sadlak, of Connecticut, and Herlong, of Florida, respectively, 
and which are presently before the Congress. 

“We support the efficient use of funds for an adequate missile and defense 
program. We urge that nondefense expenditures be held at present levels or 
decreased if possible and that anticipated increases in tax revenues due to the 
country’s future expansion be used for tax reforms and reductions. 
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“We are of the opinion that a reduction of tax rates that hinder risk taking 
and industrial expansion, particularly for small businesses, will ultimately pro- 
duce a higher standard of living consistent with an adequate defense and will 
produce ample Federal income at lower rates.” 


STATEMENT or C.S. Krncarp, Magner Mitts, Clinton, TENN. 


My name is C. 8. Kincaid and I am president of Magnet Mills, Inc., of Clinton, 
Tenn. I am here representing myself, and I appear with the approval of the 
board of governors of the Tennessee Manufacturers Association, of which I 
am a member, and as a representative of the some 1,000 industrial firms holding 
membership in the association. 

First, I wish to express my appreciation for this opportunity to testify, and to 
commend your late Chairman Jere Cooper, Representative Howard Baker, and 
the other members of this committee for holding these hearings. I mention 
Congressman Baker because he represents my home district. I feel that this 
entire committee will most certainly be recognized as having performed a signifi- 
cant service for our Nation. 

Consideration given the taxpayer has been slight until this committee came 
to his defense. It is heartening to all taxpayers that you are seeking to find 
a solution to the economic crisis being brought to a head by high and discrimina- 
tory taxes. 

I believe it was Karl Marx who said that capitalism will tax itself to death. 
You gentlemen have obviously reflected on this statement, and as a result are 
aware of the fact that a sound economy for our Nation is the most effective 
weapon in our present apparent battle with the living Communists of today’s 
Soviet. America can be thankful that you have not deviated from your efforts 
to preserve this economy. 

I hope that this committee will not be put out by the fact that what I have to 
say may repeat other testimony given before it. 

Any repetition results from the fact that our burden of oppressive taxation 
is universal. Individuals and businesses have already reached, or are rapidly 
approaching, the point of no return in an effort to survive under our present 
tax structure. 

Inventiveness and ingenuity in the field of production have helped all of us 
in this struggle, but these tools, too, are beginning to lose their effectiveness. 
One reason for this is that these tools are costly, and frequently cannot be used 
when taxation bleeds away funds that should go for their purchase. I will give 
you a concrete example of this point when I speak of my own affairs shortly. 

It is true that some people question the gravity of the present tax situation, 
and ask in substance why our Nation has not already undergone an economic 
collapse if taxes are so burdensome. There appear to be two reasons why this 
has not happened. 

First, Americans do not surrender without struggle. Many, but not all, have 
managed to keep their heads above water by constant struggle, and by tapping 
every possible source of financial aid. Now these sources are virtually depleted. 

The second reason is inflation. For the past decade, prevented by the tax 
system from accumulating personal and business capital, our national economy 
has been weakened by the shrinking value of our money—an inevitable result 
of the overuse of bank credit. 

Our national economy has not collapsed as yet, but it is on the brink. The 
problem is beyond the control of the individual businessman, and we must now 
look to the Congress for sensible tax relief that is desperately needed. 

After studying tax reduction proposals now before this committee we are 
convinced that the identical bills H. R. 6542 and H. R. 9119 introduced by 
Representatives Sadlak and Herlong offer the soundest and most realistic solu- 
tion to the ills besetting taxpayers. This measure provides an admirably con- 
ceived businesslike approach to a problem sadly in need of the application of 
well-founded economic principles. 

It would put into practice the very procedure that a prudent businessman 
trys to follow; that is, the plowing back into the business of revenue resulting 
from growth. This would be a welcome change from the procedure of far too 
many years where the very sizable revenue excess has been usurped by the 
Government and used for the creation of new and often unneeded programs or 
the expansion of existing programs of equally doubtful necessity. 
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I will not presume to try to state the case for the bill—in one of its more im- 
portant phases—since Representative Sadlak did it so well when he introduced 
it a” the House. So, I'll take the liberty of quoting from his remarks. He 
said: 

“This legislation is primarily designed to moderate the tax impact on small 
and growing business, and to eliminate the tax barrier to starting new busi- 
nesses. The problem is entirely a matter of rates. Both as regards unincorpo- 
rated businesses, which approximate 84 percent of the over 4 million business 
units in the country and the owners of incorporated small business, the major tax 
impediment is the system of steeply graduated rates of individual tax—the 
rates which begin with 22 percent on taxable income between $2,000 and $4,000, 
increase rapidly to a rate of 50 percent on taxable income between $16,000 and 
$18,000 and go on up to a top rate of 91 percent. 

“The incorporated firms have the additional problem of the corporate tax, 
especially the combined top rate of 52 percent which applies to income over 

25,000. None of the speciai devices previously suggested for aiding small bus- 
iness effectively deal with the real source of the problem. Any and all of them 
would set up new inequities and discriminations within the tax laws. By con- 
trast, a moderate scale of individual and corporate rates would solve the prob- 
lem with fairness and equity for all.” 

I do not see how there can be any valid disagreement with Mr. Sadlak’s evalua- 
tion of the problem or with the income-tax rate reform solution provided in the 
Sadlak-Herlong bills. 

This committee is familiar with the measure’s schedule of coordinated reduc- 
tions, over a period of 5 years, in all the progressive rates so I shall not explore 
the proposed reductions in detail. I'd like to draw attention, however, to the 
ract that the first bracket rate would be reduced from 20 to 15 percent and the 
top rates of tax would be brought down to 42 percent—the individual tax from 
its present top of 91 percent and the corporate tax from its present top of 52 
percent. 

Under the Sadlak-Herlong bills the growth revenue would be channeled where 
it really belongs—back to the taxpayer in the form of long overdue and critically 
needed income-tax reductions. Thus, the Government would be plowing back 
into the Nation’s economic fiber the added growth revenue where, in turn, it 
could be expected to pay added dividends by spurring the economy to even 
greater growth. The measure would set off a chain reaction that would bring 
great benefit to the taxpayers and to the Government, as well. 

I feel I am on safe ground in predicting that a large share of the approxi- 
mately $3 billion a year that individual and corporate income taxpayers would 
save under the rate schedule in the proposed legislation would flow into the 
baflly depleted financial bins and reinvigorate the national economy—not solely 
because of the money itself but equally because the tax reductions would restore 
confidence by assuring the taxpayer that the Government has, at last, adopted 
an enlightened attitude toward the entire system of taxation of incomes. 

So far I have addressed myself to situations affecting the Nation as a whole. 
Everything I have said applies equally to the South. Mr. Herlong, in introduc- 
ing his identical bill in the House showed deep perception of the South’s problem 
when he stated : 

“Limitation on the formation of capital out of current income is especially 
harmful to sections of the country which are the least developed industrially. 
This is of particular significance to the South. In recent years, we have been 
moving ahead in industrial development but we still have a long way to go to 
achieve economic standards equal to those in other sections of the country. At 
the same time, however, we seem to have been oblivious to the fact that excessive 
rates of Federal income tax are draining off current income which otherwise 
would be saved and made available as new capital in our communities and 
States. Thus, we have condoned a tax system which undermines the ability of 
the South to grow more rapidly and to accumulate much-needed capital out of 
its own growth.” 

I know I can say that every businessman in the South stands behind that state- 
ment. Even though the situation is beyond our power to correct, the roadblock 
of high taxation is delaying the day when we can reach equal industrial stature 
with other sections of the country. 

Speaking generally for the South, but more specifically for Tennessee, I can 
say without equivocation that the tax-moderation schedule in the Sadlak-Herlong 
bills will go far toward solving the critical situation in which we find ourselves. 
We are not seeking a handout or preferential treatment. All we want is to be 














/ 
i 
i 


772 GENERAL REVENUE REVISION 


allowed to keep more of our own money—as individuals or as incorporated and 
nonincorporated business—to help take care of our capital needs. 

I believe that I can illustrate this point by telling you of the experience of my 
own company. 

I have been in the hosiery manufacturing business at Clinton, Tenn., for nearly 
50 years. We have one of the fairly large installations of its kind in our area 
of the country. For many years, because of prevalent style, we engaged almost 
exclusively in the manufacture of full-fashioned hosiery. Some 5 or 6 years ago 
there began a trend in hosiery style which resulted in an increase in demand for 
seamless hosiery as compared with full fashioned. 

The demand for women’s full-fashioned hosiery has dropped from 40 percent 
to 60 percent, resulting in full-fashioned wholesale price decline as much as $1.50 
a dozen below the actual cost of production. Thus, those of us presently engaged 
in the manufacture of women’s full-fashioned hosiery, if we are to continue in 
business, must of necessity convert from 40 percent to 60 percent of our entire 
operation to the manufacture of women’s seamless stockings. 

As the time of the installation of our full-fashioned machinery a number of 
years ago one machine cost us $7,500. Today a modern full-fashioned machine 
costs approximately $42,000. Some years ago a 220-needle seamless machine cost 
$450. Today a modern 474-needle machine which has been developed by the 
industry costs approximately $4,000. In order for a plant to operate profitably 
and give employment at living wages, it must have and operate several hundred 
modern seamless knitting machines producing women’s stockings. 

During the past year or so we have been gradually converting to seamless 
hosiery. This gradual conversion has been necessitated by the fact that—be- 
cause of tax rate—we have not been able to accumulate a reserve for replace- 
ment, expansion or conversion and were forced to borrow money at the banks for 
eapital improvement. As everyone knows, in recent years interest rates on such 
money have been substantially increased and the market for our product as well 
as our financial position would permit us to borrow only a fairly nominal amount 
at any one time. 

Moreover, because of technological improvements which are made so rapidly 
in this day and time, a machine purchased and installed this year very likely will 
be completely outmoded, inefficient, and relatively obsolete within a period of 5 
to 10 years. Yet we must continue to depreciate this machinery over a long 
period of years when it is wholly unproductive, or if used will not permit reason- 
able competition with those manufacturers using more modern machinery. 

It is easy to see that the tax relief provided by the proposed Sadiak-Herlong 
bills would be a great assistance in a situation such as ours at Magnet Mills. 

While taxpayers in all brackets will benefit, it is the savings prescribed by the 
measure in the middle and high income brackets that will be translated into a 
larger flow of venture capital. It is this money that builds for the present and 
future by providing the goods, the services and more importantly, the jobs needed 
for economic stability and growth. 

To save the valuable time of this committee I will not dwell on all the features 
of the Sadlak-Herlong bill. I would like to mention one commendable aspect— 
the built-in safeguards that can bring postponement, for up to 1 year, of reduc- 
tions if they should unbalance the Federal budget. 

However, in view of the serious threat to the national economy resulting from 
the business recession which may worsen and bring even more unemployment, I 
believe that the initial rate reductions should be put into effect even in the face 
of a difficult budget situation. Enactment, before the Congress has passed on 
appropriation bills, certainly should influence the greatest economy in regard 
to civilian and other nonemergency programs. Moreover, this tax moderation 
program, itself, is the best instrument, not only for quick recovery from recessive 
pressures, but for lasting long-range benefits to the national economy. By spur- 
ring Federal revenue growth through a moderated tax program, we will have the 
best chance of keeping the budget balanced on a sound basis. To my way of 
thinking this would be one of the most rewarding investments the country has 
ever made. 

Gentlemen, I have no hesitancy in saying that in reporting favorably on H. R. 
6452 and H. R. 9119 you will be setting in motion tax reform legislation that will 
become one of the most vital milestones in the fiscal history of our country. 
Thank you. 
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STATEMENT OF PHILIP M. VIRTUE, PRESIDENT, VIRTUE Bros. Mra. Co. 


This business, which is now a California corporation, was started in my 
backyard in 1926, with an investment of $1,500, and during the intervening 32 
years has been built up to a sizable enterprise employing over 500 persons. In 
all of these years I have never received dividends. All earnings have been 
plowed back into the business. 

I have now arrived at a point where the confiscatory steeply graduated tax 
rates are most discouraging. We have opportunities to expand our business 
with plants in other areas of the United States, but the probable income return 
to me is not worth the risk. 

The incentive to expand has been destroyed at a time when business invest- 
ment should be encouraged. 

Persecution and expulsion of artisans, entrepreneurs, and the intelligentsia 
of Spain and France during the 15th and 16th centuries are acknowledged by 
historians as the principal cause of the downfall of those nations. The United 
States is following right behind them, and will become a decadent nation unless 
incentive to management is restored. 

The Sadlak-Herlong bill is a step in the right direction. It lays out a plan 
for the future which will, upon adoption, immediately restore an incentive to 
work by providing a ray of hope for present and future generations. It would 
not be a shock to the Government in the loss of revenues, but would provide for 
a systematic, forward scheduling of revenues and budgets. 

While at the present time the confiscatory tax rates are penalizing only one 
small group, our income tax history shows a tendency toward confiscation in 
all income brackets. The present rates are discouraging to all income groups, 
and should be revised. The Sadlak-Herlong bill provides a reasonable and fea- 
sible method of ultimately solving our serious tax problems. 





CoLUMBIA EMPIRE INDUSTRIES, INC., 
Portand, Oreg., January 10, 1958. 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House Office Building, Washington, D. C. 

Dear Mr. Irwin: Sipvce our statewide association represents over 400 separate 
employers, both large and small, and about 25 percent of the total payroll in 
Oregon, I respectfully request that the following be allowed in testimony before 
your committee, 

At this time in our Nation’s history, we would be foolish indeed to ignore 
the recent developments by Soviet Russia in military missiles. But we would 
be doubly foolish to allow the Russian accomplishments to deflect us from the 
course we know is essential to our long-range economic strength and progress. 
Now is the time when we need perspective—perspective not so much on the 
strength and capability of the Russian thrust for supremacy in space, but per- 
spective on ourselves and our way of life. The danger confronting the Nation 
today is not Soviet missiles or sputniks, it is the danger that we will allow 
spectacular Russian shows to postpone urgently needed tax reform. 

Our association strongly opposes special interest tax legislation, but favor 
relief for all taxpayers. We feel that reasonable risk-taking must be expected 
in business ventures. But we believe that moderation of the Federal tax policy 
is necessary so as not to intensify the danger of these business risks. 

Our members firmly believe that the orderly economic growth of this Nation 
is being curtailed dangerously by an unrealistic tax program that destroys initia- 
tive and incentive. Capital acquired formerly under less penalizing tax struc- 
tures, is not now available, except at high penalties, because there are more 
than normal risks for less than normal rewards. Today’s penalizing tax struc- 
ture, when viewed with subsidy programs now in effect, indicates that one is 
in a better tax position if one is submarginal in business rather than highly 
successful. Further economic development of this country will continue to be 
curtailed in direct ratio to present or future tax burdens. Competency in 
business, where “inefficients” normally wouldn’t survive, should be the hallmark 
of success and reward. It is unhealthy when business decisions must be made 
with an eye toward tax impact considerations. 

Continued growth of business is possible and highly desirable for the economy 
as a whole. Our members feel, however, that we have reached a point where 
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the capital requirements and attendant risks plainly indicate it is not worth 
the effort to expand and create new jobs and new wealth. 

This is bad for our economy and just as important, destructive to Government 
income. Because of the deterrent effect that high tax rates, both corporate and 
individual, have on the incentives for small business to grow, create new jobs, 
the Government fails to gain new revenue. 

Our association wants to again go on public record in support of the Sadlak- 
Herlong bill now before Congress. Tax reform is not necessarily synonymous 
with reduction of Federal revenue. This bill would use anticipated increases 
in revenue to reduce the incentive-destroying progressive rates on individuals and 
the burdensome rates on corporations which now impede our economic growth 
and drain away needed venture capital. 

It is obvious this Nation must have stable economic growth if we are to main- 
tain our military superiority and meet our global commitments in the years 
ahead. We cannot grow as we need to unless we remove, or at least reduce the 
obstacles to growth. 

We respectfully urge all the Members of Congress to give the green light to 
restoration of the incentives and free play of economic forces, and break the 
destructive chains of socialistic taxation, which will have a much greater bear- 
ing on the ultimate outcome of this global conflict. This can be done with the 
passage of the Sadlak-Herlong bill now before your committee. 

Sincerely yours, 
IvAN CONGIETON, Manager. 


WESTERN Founpry Co., 
Portland, Oreg., December 6, 1957. 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House Office Building, Washington, D. C. 


Dear Mr. Irwin: A business problem, developing since my request to testify 
orally during committee hearings beginning in January, precludes the personal 
appearance I had hoped for. Yet my long-standing interest in the future of the 
American free enterprise system in general and the small business climate in 
particular prompts me to request that the brief remarks to follow be included in 
the record of the pending committee hearings. 

I speak not only as president of Western Foundry Co., employing about 100 
persons, but also as president of Columbia Empire Industries, Inc., representing 
more than 400 member firms in Oregon and southwestern Washington. 

Honest reexamination of Federal taxation’s impact on individuals and busi- 
nesses is welcomed. I earnestly hope that committee members and all other 
legislators will give just consideration to opinions, criticism, and recommenda- 
tions of tax-oppressed individuals and groups. In that spirit, I urge that fair 
attention be directed toward the tax moderation philosophy as expressed in 
legislation proposed by Congressmen Sadlak and Herlong. 

Too often I hear from business associates the same story—that they are en- 
gaged in taking a long, hard look at a proposed investment because the existing 
tax structure contributes to the uncertainty of a fixed return. 

And, because our firm currently faces a $250,000 investment in a physical plant 
shift forced upon us by a highway site condemnation action, I know all to well 
just what they are talking about. 

I speak for many, I know, when I stress that the tax burden must be lessened 
overall, not just shifted between segments of the Nation’s population. The Sad- 
lak-Herlong plan is a big step in that direction. 

Very cordially yours, 
Epw. G. Hurrscumipt, President. 


CONCRETE TECHNOLOGY CorP., 
Tacoma, Wash., December 30, 1957. 
Mr. Leo H. Irwrn, 
Clerk, Committee on Ways and Means, 
House Office Building, Washington, D. C. 

Dear Mr. Irwin: My letter of December 2 to you requested the privilege of 
oral testimony on the matter of taxation before the Ways and Means Committee. 
Since this does not appear possible, I am writing some of my thoughts for 
the record. 
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In 1950 my brother and I visited 6 countries in Europe to investigate the 
feasibility of starting a new industry in the United States employing the tech- 
niques of prestressing concrete. The shortage of steel during the war years, 
and subsequent thereto, emphasized the need for conserving critical resources. 
Steel, of a high tensile strength, used with concrete, would be able to make 
structural beams stronger than steel with one-tenth the amount of steel required. 

The development of such a business was extremely difficult from two points 
of view. First, there was a great deal of inertia to overcome in building a 
market for a new product, and second, profits from operations, after taxes, 
were too small to allow expansion to move ahead. The business started as a 
partnership and was incorporated in 1956. It was necessary to borrow heavily 
from a bank at a high interest rate in order to forge ahead. 

Concrete Technology Corp. today employs about 60 persons and has plans for 
expansion which could increase this employment to at least 150 persons. It is 
also significant that there are today over 200 plants in the United States doing 
prestressing of concrete. There, no doubt, would be more and bigger plants if 
financing and taxation was more favorable. This same problem of financing 
faces us again as we look forward to expansion in our business. Plans for the 
construction of a 150 feet by 400 feet stressing bed and building await the 
dilemma of capital to the tune of about $500,000. 

Company risk capital is inadequate, due to present tax burdens, and we face 
the unhappy and unhealthy alternatives of short-term borrowing or of selling 
stock to a point where we could lose control of the firm we founded. Rather 
than lose control, our progress will of necessity be greatly slowed. 

Because ours is a very real problem, I have been more than mildly interested 
in the proposal of tax relief for small businesses as advanced by Representatives 
Antoni Sadlak and A. S. Herlong, both of whom are members of your committee. 
The practical sense of their identical bills is that capital formation would 
_ become possible out of current income and that incentive to invest savings 
would be restored. 

There is a growing trend in this country for plant ownership by trusts and 
insurance companies and by lease, the operating company may charge off the 
rent as direct expense. With low depreciation writeoff on permanent buildings, 
and hard-to-get capital, there is little incentive for a business to build good 
plans owned by people close to the grassroots. 

This whole concept is contrary to the approach which has built our country 
and made it the great free enterprise system it has been. 

Since ours is a highly technical field and more and more of our new businesses 
will be built to manufacture products at a higher technological plane, I honestly 
believe the stability and health of this Nation’s productive strength will be im- 
proved if tax relief in the form of the Sadlak-Herlong proposal is enacted. 

Yours very truly, 
THOMAS W. ANDERSON. 





CALIFORNIA TAXPAYERS’ ASSOCIATION, 
Los Angeles, January 2, 1958. 
Hon. WiiBur D. MILs, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


Mr. Mirts AND CoMMITTEE Members: General tax revision downward is one of 
the greatest needs of this country—its business, industry, agriculture, and indi- 
vidual taxpayers. 

Speaking for taxpayers in California—who carry about 9.7 percent of the 
Federal tax burden, but who are but 8.2 percent of the population of the United 
States—a lessening of the overall Federal tax burden is of paramount import- 
ance, far outranking shifts within the tax structure. 

The Federal tax burden on California’s business, its industry and agriculture, 
and its people this year exceeds $7 billion—a sum far in excess of the $5,650 
million total of new construction in this fast-growing State during 1956 and a 
sum more than 4 times as great as the $1,495 million of crude petroleum and 
other mineral production in the State during 1956. 

We believe that a revision downward of Federal taxes would stimulate Ameri- 
can business and industry and its people, so that the additional investments and 
business actviity could produce compensating revenues to offset the seeming 
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“losses” in revenue from a reduction in tax rates. Federal tax rates have long 
since passed the point of maximum productivity. At preesnt levels, they fre- 
quently act as a deterrent to greater activity, thereby reducing the tax take. 

We recognize that the compensating revenues from lower taxes would be rela- 
tively slow in showing up and that steps would have to be taken by the Congress 
and the administratoin to cut back the total of Federal spending so as to make a 
start at reduction of the Federal debt. 

“Ways” to cut Federal taxes—except as a reduction of Federal expenditures 
would make possible a reduction of Federal taxes—are outside the area of action - 
by California Taxpayers’ Association, which works in the interests of all kinds 
of taxpayers. 

“Means” of cutting Federal and other governmental expenditures are very 
much the business of California Taxpayers’ Association, which, at the Federal 
level, works in cooperation with Tax Foundation, the Citizens Committee for the 
Hoover Report, and other organizations in that field. 

We have long been on record in support of the economy recommendations of 


. the two Hoover Commissions. 


We have long been on record against any further extension of Federal subsidy 
programs and specifically against Federal aid to education. 

At the meeting of the board of directors of California Taxpayers’ Association, 
in Oakland, Calif., on November 14, 1957, the board restated its belief that a 
primary need of our country is a reduction of the Federal tax burden and stated 
its conviction that such reduction could be achieved through the following 4-point 
program of attack on Federal Government spending: 

1. A halt to new Federal subsidy programs; 

2. Reduction and, wherever possible, elimination of existing Federal programs; 

3. Immediate elimination of wasteful and extravagant governmental prac- 
tices which have been documented by committees of Congress, by the Hoover 
Commission, Commission on Intergovernmental Relations, and by authoritative 
citizens and citizen research organizations. 

4. Establishment by Congress of a sound overall fiscal policy relating expendi- 
tures, taxes, and debt. 

We believe that, with such an attack on Federal spending underway, ideas 
for general overall tax and debt reduction, such as have been proposed by Mr. 
Sadlak and Senator Saltonstall, could go hand in hand, and that all the American 
people would thereby benefit. 

The stake of Californians in the reduction of Federal taxes, by reduction of 
Federal spending, is indeed great. For every billion dollars that Uncle Sam 
does not spend, there is an ultimate tax savings to Californians which we esti- 
mate at about $97 million—equivalent of a 40 cents per $100 of taxable value cut 
in the property tax rate throughout California. 

We urge that your committee and its members and all the other Members of 
the Congress work for Federal tax revision downward, to be achieved by reduc- 
tion of Federal expenditures. 

We do not believe that this would be incompatible with an adequate and up- 
to-the-minute defense against sputniks and other threats to the safety of the 
Nation, which we recognize to be of primary importance. However, with regard 
to proposals for added billions for defense spending, we ask : 

If an obsolete defense production program is being abandoned—as appears to 
be the case based on layoffs reported in defense plants in the southern California 
area—why can’t the billions budgeted for the abandoned program be used for 
the antisputnik production program? and 

If the antisputnik program is so very costly, why isn’t the whole National 
Government put on an austerity basis to provide the people with the necessary 
defense? 

A healthy country calls for a sound economy in all its parts, business, industry, 
and the people, as well as defense and government. 

Speaking for organized taxpayers statewide throughout California, we urge 
that the “means” of Federal tax reduction—reduction and control of Federal 
spending—be given equal place with the “ways” of Federal tax revision in your 
considerations. 

Respectfully submitted. 


S. J. Arnoip, General Manager. 
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BAKER-BARKON Co., 
Portland, Oreg., December 16, 1957. 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House Office Building, Washington 25, D.C. 


Dear Mr. Irwin: As one who has charted the course of a small business for 
more than 40 years, I feel that a capsulization of my observations may be of 
some value to your committee when it convenes January 9, 1958, for general 
tax-revision hearings. 

It is my firm belief that the orderly economic growth of this Nation is being 
curtailed dangerously by an unrealistic tax program that destroys initiative and 
incentive. There is a growing amount of capital being shelved by middle-aged 
and elderly persons who now recognize that the old business gamble is a gamble 
no longer. They still are willing to take normal risks for normal rewards. Under 
today’s unfavorable tax structure, however, the emphasis is on risk, rather than 
reward. When you consider the penalizing tax structure on one hand and the 
subsidy or handout philosophy on the other, it appears that present conditions 
place a premium on mediocrity and failure rather than on competency and 
success. 

Further economic development of this country will continue to be curtailed 
in direct ratio to present tax penalties. Competency in business is not the 
deciding factor. It is true that the “hardly ables” survive in the business 
world only under the most lush economic circumstances. But it is a sad state 
of affairs when business decisions of even the most competent must be based 
upon tax-impact considerations. 

Our firm presently is considering a degree of expansion onto adjoining real 
property. The final decision likely will hinge upon a tax accountant’s profes- 
sional advice. A payroll that now numbers about 50, and could number con- 
siderably more, hangs in the balance. 

I have always advocated that businesses and businessmen stand on their own 
feet and pay all taxes that are necessary for the growth and development of 
this country. That is why I now join Congressmen Sadlak of Cornecticut and 
Herlong of Florida in a bipartisan advocation of moderation of individual and 
corporate tax rates. 

Very truly yours, 
F, C. Baker. 


Ruttrer ARMEY BEARING & MACHINE WORKS, 
Fresno, Calif., December 31, 1957. 
House Ways AND MEANS COMMITTEE, 
House Office Building, 
Washington, D.C. 
(Attention of Mr. Leo H. Erwin, Clerk.) 


HONORABLE GENTLEMEN: At the outset of this statement I want to thank the 
committee for the opportunity to present my views on taxation, and to con- 
gratulate the members of the committee for holding this meeting. The subject 
of taxes is one of great concern to the American people: not only because we 
are the ones that pay the taxes that are levied but also because we see at first- 
hand day after day the effect such taxes have on the life and progress of our 
communities. 

It is particularly gratifying, therefore, that your committee has called these 
public hearings so that the people can speak. It would be indeed unfortunate 
if the far-reaching decisions on tax-reform legislation were made without first 
giving the public an audience. 


INTRODUCTORY INFORMATION 


My name is Rutter Armey. My address is 5505 East Liberty Avenue, Fresno, 
Calif. 

I am the proprietor of the Rutter Armey Bearing & Machine Works, 312 
Belmont Avenue, Fresno, Calif., and 3331 East Jewett Lane, Bakersfield, Calif. 

I founded this business 18 years ago. We are primarily engaged in the repair 
and rebuilding of engines for farm and heavy duty equipment. 

At the present time I employ 30 people. My annual payroll averages $180,000. 
The average gross is one-half million dollars, and its estimated net worth is 
one-quarter million dollars. 
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I believe it is obvious from the foregoing facts that mine is not a big busi- 
ness and that I might have the right to speak as a so-called small-business man. 


WILLINGNESS TO PAY FAIR TAXES 


As any good citizen, I am proud and willing to pay my fair share of Federal 
taxes to support those necessary and proper functions of government. To feel 
otherwise would be an act of disservice to our Republic. 

However, as most citizens do today, I object to paying taxes when they are 
unduly oppressive, unfairly levied, and destructive of personal welfare and 
national strength. I believe that the existing Federal income-tax structure is 
doing just that. It is my conviction that taxes should be moderate at all levels, 
fair to all concerned, used for revenue and not to control, and should never 
impede economic progress. Any fairminded person who measures our existing 
tax structure against these requirements must come to the conclusion that our 
Nation needs immediate and drastic tax reform. 


EXAMPLE OF TAX BURDEN 


Let us examine the effect of taxes on my particular operation—not because 
I am a special case, but because what has happened to my business is similar 
to what has happened to many businessmen throughout the country. 

As I previously stated I have been in this business for 18 years. During that 
time, my employees and I have managed to build this company to its present 
size. This growth has been in spite of the tax burden carried during most of 
those years and in particular during the past several years. 

Because of the drain and burden of taxes, it was impossible to save and 
invest the sufficient moneys necessary to expand the business as it could have 
and should have been in past years.. Despite what I like to consider efficient 
management and proper handling of those company resources over which I had 
any control, it has taken many years to accumulate sufficient capital to under- 
take the construction of a new and expanded plant facility. At the present time 
I am constructing a new plant here in Fresno at the cost of $180,000. 

Had a more moderate and equitable tax burden enabled me to undertake this 
construction several years ago (any time after World War II) the resultant 
increase in business during that time would have created many benefits for 
all concerned—new revenue for the Government, new jobs, more job security 
for my employees, etc. However, because of the fact that taxes did drain off 
those funds which could have been investment capital, the Government lost rev- 
enue potential, job opportunities were destroyed, and I am just now finding my- 
self in the position to expand the business as it should have been years ago. Iam 
convinced that had my Federal taxes been more moderate over the past years, 
I would now be employing at least twice as many people as I presently em- 
ploy. It is unnecessary to point out that these newly created jobs would be 
filled by people who are also taxpayers and this too would have provided addi- 
tional revenue for the Government. 

I know of similar cases in my Own communiy where expansion was thwarted 
or made unduly difficult by immoderate tax burdens. It is this aspect of our 
existing tax burden which causes me concern. 


CAPITAL VITAL TO THE NATION 


Far too few people realize that when the average businessman talks about 
being able to retain a larger portion of earnings, he is not seeking some devious 
way to pile up gold in his back room. He is trying to secure the necessary in- 
vestment capital sufficient to help the business grow soundly, tc meet competi- 
tion, to serve the public better and to make more secure the jobs of those people 
he employs. The availability of investment capital, therefore, is not a matter of 
individual selfishness; it is a matter of public necessity. This is especially true 
in the West and in California where we expect a continuation of our current 
population explosion for years to come. 


MILITARY SECURITY AND ECONOMIC STRENGTH 


Certainly we are all aware of the national-defense situation and the need to 
keep America militarily strong. This is a matter on which Americans can and 
should be agreed. But Americans should also be agreed on another fact: we 
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cannot divorce military strength and economic power. It is impossible to obtain 
military strength if we are weak economically. 

The present tax structure is weakening the potential strength and he capacity 
of this Nation, weakening it in the sense that shortage of invesment capital 
and roadblocks to incentive and reward are slowing the economy at a time when 
it must go full steam ahead. 


EXCESSIVE PROGRESSION OF SURTAX RATES 


I believe that one of the most deadly aspects of our income-tax structure is 
the steepness with which surtax rates rise through the middle and upper income 
brackets. I suggest that this is one of the areas of tax reform with which your 
committee should concern itself. There is nothing fair or moderate or sensible 
about a tax structure which can confiscate up to 91 percent of a person’s income. 
There is nothing logical nor defensive about a tax structure which permits a 
spread of 37 percentage points between the top individuals and corporate income 
rates. The top rates in both areas should be reduced and should have the same 
maximum rate. 

I would like to make one thing clear: when I advocate a leveling of the pro- 
gressive surtax rates, I do so for two reasons; first, out of regard for fair play 
and democratic principles and, secondly, from the standpoint of economic 
necessity. 

There are those that would have you believe that the high surtaxes are 
simply a deyice to soak the rich. Although this may have been the original 
purpose, it no longer holds that effect. Today the greatest evil of excessive surtax 
rates is that they prevent the young, the ambitious, and the hard working from 
getting ahead. These taxes are slamming the door on tomorrow for those 
Americans who would like to improve and grow and build. 

Not only do these high rates fail to produce any sizable amount of revenue, 
they drain off those resources of capital which are the traditional sources of 
investment capital essential to growth and prosperity for the greatest number 
of people. By way of example, $500,000 taken in income taxes means relatively 
little to the total Federal revenue, but that $500,000 invested in a creative enter- 
prise not only produces a new source of taxation but also provides jobs and 
wages and products for years to come. 

Therefore, I say with all the conviction at my command, he who destroys, 
either purposefully or unknowingly, the investment capital resources of the 
Nation is destroying the very system of free individual enterprise which has been 
our strength in the past and is our hope for the future. 


SADLAK-HERLONG 


Some of the proposals I have tried to make in this statement are included in 
two bills now before your group. These bills, which are commonly referred to 
as the Sadlak and Herlong bills, seek an equitable and scheduled leveling out of 
the surtax rates. They also contain other features which would remove many 
expenses of our current tax burden without depriving the Federal Government 
of revenue necessary for its operation. I would respectfully suggest that you 
consider the proposals contained in these two bills—one by a Democrat and 
the other by a Republican. I believe them to be a giant step toward seeking 
the proper solutions to our current tax problems. 


SUMMARY 


In summary these are the points I want to make: 

1. Americans are willing to pay their fair share of taxes, but they object to 
taxes which are oppressive, unfair, and destructive. 

2 As a result of the burden of taxes on my business, expansion and growth 
have been made extremely difficult, and have been delayed for years, thus de- 
priving the Government of new tax revenue and depriving potential employees 
of wages and my community of the benefiits which would have accrued from the 
growth of business. 

3. Military security and national defense cannot be achieved without main- 
taining economie strength of the Nation, this can best be achieved through tax 
reform. 
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4, One of the most grievous faults of our present tax structure is the steep 
nereren of income surtax rates which destroy the source of investment 
capital. 

5, Proposals contained in the Sadlak-Herlong bills may be the answer to many 
of the Nation’s tax and revenue problems. 


CONCLUSION 


If we can achieve a system of just and economically realistic taxation this 
Nation can be better assured of a strong and lasting economic foundation on which 
to build and maintain military defenses and our free way of life. That, gentle- 
men, is the tremendous task that faces you. If you accomplish this you will 
have won the everlasting gratitude of the American people now and for genera- 
tions to come. 

Thank you for this opportunity to express my views on the matter before 
your committee. 

Respectfully, 
Rutter ARMEY. 


STATEMENT OF Ross Roy, PRESIDENT, GREATER Derrorr Boarp oF COMMERCE, 
Derrort, Micu. 


The board of directors of the Greater Detroit Board of Commerce, on recom- 
mendation of its Federal taxation committee, submits the following statement 
on the subject of general tax revision being considered by your committee. 

We are concerned with and have a continuing interest in the economic well- 
being of the area and the Nation. The economic strength of the Nation is a basic 
element in a strong defense program. In order to continue our economic activity 
and growth, the present levels of Federal income taxes upon individuals and 
corporations must be lessened. Despite any necessary readjustment of military 
spending for missile research and development or other items, we trust that 
Congress will give careful consideration to tax reduction next year in connec- 
tion with the hearings on general tax revision scheduled by your committee. 
Rates which are as high as the present ones can be justified as temporary emer- 
gency measures; it is not, however, believed to be in the public interest that such 
rates should become a permanent part of the code. Their adverse effect on the 
capacity of business to retain the funds to expand or sustain itself, on the incen- 
tives of individuals, and on sound tax administration have been discussed by 
many at length. We shall not repeat their discussions here. We should, however, 
like to urge Congress to adopt the principle of systematic reduction in the rates 
of income tax along the general pattern of the Sadlak-Herlong bills (H. R. 6452 
and H. R. 9119). A basic reduction in rates is a more critical need, and should 
take precedence, over any piecemeal revisions of specific provisions, however, 
justifiable. 

We, therefore, recommend and urge that the top rate of taxation on the income 
of individuals be reduced immediately to 60 percent, and that provision be made 
for further reductions over a period of 5 years to a top rate of 40 percent and 
a minimum rate of 15 percent. We also recommend an immediate reduction 
of the top corporate rate to 50 percent by a 2 percent reduction in the normal 
rate, with further reductions in the combined rate over the same 5-year period 
to a maximum rate of 40 percent. 

We realize, of course, that the combined pressure for funds to pay the normal 
costs of Government, including unusual defense requirements, and also to effect 
a gradual retirement of the public debt will be enormous. Nevertheless, we 
believe that over the years this can and must be done within the confines of 
lower rates. 

It is highly desirable that there be some regular, consistent program of 
scheduled debt retirement, which would insure the application of any available 
surplus to this purpose and which would require affirmative action of Congress 
to override or suspend in any emergency year. The tremendous size of the 
debt, and the long decades of taxation which would in any event be required 
for its amortization, should not be allowed to produce a feeling of hopelessness 
or a resort to indefinite extensions of maturity. Such a result would eventually 
weaken the value of all Federal securities and undermine the entire prestige 
of our Federal credit. A stable and prosperous economic structure is essential 
to our preservation in this uncertain world; neither our present tax rates nor 
continuing debt increases will help us in this regard. 
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We also recommend, therefore, that Congress adopt a continuing plan for 
scheduled reductions in the national debt to the extent that such reductions 
can be effected within the limits of tax rates reduced as urged above. Such a 
plan might take the general form of Senator Saltonstall’s thoughtful proposal 
(S. 1788), which would control expenditures through scheduled applications 
of available surplus to debt retirement and through scheduled reductions in 
the debt limit, which could be temporarily suspended by positive action if 
Congress should so provide for defense or other emergency reasons. 

We do not feel that immediate defense needs rule out the prospect of overall 
reduction in governmental expenditures. We realize that increasingly zealous 
control of nondefense Government spending and a reduction in Federal func- 
tions and activities are basic requirements in achieving tax-rate and debt 
reduction. 

The Hoover Commission pointed the way to immediate economies and the 
Cordiner plan sets forth steps that would lead to long-term savings. Adoption 
of these recommendations is urged as part of the implementation needed to reach 
the desired fiscal goals. 

Tax-rate and debt reduction steps would compel long-term planning involving 
the desirable result of gradual reduction of Federal programs and their costs. 





FoucH ELectric MANUFACTURING Co., 
Portland, Oreg., December 9, 1957. 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House Office Building, Washington, D. C. 


Dear Mr. Irwin: Since my request to testify orally during committee hearings 
in January, circumstances have arisen which will prevent my personal appear- 
ance. The very real manner in which restrictive taxes discourage natural growth 
of small, locally owned firms such as ours should merit the attention of your 
committee, however. Accordingly, please include the following résumé in the 
record of your committee’s January 7-February 7 hearings. 

Fouch BHlectric Manufacturing Co. is a third-generation firm founded by my 
late grandfather, W. O. Fouch, in 1897. One of his first jobs was the wiring of 
several vessels of the Spanish-American War fleet. Today, the firm employs 25 
persons and manufactures commercial and industrial power and light distribu- 
tion equipment. 

A costly ($150,000) physical plant modification was mandatory recently to 
survive. Mounting materials handling problems dictated that we shift from a 
two-floor to a one-floor operation. We accomplished this necessary and desired 
change despite—not because of—the present Federal tax structure. 

Long-term borrowing was necessary to supplement our investment capital which 
itself was inadequate despite honest efforts to accumulate same over a long 
period. In fact, had it not been for the foresight and investment ability of my 
father, E. M. Fouch, before the present high tax era, we could not have financed 
the improvements to stay abreast of competition. Our payroll would have been 
lost to this area’s economy. 

In our highly competitive field, we have taken every enlightened measure pos- 
sible to maintain as sound a fiscal health as possible. We have a good methods 
improvements program and have employed mechanization wherever practicable. 
We now see a need for several new production machines. But we find it fiscally 
impossible to acquire them in the face of taxes curbing accumulation of invest- 
ment capital. 

Our very real problems could be solved in large measure by a realistic tax 
program such as that proposed by Congressmen Sadlak and Herlong. Their pro- 
posal for moderate and reasonable rates would permit small firms like ours to 
retain more of their earned income for growth and expansion. The high compe- 
titive factor of our own particular field is profit-limitation enough, as the following 
illustrates : 

Our gross volume is up for the first 10 months of this year, attaining the 
$350,000 mark with back orders totaling $52,000. The full year’s gross likely will 
run near $450,000. Yet from the profit standpoint—before taxes—we are operat- 
ing on only about one-third the margin we did a decade ago. On a gross volume 
of $206,451 in 1946, our percentage of net profit before taxes was 29.1. Last year, 
on a greater volume of $345,891, our net profit before taxes was only 11.6. Since 
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we are a partnership, these profit figures are shown before any salaries or draw- 
ings by the partners. 

As small a business as we are, in the most literal sense, we are aware of our 
contribution to the area’s economy. We have the “native son’s” interest in our 
community and in the welfare of our fellow workers. Largely because of this, 
we recently declined the offer of a large national manufacturing firm seeking 
to purchase our hard assets only at market value. 

Our rejection of that offer, after some thought, would have been automatic 
under a Sadlak-Herlong type tax structure which would not penalize hard work, 
risktaking and achievement. 

Sincerely yours, 
BE. M. Fovon, Jr. 


Kentucky Cotor & CHEMICAL Co., 
Louisville, Ky., December 31, 1957. 
Mr. Leo H. Irwin, 
Clerk, House Committee on Ways and Means, 
House Office Building, Washington, D. C. 

Dear Mr. Irwin: I would like to express myself on some features of the 
Federal tax structure that are particularly oppressive to the ownership of a 
small or medium-size business. 

My brother and myself (age 65 and 68), are the founders and owners of a 
family business, which manufacture chemicals with sales of approximately $5 
million annually, and an invested capital of $2% million. There are only six 
small stockholders besides ourselves, and consequently no market for the stock 
except at giveaway prices. Over the years, earnings have been satisfactory, but 
not generous, the greater part of them being plowed back to increase the busi- 
ness. As a result, neither of us have large enough outside resources to meet the 
onerous estate taxes, soon to be incurred. 

Estate taxes are a capital levy and should be abolished, but this is probably 
not politically feasible. As a mild substitute I have heard of a bill to be intro- 
duced that will grant 10 years for the settlement of estate taxes in cases such 
as ours. I earnestly request that this bill be approved by your committee. It 
is either that, or sell out to a big company. 

To go from the specific to the general, I feel that the corporate rate of 52 
percent is too high. There are not enough earnings left to promote growth of the 
small companies that have no public market for their securities. If this growth 
continues to be hindered, there will hardly be sufficient jobs for the growing popu- 
lation in the future. 

The medium and upper brackets of personal income taxes are well-nigh un- 
bearable. They are unfair, killing to incentive, and socialistically inspired. 
Furthermore, their productivity is insignificant when compared with the harm 
they do. 

The double taxation of dividends is an evil that should be further corrected. 

An increase in individual exemptions will not accomplish anything that needs 
to be done. It will simply relieve about 5 million people from carrying their 
share of the burden and preclude the other much needed changes. 

I earnestly beg your consideration of the Herlong-Sadlak bill that will in 
some degree correct these outrageously oppressive income tax rates. 

Very truly yours, 
Ropert P. Bonnie, Secretary. 


KAYsvIL_e, Utan, January 8, 1598. 
Hovusrt WayYs AND MEANS COMMITTEE, 
House Office Building, Washington, D.C. 

Dear Mr. CHAIRMAN: My name is Kimball J. Cranney. I live at 342 Bast 
Crestwood Road, Kaysville, Utah. I am executive vice president and part 
owner of the Clover Club Foods Co. We operate potato chip factories in Kays- 
ville, Utah; Phoenix, Ariz.; and Boise, Idaho. We distribute other related food 
products in Utah, Idaho, Arizona and the surrounding States. We also grow 
and ship potatoes as a part of an integrated operation. Approximately 175 people 
are employed. 

I am also president of the National Potato Chip Institute of Cleveland, Ohio, 
which is a trade organization representing about 95 percent of the $350 million 
a year potato chip business. 
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At a regular quarterly meeting of the NPCI board of directors we went on 
record as endorsing the Sadlak-Herlong bill for tax aid to small business. We 
have presented this at our regional meetings for their approval and in our annual 
national convention, January 22 to 26, intend to present this to the entire mem- 
bership, after which our resolution will be sent to you. 

The potato chip industry is made up of approximately 250 to 300 small busi- 
ness concerns. It is a young industry and still operated primarily by the people 
who started out with a hand kettle operation and gradually built it through sweat 
and hard work. Most of our progress has been in the years of high taxation and 
our struggle has been a hard one. Very few companies are owned publicly, al- 
though a few have been able to arrange public financing in the past few years. 

The success of our industry in building business has combined with the im- 
possible tax structure in creating problems. Under existing tax laws we cannot 
build new factories, equip them, buy trucks, etc., and still accumulate working 
capital. As a result we continuously operate on the money that we must pay 
out in taxes during the next year, and bank credit. A period of unprofitable 
operation of even a few months would seriously jeopardize our business. And 
in a case where an owner dies and death taxes must be paid, the concern is in 
a very precarious situation indeed. 

The seriousness of this problem is exemplified by a recent trend in our in- 
dustry. In a little over a year some of the best independent companies have 
sold out to larger national concerns. Sunshine Biscuit Co. has purchased some 
of the best. The Mann Potato Chip Co. of Washington, D. C., became a Sun- 
shine Biscuit subsidiary. Gordon Foods Co. of Atlanta, Louisville, and the 
Southeast, doing over $16 million was another Sunshine purchase. Also, Shulers 
Potato Chip Co. of New York, Krunchee Potato Chip Co. of Detroit, Dickey’s 
of New Orleans, Mrs. Klein’s of Chicago, and others have given up the struggle 
and become part of Sunshine Biscuit Co. 

Signal Oil Co. of California recently bought the Scudder Co. of Los Angeles 
and Oakland. This was the largest company of this kind on the Pacific coast. 
Continental Baking Co. purchased Stewart’s of Memphis, Tenn. And there are 
rumors that the Best Foods Co. is interested in purchasing other companies. 

Seldom a month goes by that our own Clover Club Foods Co. is not approached 
by some larger company offering to buy us. And I think that is quite a gen- 
eral thing with all well operated firms in the industry. So, you can see that 
we are not “crying wolf”. We have a genuine problem. And if there is going 
to be any slowdown in this merger, purchase, and consolidation problem, we 
are going to have to have immediate help. 

For years our leading Congressmen, both Senators and Representatives, have 
been saying that small business must have tax relief. Even President Hisen- 
hower, Vice President Nixon, large business leaders, and financial and economic 
experts have all given lipservice. But, when it comes to doing something 
there are always a hundred reasons why it must be next year. This could 
be too late. There won’t be any small business, soon. For our industry prob- 
lem is just typical of what is going on everywhere. Look around you just in 
the food industry. Small chain grocery store sellouts and mergers have been 
tremendous—over 2,000 in the past 2 years. In every phase of food, this has 
been going on. 

During the past year I have traveled in every section of the United States in 
by position with the institute. The merger condition is general. And in every 
change of business ownership that I know, the present tax laws have been the 
basic reason. If it is your desire to drive all small business out of existence, 
then you are doing a good job. For we cannot continue to exist under present 
laws. Here’s an example: In 1957 Clover Club built a new factory in Boise, 
Idaho. It will take us 40 years to depreciate that factory. And the cooking 
machine which we bought at a cost of well over $30,000 replaced one which had 
cost approximately $6,000. Replacement costs have greatly increased, but our 
tax structure makes it impossible to accumulate money for new machinery. 
And you seem continually to pass laws making taxes payable earlier than before. 


ad Government cannot possibly need this money more than small-business men 


0. 

I feel that the only sound thing is to reduce all tax rates; as in the Sadlak- 
Herlong bill. By doing this there is a possibility that you may actually get more 
total revenue. I think you must increase depreciation allowances and get them 
on a sound basis. Small business cannot possibly operate on the same basis as 
giant publicly owned corporations; and that’s exactly what you have us doing 
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now. Allow us to keep and spend the money for improvements. That would 
beat boondoggling projects in getting people to work. 

I know from talking with a number of Congressmen that some are going to 
say we must keep taxes up for defense. Sometimes I wonder if they know that 
a basic tenet of communism is that we can be made to destroy ourselves fiscally 
and economically. But others, like Senator Goldwater, say that we can cut 
enough waste out of our budget by adopting the Hoover Comittee recommenda- 
tions and eliminating pork-barrel schemes, interservice waste, etc., to do a good 
defense job and still reduce taxes. 

Every economist says that a country cannot exist for long with tax rates at 
the level we have them. And if the Russians, through a sputnik, can force us 
to ruin ourselves fiscally there isn’t much future for a small-business man; and 
certainly very little for a Congressman. We think that small business has lived 
for a long time on a starvation diet of unfulfilled pledges—and that it is time 
Congress made good on some of these. 

K. J. CRANNEY. 


J. G. Reap & Bros. Co., 
Ogden, Utah, December 30, 1957. 
Leo H. Erwin, 
Clerk, House Ways and Means Committee, 
House Office Building, Washington, D. C. 


DEAR Mr. Erwin: We are enclosing the following written statements for in- 
clusion in the public hearings for tax matters and we are enclosing copies for 
your use. 

It is impossible for us to accumulate a surplus, under present impact of taxa- 
tion, for expansion, job opportunity, and modernization. 

We have been in business for 75 years. We have a capital investment of 
$300,000 and have 50 employees. We are manufacturers, wholesalers and dis- 
tributors of canvas goods, leather goods, fishing tackle, and automobile tires. 

Our total sales for 1956 were $950,000 and for 1948 were $750,000. Net earn- 
ings after taxes were 5.88 percent and on sales 2 percent in 1956 against 8.16 
percent and 2.56 percent in 1948. Our taxes in 1956 were approximately 36 per- 
cent of our gross earnings and 24 percent for 1948. 

Our net earnings in 1956 on invested capital were 21 percent less and our sales 
27 percent higher than in 1948. 

Unless something is done to ease the tax burden, we are afraid we will be 
operating in the red and just one small setback and we will be out of business. 
Surely, we should be able to pay our stockholders a dividend comparable to that 
which savings banks pay on savings and still accumulate enough surplus for an 
emergency, which cannot be done under present conditions. The fact that our 
sales increased 27 percent and profits decreased 21 percent and taxes increased 
approximately 50 percent in a 10-year period, is sufficient evidence that we need 
help. 

We favor the Sadlak-Herlong 5-year tax rate reform plan, H. R. 6452 and 
H. R. 9119, as the best plan for tax relief for all taxpayers and we hope you can 
give consideration toward such a plan. 

We are pleased to have the opportunity of submitting the above statements 
to you. 

Yours very truly, 
J. O. Reap, President. 


THe Peters Co., 
Portland Oreg., December 20, 1957. 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House Office Building, Washington, D. C. 

Dear Mr. Irwin: May I report, for your committee’s January hearing records, 
how the steeply progressive rates of Federal income tax, coupled with high 
corporate rates, adversely affect the future of 1 small business now providing 
livelihood for 50 persons? And, may I firmly state at the onset that I oppose 
special interest tax legislation and favor relief for all taxpayers. 

Our firm was founded in 1930 by the late Les Peters for manufacture 
of sawmill machinery. Mr. Peters’ untimely death in 1948 left his widow and 
four small children unprepared personally to maintain the business and its 
payroll. Shortly afterwards, a partnership was formed between Mrs. Peters 
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and myself. Under partnership terms, I was to acquire a majority of the stock 
over a 10-year period. 

To date, personal income and corporate tax burdens in great degree have 
retarded both the partnership timetable and the natural growth of our business. 
These burdens are deterring our efforts to diversify our manufacturing to off- 
set the volume decline in the sawmill machinery field. Production of mechanical 
parking equipment and hydraulic presses has been possible in some degree. 
But hoped-for development of earth-moving equipment is being delayed by 
financing problems. The problem arises directly from present tax rates prevent- 
ing accumulation of investment capital. 

These punitive barriers would not exist under a more favorable tax climate 
such as proposed by Representatives Sadlak and Herlong, who reeognize the 
urgent need for relief through lowered personal income and corporate tax 
rates. 

I have no quarrel with reasonable risk-taking attendant to business ventures 
and gains. At the same time, I honestly believe that moderation—not dis- 
crimination—must become the governing philosophy of Federal tax policy. 

Very truly yours, 
V. L. Coit, General Manager. 


STATEMENT oF A. H. Wirz, INc., CHESTER, Pa 


This statement is presented on behalf of A. H. Wirz, Inc., a small privately 
owned business manufacturing collapsible metal tubes. 

We employ approximately 550 people in 3 plants located in Chester, Pa. 
Carrollton, Ky., and Brooklyn, N. Y. Our business has been in existence 121 years 
and we were the first to introduce the collapsible metal tube in the United 
States. 

Our most pressing problem has been to have sufficient funds available for re- 
search, development, and the installation of modern and efficient machinery so 
that we can effectively compete in today’s market. Competition in our business 
is extremely keen and we cannot afford to make many mistakes. We face 
competition not only from other concerns in our particular industry but from 
other forms of packages'‘as well. Accordingly, it is essential that we have 
sufficient capital available to keep our present operation at top efficiency and 
also to provide for moderate expansion and more importantly to make it possible 
to enter new diversified fields. 

Our tax burden is an extremely heavy load to carry and makes it quite difficult 
for us to operate in the way we should because of the enormous drain on our 
tunds. 

We realize, of course, that the essential needs of Government must be pro- 
vided for if we are to exist as a Nation and we must have a healthy Government 
for our company to be successful. 

We realize that defense needs must be met and that they will continue to be 
very expensive. 

We feel strongly, however, that a new approach is essential to the problem 
of Government finance. In the first place, every proposed item of Government 
expenditure should be very thoroughly scrutinized to make sure the service is 
essential and that it could not be better done either privately or on some sort of 
self-financing basis. For instance, what possible justification can there be for 
a Post Office Department deficit? This service most certainly should be self- 
financing and possibly even return a profit to the Government. 

Next, if it is determined that the need of the Government is essential, the 
greatest care should be exercised to make certain that the need is fulfilled in 
the most economical way possible. Again, using the Post Office Department as 
an example, why is it that in many cases the local post-office building is one 
of the finest and most luxurious buildings in a community? 

It seems obvious to us that, if a real effort is made to reduce Government 
expenditures to a minimum, it should be possible to consider reducing the burden 
of taxes, all of which should enormously strengthen our economy. From the 
point of view of a small business like ours, a few points need careful consider- 
ation: 

1. With a 52-percent corporate-tax return, it is extremely difficult to earn a 
satisfactory return so as to attract sufficient capital. 

2. Corporate earnings are really taxed twice, both as such and as dividends. 
Some correction of the condition has been made but not nearly enough. 
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8. Greater account should be taken of the inadequate tax treatment of depreci- 
ation requirements. Our replacement equipment must be paid for with today’s 
dollars and not those of years ago. 

I have studied the Sadlak-Herlong (H. R. 6452 and H. R. 9119) proposals 
and they seem to me to present a very sensible and moderate approach to this 
enormous taxation problem. 


West SIDE ASSOCIATION OF COMMERCE 
IN THE Criry oF New YorK, INC., 
New York, N. Y., January 22, 1958. 


Hon. JERE Cooper, ; 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN Cooper: The West Side Association of Commerce repre- 
sents 1,200 memberships of business firms, located in New York City. The mem- 
bership comprises companies, both large and small, engaged in nearly every busi- 
ness pursuit, including manufacture, transportation, retail, wholesale, hotel, enter- 
tainment, construction, real estate, banking, printing and publishing, and other 
services. 

The very makeup of our organization demands that we follow closely develop- 
ments with relation to the present income tax structure. After careful study, 
we have determined that H. R. 6452 and its companion bill, H. R. 9119, intro- 
duced by the distinguished members of this committee, Congressman Sadlak of 
Connecticut and Congressman Herlong of Florida, offer the soundest solution for 
an adjustment in the present discriminatory rates. 

Our association finds the approach to tax reform, as defined in the companion 
bills, is especially attractive because the recommendations concern themselves 
with a rate reduction in each tax bracket, thus making for an equitable bill 
that does not shift the tax burden from one group to another. 

We realize, however, that recent world developments have presented our Nation 
with a grave situation, the solution of which may jeopardize the enactment of 
immediate tax rate reform. In light of this, we urge you gentlemen and your 
colleagues in Congress to establish budgetary provisions that balance the demands 
of our Nation’s security with the equally important needs of our internal economy. 
We ask that you weigh carefully the possibility of income tax reform in focus 
with the long-range requirements for the Nation’s growth. In saying this we do 
not by any means suggest that considerations of economy be placed above con- 
siderations of adequate security. 

In this regard, the directors of the association recently adopted a statement 
decrying the hysteria that accompanied the announcement of technological devel- 
opments behind the Iron Curtain, and pointing out the historical ingenuity and 
strength of our Nation and its citizens. It was widely distributed to leaders in 
government, education, religion, and business. 

We wish to assure you gentlemen that our vision is not clouded nor are we 
obsessed with the idea that tax reform must be immediate but we wish to im- 
press upon you that our Membership feels that tax rate reform is inevitable and 
that when it comes about, we ask that you give careful consideration to the 
provisions outlined in the aforementioned bills. 

Respectfully submitted. 

R. L. MALoney, Jr., 
Vice President, Government. 


MONTGOMERY CouNTY CHAMBER OF COMMERCE, 
Crawfordsville, Ind., February 14, 1958. 
Deak Mr. Irwin: I am enclosing a copy of a resolution passed today by the 
board of directors of the Montgomery County Chamber of Commerce, favoring 
the passage of the Sadlak-Herlong bills. 
Will you please make this resolution a part of the official record. 
Cordially, 


RvusseE_t H. THomPson, Manager. 
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RESOLUTION IN SuPPORT OF THE SADLAK-HERLONG Biiis (H. R, 6452 anp H. R. 
9119) 


Whereas the steeply progressive individual income tax rates which are clearly 
discriminatory, unfair, and unreasonable tend to destroy individual initiative 
to produce, accumulate, and invest; and 

Whereas the corporate tax rates severely restrict the normal flow of funds 
into capital investment, so necessary for producing jobs for the citizens who 
are entering our labor force each year; and 

Whereas the constantly increasing trend of Federal spending threatens to 
absorb the increased revenues which are produced each year from economic 
growth; and 

Whereas a serious threat exists to our free enterprise system, our standard 
of living, and the stability of our employment, unless Federal spending is by 
th exercise of economies by Congress and the administration, and Federal reve- 
nues reduced through tax reduction: No, therefore, be it 

Resolwed, That the Congress of the United States undertake immediate steps 
to guard against such an economic situation,, by enacting into law a realistic 
tax reduction program as provided through the identical bills, H. R. 6452, intro- 
duced March 28, 1957, by Hon. Antoni J. Sadlak, of Connecticut, and a mem- 
ber of the Ways and Means Committee, and H. R. 9119, introduced August 5, 
1957, by Hon. A. S. Herlong, Jr., of Florida, and a member of the Ways and 
Means Committee; and 

Furthermore, That Federal expenditures be reduced, that revenues derived 
from economic growth be used first for tax reduction, and that economy in gov- 
ernment be furthered by the adoption and enforcement of the Hoover Commis- 
sion recommendations: and 

It is believed, That the steady growth of the economy and the population jus- 
tify such reductions, and at the same time permit the balancing of the budget, 
with reduction in the national debt. 

Furthermore, That this resolution, properly inscribed, be forwarded to Hon. 
Jere Cooper, chairman, Ways and Means Committee, House of Representatives, 
Hon. Sam Rayburn, Speaker of the House of Representatives, Hon. John W. 
McCormack, majority floor leader of the House of Representatives, Hon. Joseph 
W. Martin, Jr., minority floor leader, House of Representatives, to the State 
congressional delegation and to the Governor of the State. 

Signed this 14th day of February 1958: 

Russet. H. THOMPSON, 

Manager, Montgomery County Chamber of Commerce, Crawfordsville, Ind. 


ScIENTIFIC APPARATUS MAKERS ASSOCIATION, 
Chicago, Ill., February 12, 1958. 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House Office Building, Washington, D. C. 

Dear Mr. IrwINn: The Scientific Apparatus Makers Association is composed 
of 222 member companies located in all parts of the United States. Many of 
them fall in the bracket of small business and all are troubled and alarmed by 
the present tax situation. 

In May of 1957 our board of directors voted unanimously in support of the tax 
reduction bill, H. R. 6452, introduced by Congressman Sadlak. Numerous letters 
to Ways and Means Committee members and other Members of the Congress con- 
veyed this action and the wishes of member companies individually in support 
of both H. R. 6452 and its companion bill, H. R. 9119. 

It was impossible, however, for the Scientific Apparatus Makers Association 
to have a witness testify at the recent hearings or file a formal statement in sup- 
port of these bills. If it is possible, therefore, we respectfully request that this 
letter be made a part of the record in order to officially file the position of our 
member companies in support of these measures. 

Respectfully submitted. 


GrorGE LAWRENCE. 


(Thereupon, at 4:58 p, m., the committee recessed, to reconvene 
at 10 a. m., Tuesday, January 14, 1958.) 
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(Fire and Casualty Insurance Company Taxation, Tax Treat- 
ment of Disabled, and Miscellaneous Subjects) 


TUESDAY, JANUARY 14, 1958 


House or REPRESENTATIVES, 
ComMITTEE ON Ways AND MEANs, 
Washington, D.C. 

The committee met at 10 a, m., pursuant to recess, in the hearing 
room of the Committee on Ways and Means, House Office Building, 
Hon. Wilbur D. Mills (chairman) presiding. 

The Cuatrman. The committee will come to order. 

The first witness is Mr. Leonard Kust. Will you come forward 
and give your name and address and the capacity in which you 
appear for the benefit of the record, please ? 


STATEMENT OF LEONARD E. KUST, GENERAL TAX COUNSEL, 
WESTINGHOUSE ELECTRIC CORP., PITTSBURGH, PA. 


Mr. Kusr. My name is Leonard E. Kust, general tax counsel of 
Westinghouse Electric Corp., Pittsburgh, Pa. I appear to present for 
your consideration, first, the problem of the treatment for Federal 
income-tax purposes of intangible assets having no readily ascertain- 
able life and, second, to suggest that careful consideration be given 
to whether basic research by private enterprise should not be stimu- 
lated through a tax concession. 

The tax treatment of intangibles has become a vexing problem for 
expanding corporate enterprise, both large and small, as acquisitions 
and mergers have added large intangible values to balance sheets 
which, under present income-tax accounting and commercial account- 
ing principles, tend to be locked permanently into such balance sheets. 

Intangible values are added to balance sheets through acquisition 
or mergers as a result of at least four circumstances : 

1. The business acquired possesses goodwill of a kind associated 
with a well-established trade name. 

2. Although there is no goodwill as such, or the acquiring com- 
pany is not interested in such goodwill as there may be, the considera- 
tion paid may be in excess of the value of the tangible assets, such 
excess representing the price the acquiring company is willing to pay 
for the time gained in acquiring a going operation which would take 
time to build up if the investment were made in an original under- 
taking; in other words, it is “time” that is bought. 

3. There may be specific contracts, franchises, licenses, trademarks, 
and secret processes having an indefinite life. 
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4. The acquisition is a tax-free reorganization and, accordingly, 
the difference between the fair market value of the stock given in 
consideration over the book values—that is, the carryover tax basis— 
of the assets acquired must be shown as an intangible value in the 
balance sheet. ; 

None of the types of intangible values described can be depreciated 
or amortized for Federal income-tax purposes under present law. 
These intangibles, nevertheless, have the value ascribed to them based 
upon their current power to produce income. Yet, under appli- 
cable present law, no charge may be made against such income for 
the cost of these intangibles on the ground that they have no de- 
terminable life over which to amortize such cost against the income 
earned. Thus, current taxable income is distorted on the basis of a 
technically correct but practically undesirable rule. 

This inability to determine a fixed life for these intangibles by 
external standards can, of course, be remedied by legislation. The 
Internal Revenue Code could be amended to provide some fixed reason- 
able period over which to amortize the cost of such intangibles as 
has been done in the case of organization expense and research and 
experimental expenditures. 

There is, I believe, good reason for Congress to take such action 
in the interest of correlating tax accounting with commercial ac- 
counting on a basis which will promote conservative accounting with 
respect to intangibles having no specific life and will provide a more 
equitable determination of taxable income. 

While neither the present tax nor commercial accounting treat- 
ments would alone discourage the conservative accounting practice 
of writeoff of these intangible values, under the present combination 
of different tax and commercial accounting principles current write- 
off of such intangibles either against Laren surplus or against the 
income earned by them is strongly discouraged. 

Under the American Institute of Accountants’ Bulletin No. 43, the 
principles of which are applied by the Securities and Exchange Com- 
mission, intangible values of the nature described cannot be written 
off against earned surplus unless they have lost their value, and the 
chargeoff of the entire amount against current income would result 
in distortion. Amortization over some reasonably long period is 
approved, but the annual charge must be made against current income. 

o long as such a charge to income is at the same time not per- 
mitted for Federal income-tax purposes the effect is to offset with 
each dollar of writeoff $2.08 of income. There are few business 
managements willing to take such a burden against income. Conse- 
quently, the effect is a tendency to lock permanently into balance sheets 
intangible values of the kind described. : 

It is respectfully submitted that the Ways and Means Committee 
give careful consideration to two actions which would eliminate the 
problem described : 

1. Section 362 should be amended to provide that the acquiring 
company shall have as the basis for assets acquired the fair market 
value of the stock exchanged therefor. This would eliminate in- 
tangible values arising from the difference between the carryover tax 
basis and the consideration paid in a tax-free reorganization for 
tangible assets. The legislative history of the present provision ap- 
pears to support the view that it remains in the law by inadvertence 
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and has created an inequity which has been highlighted by the new 
provisions of the Internal Revenue Code of 1954 contained in sec- 
tions 334 and 337. The Government would appear to be fully pro- 
tected against loss of revenue in a tax-free reorganization if only the 
shareholders were required to carry forward this basis. I would 
suggest that this recommendation be submitted to the advisory group 
on subchapter C. 

I think in sections 334 and 337 Congress has shown that all 
it really is interested in, in the case of a corporation and stockholders, 
is that it get the capital gain on the spread between the basis and pres- 
ent value of at least one of them but not of both of them. Thus, in 
section 334, where a corporation acquires for cash all of the stock of a 
company, and thereafter liquidates the corporation—prior to the 1954 
code there was a carryover of basis for the assets thus preserving the 
potential capital gains, although there was some confusion in the 
court cases—the 1954 code makes it clear that under those cireum- 
stances all that is collected by the Government is the one capital gain 
of the selling stockholders. Similarly, in section 337, on liquidatin 
a corporation, if the corporation first sold all of its assets, it sealined 
the gain on the difference between its basis and what it received, and 
then again on liquidation the stockholders realized a gain on the dif- 
ference between their basis and the cash distributed. In other words, 
there was a tax on two capital gains. Again, in the 1954 code, one 
of the gains was eliminated, and only the gain of the stockholders is 
taxed. 

The present reorganization sections preserve the basis for both capi- 
tal gains. The suggestion I make would give up the capital gain of the 
corporation, and, at the same time, it would eliminate one of the large 
sources of the intangible values which I think should not be carried on 
corporate balance sheets. 

2. Now, secondly, if we can carve out from these intangible values, 
this large part, then I think all other intangible values, the life of 
which cannot otherwise be fixed, should be amortized for tax purposes 
over some reasonably fixed period, such as 10 years. 

The allowance of such treatment for tax purposes would permit 
business managements to keep their books of account in accordance 
with that part of Accounting Research Bulletin No. 43 providing 
for a writeoff against earnings of intangibles without a definite life 
over some reasonably long period. Thus, balance sheets would no 
longer tend to be permanently burdened with intangible values, 
but could be relieved of such values through orderly amortization. 

I would like now to proceed to my second point, basic research. 
The report to the President on basic research by the National Science 
Foundation, dated October 15, 1957, concludes that the Nation’s 
basic research effort must be substantially increased and that the 
Federal Government, in addition to supporting increased basic re- 
search by the universities, must give positive encouragement to 
industry to enlarge its basic research efforts. 

There would appear to be two ways of providing the needed stimu- 
lus to industry: (1) by way of direct grants, and (2) by encourage- 
ment through tax concession. 

While generally tax concessions are not desirable as a matter of 
fiscal policy, there are circumstances in which tax concessions are 
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more effective and more efficient than are grants. In such cases, the 
only real question is the desirability of the end result. Accordingly, 
if the Federal Government is to encourage basic research by private 
enterprise, I believe it would be appropriate for this committee 
to five consideration to the use of a tax concession rather than grants. 

tax concession would avoid the attrition to the taxpayers’ dol- 
lar, which seems inevitably to accompany the more cumbersome pro- 
cedure of first collecting revenues and then appropriating funds for 
the allocation of direct grants by an administrative agency. The 
tax concession could be administered through the issuance of cer- 
tificates for specific basic research projects by a board composed 
of revolving panels of eminent scientists serving on a voluntary basis, 
a procedure already existing in the field of science with respect to 
the selection of meritorious basic research reports for publication in 
scientific journals. Finally, a tax concession rather than grants would 
help to insulate basic research from undue Federal interference, 
which the National Science Foundation report rightly observes is 
essential to its effectiveness. 

In closing I should like to point out that if the President’s educa- 
tional program is enacted and succeeds in its objective of substantially 
increasing the number of young scientists emerging from our col- 
leges and universities in the next few years, we must be sure that 
jobs will be available in basic research where they can put their 
talents to work. 

This will be so only if, among other things, private enterprise be- 
gins now to build up its basic research programs. A tax concession 
now would certainly help to create the climate under which private 
enterprise could currently begin to make plans for substantially in- 
creased basic research expenditures in the future. 

Thank you, gentlemen, for your kind attention. 

The Cuarrman. Are there any questions? 

Mr. Simpson will inquire. 

Mr. Srapson. Mr. Kust, we all know most favorably your cor- 
oration and the wonderful work they are doing and have been doing 
or a long while for our country and for its workers. We know your 

enbasinie position and consequently pone comments are appreciated 
by the committee and recognized for the thought that you have given 
them. 

I cannot pretend to follow in detail what you say. Doubtlessly the 
question I will ask will cause repetition on your part, but I am sure 
its importance will justify the repetition. The intangibles that you 
speak about are, I gather, goodwill, trade names, and so on. 

Mr. Kusr. Yes, sir; Congressman, goodwill is one element of the 
intangibles that I speak of, but I think equally important or perhaps 
more important in building up the values are the three others which 
I mentioned, one of which is what I have termed “the acquisition of 
time.” 

When a company intends to expand its operation, it has the choice 
of making an investment in a new plant or a new operation, and start- 
ing from the ground up. Instead of doing that, it can buy another 
business that is already in operation. Goodwill as such is not a consid- 
eration. It is simply the fact that here you have a going operation, 
which it might take you 5 years or so to get to the same point of mo- 
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mentum in its operation. To save that time, you are willing to pay 
more than it would cost simply to build the same physical operation. 

Mr. Srarrson. Is it your point that these intangibles once carried on 
the statement are continued there, without being removed, and you 
want to provide a way of getting rid of them ? 

Mr. oes That is right. Under the present combination of the 
commercial accounting rules, which are set forth in bulletin 43 of the 
Institute of American Accountants, you cannot charge off this kind of 
an intangible against earned surplus. That is not permitted. That is 
true unless there has been a complete loss of value and the chargeoff to 
income at that point would distort income. You can only charge off 
against earnings, and if you do that, and cannot get a deduction for 
tax purposes, the effect, of course, is to burden the income which you 
report to stockholders twice, in effect. That is a burden which few 
business managements, in my judgment, are willing to take. Asa con- 
sequence, they hold these intangibles on their balance sheets more or 
less permanently. 

Mr. Srmpson. I have just one other question. Your suggested solu- 
tion is what? 

Mr. Kust. My suggested solution is twofold: One is that we can 
cut down the size of the intangibles substantially by changing the rules 
with respect to carryforward of tax bases in a tax-free reorganization. 
A large part of these intangible values are the result of the fact that 
in any tax-free reorganization you have to carry over tax basis for the 
assets acquired, instead of carrying them at cost, which would be the 
fair market value of the securities, the stock, given in exchange. 

Secondly, I suggest that having cut down the area or the size of the 
intangibles, what remains should be written off over some reasonably 
long period in accordance with bulletin 43 of the American Institute 
of Accountants. 

Mr. Stupson. Thank you. 

Mr. Eneruarrer. Mr. Kust, your suggested solution occurs to me as 
one which would encourage the acquisition of plants by larger corpora- 
tions, and tend to increase the desirability oF ancager on the part of 
big businesses. Did you think of that possibility ? 

Mr. Kusr. Well, I think it would certainly help facilitate growth of 
business. Now, I do not think that it would in any way tend to help 
large business any more than small business. This problem exists for 
all sizes of business that have the problem of wanting to expand their 
operations, whether it is small or large, if it uses the acquisition route. 
Acquiring another company in a tax-free reorganiaztion will have this 
result. 

Mr. Eneruarter. I have no inclination to argue the point with you, 
but it seems to me that it is a concession which would encourage 
mergers. Mergers are all happening in a way as to increase the size 
of the larger corporations and decrease the number of small busi- 
nesses. ‘That is the fear that I have respecting your suggestion. 

Mr. Kusr. Mr. Eberharter, the tax-free reorganization provisions 
have of course been part of our law almost from the beginning, and 
in the same sense I think you could say that the tax-free reorganiza- 
tion sections themselves might tend to encourage mergers and con- 
solidations which, if the economic circumstances are what they are, 
might favor large rather than small business. I do not know that it 
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really does. The thing is that it does encourage expansion, and I 
think, of course, we do want our economy to expand. 

I think that this rule would be no more amen Se expansion 
than would the tax-free reorganizations themselves. This is may 
a suggestion to make the tax-free reorganizations work in such a 
way that they do not burden balance sheets with intangible values 
that under our present rules just stay there. That is not good account- 
ing. It is not presenting a conservative balance sheet to prospective 
investors or to stockholders. 

Mr. Exernarter. Thank you very much. 

The Cuarmman. Are there any further questions? 

Mr. Baker will inquire. 

Mr. Baxer. Mr. Kust, last fall after sputnik, I was in a position 
to discuss with some rather eminent people the idea of tax concessions 
to enlarge the field of science. They were very favorable to the idea. 
We did not get any place as to the form of tax concession. Would you 
have any further comment or expression of your own opinion as to 
what form such a tax concession should take. 

Mr. Kusr. Well, my purpose in referring to basic research here was 
simply to make the suggestion. We have not really had an oppor- 
tunity or I have not, in discussion with our own scientists, to 
formulate what we really think would be the most effective approach 
to this. However, so far as our thinking has gone in this area, I 
think that a tax concession somewhat like this would be appropriate 
for consideration; that is, to employ the technique that was used in 
supporting the merchant marine, which was to allow the expenditures 
in this case for basic research to be taken—instead of being taken as 
a deduction—to be taken as a credit against the tax. 

Now, that could either be 100 percent credit or any appropriate 
amount Jess than 100 percent which Congress feels is necessary to 
stimulate greater expenditure in basic research by private industry. 

Mr. Baxer. Would you have these people give a contract with a 
company to put up money for education if they work for them for 
5 years or something like that? 

Mr. Kusr. We were not thinking in terms of contracts for the 
personal services with scientists, but simply having a company frame 
some kind of a basic research project, which would be submitted to a 
board of eminent scientists who are qualified to judge whether this 
is indeed basic research and whether it is something that is worthy of 
being carried forward. 

The expenditures incurred in carrying out that project would be the 
expenditures that I think should be used as some kind of a credit 
against tax rather than a deduction. 

Mr. Baxer. Under existing law, if you helped a young man to go 
through college in your field, you cannot take any deduction, can you? 

ane. Kusr. Yes. We would get an ordinary business deduction for 
that. 

Mr. Baker. For that particular young man? 

Mr. Kusr. Yes; an ordinary business deduction, depending on how 
it is handled. If it is handled by some charitable organization which 
we support and we give them a donation for this specific purpose of 
giving a scholarship to some young potential scientist, then it would 
be a deduction, of course, as a charitable and educational contribution. 
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Mr. Baxer. There would be scholarships, then, that would be de- 
ductible? 

Mr. Kusr. Yes, sir. ; 

Mr. Baxer. The main thing you are driving at now Is not a par- 
ticular individual’s oibissatiaass bie to the broad field. 

Mr. Kusrt. I think my remarks are directed to a particular project. 
Of course, any project means employment primarily of qualified 
scientists and investment in equipment that they need in order to 
pursue their scientific studies. 

Mr. Baker. To get back to the question of intangibles for a mo- 
ment, why do you say that the lives of these intangibles cannot be 
determined lives ? 

Mr. Kusr. Well, I say that, Mr. Baker, not because I myself 
really believe that but that isthe law. I think perhaps it is unfortu- 
nate, but it is well imbedded in our law that intangihine of the kind 
I have been speaking of have no definite life. Now, there are certain 
intangibles that are regarded as having a definite life, such as con- 
tracts with a specific term, or patents and copyrights, and those can 
be written off over their fixed life. But the intangibles that I have 
been describing here are regarded by well-settled practice and also by 
support in court cases, as not having a definite life. 

i think to some extent this is a fiction. I think that you can fix 
the lives of some of these intangibles with as much accuracy as you 
can say a building or even machinery, because there is no accurate 
fixing of lives in the area of tangible assets. It is an educated guess, 
which, in practice, is often very far off. 

Similarly, in the case of intangibles that I have been speaking of, 
I think it is perfectly clear that they do not have a permanent life; 
that is, they do not last forever. It is just a question of how long 
do they last. I think as good a guess could be made in this area as 
elsewhere, but it is just now so well-settled that you cannot make that 
guess unless the life is fixed as in a contract or with a patent. You 
cannot write the cost of these intangibles off over any life and it is 
that point which I think needs to be reconsidered. 

Mr. Baker. How would you propose to provide for a step-up of 
basis where property is transferred to a new corporation, controlled 
by the owners of the old corporation ? 

Mr. Kusr. Well, this, of course, requires going back to some history 
of the basis provisions. There was a time when there was no carry- 
over of the basis of the tangible assets acquired to the acquiring com- 
pany. They had as their basis the cost, which is what I have suggested 
should be the solution that we adopt again. However, it was found 
that the point that you make does require some protection. The same 
individuals that own a corporation could organize another company, 
and go through a tax-free reorganization, having the assets transferred 
to the new company, and receiving back its stock. There would be 
a step-up of basis there. That would be an undesirable result and 
I think that something would have to be built into the provisions to 
protect against that. 

In other words, I think somewhere in the area of 50 percent would 
have to be provided if there were a continuance of 50-percent owner- 
ship, then you would not permit the step-up of basis. If it were less 
than 50 percent, you would permit it. Then you would wipe off these 
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intangible values from the balance sheets. It is a technique that is, of 
course, used elsewhere in the law in the case of carry forward of net 
operating losses. It goes in reverse, of course, if the new ownership 
introduced is beyond a certain percentage, then you have to cut down 
the amount of net operating loss that is permitted to be carried for- 
ward. This would fit into the scheme of other sections of the law. 

Mr. Baxer. I see. Thank you very much. 

The Cuarrman. Any further questions. 

Mr. Hormes. I am very much interested in your statement that you 
made a few minutes ago, when you were in colloquy with Mr. Simpson, 
of Pennsylvania. 

You were talking about a corporation acquiring property and that 
you were actually buying time. Now, undoubtedly you were referring 
to time as an intangible in that acquisition of property. 

As a formula, has one been worked out or is there a conventional 
practice in cost accounting whereby you can separate the intangible 
of time in that acquisition from the physical fixed assets that you are 
acquiring ¢ 

Mr. Kust. Well, the accounting treatment would be, of course, that 
you take the physical assets that you have purchased at their fair 
market value, and that is what you would carry the tangibles on your 
books at, unless it was a tax-free reorganization. But this element 
of time that we are speaking of, I think, can be considered as emerging 
even ina non-tax-free reorganization. 

In other words, let us say that all of the assets of a corporation are 
urchased for $1 million. The physical assets themselves are worth 
750,000, by any fair judgment of their value. But the acquiring 

company still feels it is worth $250,000 additional to have a group of 
assets in place, in operation rather than to start out by purchasing the 
assets individually and putting them together, and getting a going 
operation in motion. 
. Hotmes. Is that an accepted practice outside of the old con- 

cept of good will ? 

r. ue. It is not an accepted practice to set that up separately. 
I would say that the accepted practice is to put it in an account 
which would not differentiate it from good will. It would be some 
intangible account, and the titles given to these accounts are legion. 
There are as many titles as there are accounts. But it would be 
lumped in with some account that would include goodwill, if there 
was some, or the other aspects of the intangibles which I have been 
mentioning here. I think—I believe that would be the general 
practice. 

Mr. Hoitmes. How long would you carry that on the books? 

Mr. Kost. Well, I don’t think that there is any practice on that 
now. I think under the present rules that the tendency is to just 
leave it on permanently, because to get it off the books means that you 
have to charge it against current earnings. That is the rule now 
adopted by bulletin 43 and it is the rule applied by the SEC, and 
consequently, rather than do that, managements just hold it on their 
balance sheets in order not to burden the earnings reported to stock- 
holders twice over, in effect, because it is not permitted as a tax 
deduction. 

Mr. Houtmes. You advocate that that would be a tax deduction? 
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Mr. Kusr. That is one of the suggestions I made, that it be allowed 
as a tax deduction over some reasonably long period which would then 
conform tax accounting with the commercial accounting principle 
that provides for that kind of treatment. 

Mr. Hoitmes. How would you work your appreciation or your 
depreciation of that? You could have it both ways, and it could 
pee and it could depreciate. : 

r. Kust. Well, the appreciation in the value of intangibles, of 
course, is not reflected in balance sheets. The practice has never 
been to write up values of these intangibles because of appreciation 
in value. It is just carried at cost. If it loses value completely, then 
under the bulletin 43 instructions you may write it off against earned 
surplus, if the total amount against income would distort income, 
which it would in a normal case. 

This, of course, is a way of getting it off the balance sheet without 
burdening current income, and you write it off against earned surplus, 
but that it is not available in the usual case. 

Mr. Homes. I am not trying to pose as being critical, but I am very 
much interested in your suggestion. I was just exploring it. 

Mr. Kust. I hope I am not giving the impression that I feel you 
are being critical. 

Mr. Houtmes. You are not. But I can see some possibilities there, 
except I have not explored it far enough, of course. But shooting 
from the cuff, I can see some pretty heavy complications. 

Do you think you could simplify it as much as you suggest? I mean 
that as a constructive question. 

Mr. Kusr. Well, I apparently do not quite grasp the complications 
that you see, Mr. Holmes. 

Mr. Hotmes. It goes along this line, and I don’t want to burden you 
further, because it would have to be explored further without taking 
up the time of the committee. But when I asked you the question about 
ap sreciation versus depreciation of this intangible, you had a very 
objective reply to the depreciation concept. I didn’t hear quite the 
same objective reply to the appreciation concept, and you cannot over- 
look that appreciation concept,can you? If you are going to deal with 
intangibles, they can move both ways. 

Mr. Kusr. Well, if I understand your point correctly, it seems to 
me that the same problem of course would exist with respect to a tangi- 
ble. Let us assume that you buy a building for $100,000. Now, all 
you are entitled to write off is the $100,000 over the life of the property. 
It may well be that in 5 years the building has appreciated in value to 
$200,000, but all you write off is the $100,000. That is the normal rule 
of depreciation. 

Mr. Hotmers. Don’t you carry that at a different value in your asset 
column ? 

Mr. Kusr. I don’t believe that the practice would be, or in fact, I 
can say quite positively that the building would be carried at $100,000 
with the depreciation reserve being shown. It would not be written 
up to the $200,000 even though it increased in value. 

Mr. Hotes. Not even ina sale? 

Mr. Kusr. On sale it would. Isee your point. I begin to see your 

oint. If the building were sold, then of course it would be sold at 
200,000. The purchaser then would write off his $200,000 investment. 
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In the case of intangibles, if there is a sale, similarly, if the fair mar- 
ket value of that intangible is paid, it would be the base that would 
be written off over the period that would be fixed in this case. 

Mr. Hotmes. Thank you very much. 

The Cuarmman, Mr. Curtis will inquire. 

Mr. Curtis. I know we have a lot of witnesses and rather than take 
the time to go into this further, I wonder, Mr. Kust, along the line of 
Mr. Baker’s inquiry, if you would be willing to prepare a little more 
detailed suggestion of just where a tax concession would create the 
climate cee which private enterprise could make plans for substan- 
tially increasing the basic research expenditures in the future. I think 
it would be extremely helpful. 

Mr. Chairman, I would like to request that information. I know 
that there will be further hearings. How long do we have to re- 


ceive papers / 

The Pucheisan. If the gentleman will raise that question a little 
later in the day, I will ascertain that from the clerk of the com- 
mittee, but the hearings themselves, as the gentleman knows, will 
continue through the 7th of February. 

Mr. Curtis. I think by the 7th of February, if you could get some 
additional suggestions in, it would be helpful. I cannot see just 
where tax concessions are going to be of any great assistance. We 
did liberalize the allowances for research and development recently. 

Do you think it is in that area that we can go further ? 

Mr. Kusr. The prior liberalization was to permit the current de- 
duction for these expenditures or in the alternative to capitalize and 
write off over 5 years. I think that has been very helpful. 

I think, however, that something is needed which is more care- 
fully circumscribed, and not as broad as the other, aimed directly at 
basic research, which would stimulate larger expenditures in basic 
research. I do not think that that section, 174, has added any 
particular stimulus for basic research. 

Mr. Curtis. We do have these nonprofit research laboratories and 
institutions, which the tax laws recognize. It is my idea that the 
real limitation is more in our patent laws; that there isn’t adequate 
protection for an investment made in basic research to recoup the 
moneys that are invested. Tax concessions would not help mutch, if 
that were the area. 

Mr. Kusr. I am not a technical man. Certainly I know very little 
about science. What I have suggested here has been on the basis 
of fairly extended discussions with our scientists. 

Mr. Curtis. That is the reason I asked, because your company 
does do a lot of this, and you and others in that category might have 
some real answers for us. That is why I hate to leave it there. It 
would be very helpful if you would prepare some more details on 
that. 

Mr. Kust. I would be very happy to do that. 

(The above-mentioned memorandum follows :) 


Proposep Birt To AMEND THE INTERNAL REVENUE CopE oF 1954 To Bn- 
COURAGE Basic RESEARCH IN ScIENCE THROUGH A TAx CONCESSION 


During the course of my testimony before the Ways and Means Committee 
of the House of Representatives on January 14, 1958, I was requested by Con- 
gressman Curtis to submit to the Ways and Means Committee a specific proposal 
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to carry out my suggestion that basic research in science be encouraged through 
a tax concession. It is the purpose of this memorandum and the accompanying 
draft of a bill to fulfill this request. 

In preparing the accompanying draft of bill, which provides a tax conces- 
sion for basic research in science by means of a credit against income taxes, 
the following considerations were taken into account : 

(1) The encouragement by Congress of basic research in science by industry 
must not be at the expense of basic research in the universities and eleemosy- 
nary research organizations. The major effort in basic research must be left 
to the universities and nonprofit research organizations. The atmosphere of 
these institutions is admittedly in most cases more conducive to advancement 
in the sciences than is the atmosphere of industrial laboratories. It is clear, 
nevertheless, that much first-rate scientific talent is now employed by industry. 
It is also recognized by the scientific fraternity that industrial research labora- 
tories are clearly capable of engaging in basic research in science. Moreover, 
the atmosphere of an industrial research laboratory with its exposure to press- 
ing technological problems provides another kind of stimulation to scientific 
discovery. The scientific talent and the atmosphere of industrial research labora- 
tories should not be overlooked in encouraging greater effort in basic research. 

Some precaution must be taken, however, to assure that a proper balance is 
maintained between encouragement of basic research in the universities and 
nonprofit research organizations and the encouragement of basic research in 
industry. 

Accordingly, the attached bill provides for a tax concession to contributions 
to universities and nonprofit organizations for basic research in science, as well 
as for a tax concession to basic research by industry. Moreover, the credit 
against tax provided in the case of contributions is 90 percent of the contribu- 
tions made. while the credit against tax for expenditures for basic research is 
fixed at 75 percent of the expenditures. In addition, the credit in the case of 
contributions is limited to 5 percent of the tax and in the case of basic research 
expenditures is limited to 3 percent of the tax. 

It is believed that these provisions will maintain a proper balance between 
university effort in basic research and industrial effort in basic research. 

(2) A difficult problem presented by a tax concession for basic research in 
science could arise from a need for a definition of that term. The concept of 
basic research in science is not susceptible of any self-executing definition and 
consequently an attempt to include a definition in the Internal Revenue Code 
would complicate the administration of the law. The attached bill obviates 
the necessity of defining that term by leaving the determination of what con- 
stitutes basic research in science to the universities or nonprofit research organ- 
izutions in the case of contributions and to qualified scientists in the case of 
other expenditures for basic research. 

(3) One of the essential requirements for effective encouragement of greater 
basic research effort in the universities and in industry on a basis acceptable 
to them is that interference by the Federal Government be kept to a minimum. 
This is one of the points emphasized by the National Science Foundation in its 
recent report on basic research in science. The attached bill has been drafted to 
assure as far as possible that there will be a minimum of such interference. 
With respect to contributions for basic research to universities and other non- 
profit institutions, there will be no such interference. For this reason, it is 
believed, that encouragement of basic research by inducing contributions to 
such organizations through a tax concession is much to be preferred over direct 
grants by the Government. 

It is contemplated by the attached bill that any taxpayer wishing to make a 
contribution for basic research and to obtain the 90-percent credit against his 
tax need merely make a gift to the university or nonprofit institution of his 
choice, specifically subject to one of the conditions provided in the bill. It will 
then be up to the university or nonprofit scientific research institution to con- 
duct basic research in accordance with the broad condition specified in the 
contribution. 

The minimization of governmental interference with the efforts to encourage 
basic research in industry has been accomplished in the accompanying bill by 
setting up a certifying authority consisting of a board of eminent scientists 
appointed by the President on the recommendation of the National Scientific 
Foundation. Thus, scientists in industry seeking to obtain a credit for basic 
research expenditures will be dealing with brother scientists rather than some 
governmental agency. It is contemplated, moreover, that the board of scientists 
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will not be a permanent board but will rather be composed of working scientists 
who serve on the board on a part-time basis. Thus, they will maintain the 
point of view of the active scientific researcher rather than the point of view of 
an administrator of a governmental agency. The encouragement of basic re- 
search through certificates of approval for a tax concession will thus be ad- 
ministered in effect by the scientific fraternity itself on the basis of a procedure 
similar to the procedure already existing in the field of science with respect to 
the selection of meritorious basic research reports for publication in scientific 
journals. 

(4) The manner of providing a credit for contributions in the accompanying 
bill will also serve the desirable purpose of giving universities and nonprofit 
research institutions a source of substantially unrestricted funds for basic re- 
search in science. One of the present laments of universities is that most con- 
tributions are made for a specific purpose, leaving inadequate resources for 
that kind of freely questing scientific inquiry which is most likely to yield 
scientific discovery because it permits maximum utilization of scientific talent 
on the most promising opportunities for inquiry as they arise. 

(5) A regrettable imposition on the time of scientific personnel is the increas- 
ing claim on such time for service on various committees and attendance at 
conferences and meetings. The attached bill was framed with the purpose of 
keeping at a minimum the burden on scientists in administering the encourage- 
ment to basic research through a tax concession. For this reason, as well as 
for the reasons stated earlier, the membership of the board which is to be the 
certifying authority is on a part-time basis and is not intended to interfere 
unduly with the normal pursuits of the scientist-members. They may continue 
their normal pursuits irrespective of their service on the board and the member- 
ship of the board is intended to be large enough so that the demand on the time 
of any one member will be modest. 


DRAFT OF PROPOSED BILL 


A BILL To amend the Internal Revenue Code of 1954 to encourage basic research in science 
by the allowance of a tax credit for contributions and other expenditures for basic 
research in science 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 

Section 1. Part IV of subchapter A of chapter 1 of the Internal Revenue Code 
of 1954 is amended by adding after section 38 a new section as follows: 


“SEC. 39. CONSTRUCTION AND OTHER EXPENDITURES FOR BASIC 
RESEARCH IN SCIENCE 


“The amount of contributions for basic research in science shall be allowed 
as a credit against the tax imposed by this chapter to the extent provided in 
section 170 (e) and the amount of other expenditures for basic research in science 
shall be allowed as a credit against the tax imposed by this chapter to the extent 
provided in section 174 (e).” 

Sec. 2. Section 170 of the Internal Revenue Code of 1954 (relating to charita- 
ble, etc., contributions and gifts) is amended by striking out “(e)” and inserting 
in lieu thereof “(g)” and adding a new subsection (e) as follows: 

“(e) Allowance of credit for contributions for basic research in science.— 

“(1) Execrion.—If the taxpayer so elects, a credit shall be allowed for 
any taxable year under section 39, subject to the limitations of paragraph 
(2), in an amount equal to 90 per cent of the contributions made by the tax- 
payer in such taxable year to or for the use of any scientific or educational 
organization which qualifies as an exempt organization under section 501 
(c) (3) to be expended within or without the United States exclusively for 
basic research directed toward increase of knowledge in science. Such elec- 
tion may be made or changed at any time prior to the expiration of the period 
prescribed for making a claim for credit or refund of the tax against which 
the credit is allowable. 

“(2) LIMITATIONS.— 

“(A) The credit for contributions for basic research in science shall 
not exceed 5 percent of the tax otherwise imposed for the taxable year. 

“(B) The credit provided by this subsection shall not be allowed 
against the tax imposed by section 531 (relating to the tax on accumu- 
lated earnings), against the additional tax imposed for the taxable year 
under section 1333 (relating to war loss recoveries), or against the per- 
sonal holding company tax imposed by section 541. 
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“(C) The credit provided by this subsection shall be allowed only if 
the taxpayer makes the contribution on the condition that— 

“(i) it be expended within or without the United States exclu- 
sively for basic research directed toward increase of knowledge in 
science ; 

“(ii) that it be expended within or without the United States 
exclusively for basic research directed toward increase of knowledge 
in physical sciences; or 

“(iii) that it be expended within or without the United States 
exclusively for basic research directed toward increase of knowledge 
in life sciences. 

“(3) YEAR OF CREDIT.—The credit shall be taken for the taxable year in 
which the contribution for basic research in science was paid. In the case 
of a corporation, section 170 (a) (2) shall be applicable. 

(4) AMOUNT DEDUCTIBLE.— 

“(A) A deduction for any amounts allowed as a credit under para- 
graph (1) shall not be allowed under this chapter in determining any 
tax against which the credit provided by this subsection has been 
allowed. 

“(B) If a credit under paragraph (1) has been allowed, the excess 
of the contributions made by the taxpayer for basic research in science 
over the amount allowed as a credit shall be allowed as a deduction if 
such excess is otherwise allowable as a deduction under this section.” 

Sec. 3. Section 174 of the Internal Revenue Code (relating to research and ex- 
perimental expenditures) is amended by striking out “(e)” and inserting in lieu 
thereof “(f)” and adding a new subsection (e) as follows: 

“(e) ALLOWANCE OF CREDIT FOR EXPENDITURES FOR BASIC RESEARCH IN Scr- 
ENCE.— 

“(1) Exrecrion.—If the taxpayer so elects, a credit shall be allowed for any 
taxable year under section 39, subject to the limitations of paragraph (4), 
in an amount equal to 75 per cent of the expenditures paid or incurred by the 
taxpayer in such taxable year for basic research in science with respect to 
which a certificate of approval under paragraph (2) has been issued by the 
certifying authority. Such election may be made or changed at any time 
prior to the expiration of the period prescribed for making a claim for credit 
or refund of the tax against which the credit is allowable. 

““(2) CERTIFICATES OF APPROVAL.—On application by the taxpayer the certi- 
fying authority shall determine whether a project proposed by the taxpayer 
is for basic research directed toward increase of knowledge in science and, 
if it so determines, it shall issue a certificate of approval specifying the 
maximum amount of expenditures on such project in respect of which a 
credit may be allowed. The election by the taxpayer under para- 
graph (1) to take a credit for such expenditures shall confer upon the 
certifying authority the right of access to the scientific knowledge result- 
ing from the basic research project described by the application and the 
right to require the taxpayer either to publish or to file with the National 
Science Foundation a report thereof. 

(3) CERTIFYING AUTHORITY.—The certifying authority shall be a board 
of scientists appointed by the President on the recommendation of the Na- 
tional Science Foundation. The members of the board shall serve for a per 
diem remuneration for such periods of time as will not unduly interfere 
with their normal pursuits, and they may continue their normal pursuits 
irrespective of their service on the board. Applications for certificates of 
approval shall be assigned to panels representing the several branches of 
science, each consisting of five members of the board. Such panels and the 
members thereof shall be designated by the National Science Foundation. 
A certificate of approval shall be issued or denied by the board pursuant to 
the recommendation of a majority of the members of the panel to which the 
application was assigned. 

“(4) LIMITATIONS.— 

“(A) The credit for expenditures for basic research in science shall 
not exceed 3 per cent of the tax otherwise imposed for the taxable year. 

“(B) The credit provided by this subsection shall not be allowed 
against the tax imposed by section 531 (relating to the tax on accumu- 
lated earnings), against the additional tax imposed for the taxable year 
under section 1333 (relating to war loss recoveries), or against the per- 
sonal holding company tax imposed by section 541. 
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““(5) YEAR OF oREDIT.—The credit shall be taken for the taxable year, 
which is proper under section 461. 
“(6) AMOUNT DEDUCTIBLE.— 

“(A) A deduction for any amounts allowed as a credit under para- 
graph (1) shall not be allowed under this chapter in determining any 
tax against which the credit provided by this subsection has been 
allowed. 

“(B) Ifa credit under paragraph (1) has been allowed, the excess of 
the expenditures paid or incurred by the taxpayer for basic research in 
science over the amount allowed as a credit shall be allowed as a de- 
duction if such excess is otherwise allowable as a deduction under this 
chapter.” 

Src. 4. The amendments by this Act shall apply only with respect to taxable 
years ending after June 30, 1958. 

The Cuarrman. Are there any further questions ? 

If not, Mr. Kust, we thank you for your appearance and the in- 
formation given the committee. 

The Chair observes that our colleague from Utah, the Honorable 
William A. Dawson, is now in the chamber. Mr. Dawson, will a 
come forward. Although we know you quite well and favorably, 
will give your name and your address and the capacity in which 
you appear for the benefit of the record? 


STATEMENT OF HON. WILLIAM A. DAWSON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF UTAH 


Mr. Dawson. First of all I should apologize for not being here at 
10 o'clock, and I want to compliment the committee on starting on 
time. I understood another witness was to precede me. 

First of all I want to thank the committee for this opportunity 
to testify on behalf of an amendment to our income-tax laws which 
can be made without affecting our overall revenue picture. In a 
way, my proposal is minor. To those affected, however, it is of 
major importance. 

It lends itself easily as an amendment in any revision of our income- 
tax laws. 

My proposal was contained in H. R. 11145 which I introduced in 
the 84th Senseo and which I intend to reintroduce this week. Its 
purpose is to correct certain provisions of the income tax code that 
defeat tax relief for many divorced or widowed mothers who have to 
work to support their families. 

The 83d Congress, wisely I think, recognized that providing child 
care during working hours placed an unfair burden on divorced 
mothers, widows, and widowers who must hold down jobs to provide 
for their children. Asa result, Congress has provided that the cost of 
child care, up to a reasonable maximum, is a deductible expense for 
income tax purposes. 

There is a hitch in the law, however, which prevents it from bene- 
fitting many mothers whom Congress intended it should benefit. I 
refer to divorced mothers whose former husbands contribute to the 
support of their children. There are many instances where these 
contributions enable the husband to claim the child or children as de- 
pendents for his income-tax purposes. These contributions, however, 
are not substantial enough to permit the mother to remain at home. 
She must work in order to supplement the support payments, and 
while working must pay for the care of her children. 
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As the law is now written, she is not entitled to claim the benefits 
of child-care provisions because the children are dependents for her 
former husband in the eyes of the Internal Revenue Service. And of 
course she cannot claim a dependency exemption because that exemp- 
tion is allotted to her former husband. 

The effect of my amendment would be to make divorced women, 
widows, and widowers eligible for a child-care deduction despite the 
fact that another contributor to the support of the children is entitled 
to claim them as dependents. 

Support payments to most mothers who would benefit from this 
proposed amendment average about $30 per month per child. The 
mother has the choice of either supplementing this amount by work- 
ing or accepting public welfare through the aid-to-dependent-children 
program. 

We should encourage them to be self-supporting wherever possible. 
We certainly should not discriminate against them by withholding the 
minor tax relief that the child-care provision affords. 

This proposal will create no new discriminations or injustices. It 
will remove a hardship caused by some unfortunate wording in the 
present law. With your permission, Mr. Chairman, I would like to 
submit for the record a copy of my bill as it was introduced in the 84th 
session and as it will be reintroduced this year. 

The Cuarrman. Without objection, the bill will be included in the 
record at this point. 

(The bill referred to is as follows :) 


(H. R. 11145, 84th Cong., 2d sess.] 


A BILL To amend the definition of dependent to permit working mothers and widowers 
to deduct amounts paid for care of children while parent is working and to correct 
present inequities in this provision 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 214 (c) of the Internal Revenue 

Code of 1954 (expenses for care of certain dependents) is amended as follows: 
“(¢) DEFINITIONS.—For purposes of this section— 

“(1) DepenpDENT.—The term ‘dependent’ means a person with respect to 
whom the taxpayer is entitled to an exemption under section 151 (e) (1), 
provided that for the purposes of this section the support test of section 152 
shall not apply, and— 

“(A) Who has not attained the age of 12 years and who (within the 
meaning of section 152) is a son, stepson, daughter, or stepdaughter of 
the taxpayer; or 

“(B) Who is physically or mentally incapable of caring for himself. 

“(2) Wipowrer.—The term ‘widower’ includes an unmarried individual 
who is legally separated from his spouse under a decree of divorce or of 
separate maintenance. 

“(3) DETERMINATION OF STATUS.—A woman shall not be considered mar- 
ried if she is legally separated from her spouse under a decree of divorce 
or of separate maintenance at the close of the taxable year.” 


The Cuatrman. We thank you very much for your appearance and 
the information you have — the committee. 

Are there any questions ? 

Our next witness is Mr. Cate, and he is accompanied by Mr. Walton. 

For purposes of the record, will you gentlemen identify yourselves 
by giving us your names, addresses, and the capacity in which you 
appear. 
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STATEMENTS OF ARLINDO S. CATE AND HERBERT F. WALTON, 
REPRESENTING THE NATIONAL COMMITTEE FOR INSURANCE 
TAXATION, CHICAGO, ILL. 


Mr. Cate. My name is Arlindo S. Cate. I am a partner in the 
law firm of MacLeish, Spray, Price & Underwood with offices at 134 
South La Salle Street, Chicago. I am appearing as attorney for 
the National Committee for Insurance Taxation. 

The CHarrman. Does Mr. Walton desire to use some of the 30 
minutes that has been allotted to your appearances? 

Mr. Cate. With your permission, yes, Mr. Chairman. 

The Cuarrman. Let Mr. Walton identify himself by giving his 
name, address, and the capacity in which he appears. 

Mr. Watton. My name is chert F. Walton, and I represent the 
more than 300 members of the National Committee for Insurance 
Taxation. I am vice president of Allstate Insurance Co., one of the 
member companies, 7447 Skokie Boulevard, Skokie, Ill. 

The Cuarmman. Mr. Cate, you are recognized. 

Mr. Cater. Mr. Chairman, an appendix is attached to our state- 
ment, which we request be included in the record. 

The CuatrMan. Without objection, the entire statement will be 
included at this point in the record. 

(The statement referred to is as follows: ) 


Proposed Tax ForMULA 


For all stock, mutual, and reciprocal fire and casualty insurance companies 


TAX 


1. One percent of net premiums written, after dividends to customers, and 
2. Regular corporate rates (now 52 percent) on net taxable investment income 
and present treatment of capital gains realized. 


EXEMPTIONS FROM TAX BASE 


1. On premiums, $150,000. 
2. On investment income: (a) Normal tax income, $5,000; (0b) surtax in- 
come, $25,000. 


TasL_e A.—Federal income tazes, by type of company, by years, 1943 to 1956 


Stock ! Mutual Reciprocal Total 
len ake a Ae TTA. 8A Soe MICRA othe $66, 715, 000 $5, 859, 000 $70, 000 $72, 644, 000 
eee oO oe Foes Sie em 46, 883, 000 6, 394, 000 61, 000 53, 328, 000 
NN hs hates Fist cub Sec edsosl Babee 30, 327, 000 7, 622, 000 130, 000 38, 079, 000 
a ne 10, 121, 000 8, 595, 000 255, 000 18, 972, 000 
Re ee Ghee tit kn nonce pee 25, 654, 000 9, 804, 000 142, 000 35, 600, 000 
ehh tae 88, 379, 000 11, 217, 000 147, 000 99, 743, 000 
ESR Shark ee ES ees 188, 699, 000 12, 816, 000 192, 000 201, 707, 000 
Bd debe BES hie ba le 130, 385, 000 14, 443, 000 253, 000 145, 081, 000 
Te En as wits wahcomaienaiinn 91, 723, 000 18, 294, 000 512, 000 110, 529, 000 
td doko sa nctdwan edi ce See 146, 493, 000 21, 331, 000 608, 000 168, 432, 000 
a ke 212, 554, 000 25, 569, 000 587, 000 238, 710, 000 
PU eeen BeAr oS rh, ce sanee 252, 342, 000 29, 049, 000 723, 000 282, 114, 000 
). Serre rae ee4 phd phGidsdib bhi 197, 474, 000 28, 736, 000 634, 000 226, 844, 000 
ie hee cient ai ened tint awe 60, 844, 000 27, 828, 000 579, 000 89, 251, 000 
Se OE iene on celina ata eect 1, 548, 593, 000 227, 558, 000 4, 893, 000 1, 781, 044, 
REE Ata R Sela chit nucucwhscees=h 86.9 12.8 0.3 100.0 


1 Excluding excess profits tax of $67,000,000. 
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TaBLe B.—Net premiums written, by type of company by years (after dividends 
to customers), 1943-56 


Total 
Percent 








| 


Net premiums written--.-...------- 
Federal income taxes.......--.--- 
Percentage -- - - 





1 After dividends to customers. 





Stock 


$2, 072, 907, 000 
2, 239, 160, 000 
2, 408, 611, 000 
3, 048, 334, 000 
3, 842, 442, 000 
4, 378, 180, 000 
4, 731, 715, 000 
5, 105, 561, 000 
5, 719, 550, 000 
6, 389, 599, 000 
6, 970, 891, 000 
7, 135, 352, 000 
7, 602, 469, 000 
7, 922, 666, 000 


77.1 


Stock 


1 $69, 567, 437, 000 
2 $1, 548, 593, 000 


2.2 


2 Excluding excess profits tax of $67,000,000. 


Mutual 


$458, 510, 000 


493, 797, 000 
567, 187, 000 


1, 712, 652, 000 


1, 964, 627, 000 


2, 035, 740, 000 
2, 173, 928, 000 
2, 381, 096, 000 


18, 280, 164, 000 
20. 2 





Mutual 


$18, 280, 164, 000 


$227, 558, 000 
1.2 


Reciprocal 


$44, 131, 000 
47, 680, 000 
51, 402, 

72, 


SRRaRER; 
BSESERSER 
S88SSSSSS8 


33 
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Taste C.—Federal income tawes as a percentage of net premiums written, by 
type of company, 1943 to 1956 


Reciprocal 


$2, 431, 719, 000 | $90, 279, 


$4, 893, 000 
0.2 


Total 


aut 
e 
& 


wm goses 
ono 
SSS 


ae 
S283 


Bg 
BS 


58228 
S822 
SESSSSES9S2228 


— 
SSSLO MN Mom 


oof 
BRa8 
a 

or 

= 


| 69, 567, 437, ~ 


8 
o 


Total 


320, 000 
$1, 781, 044, 000 
2 


Tarte D.—Federal income taxes as a percentage of net income before taxes, by 


type of company, 1943 to 1956 





Federal income taxes. 


} 
Net income before Federal taxes ! | 
| 
Percentage .____-- | 


1 After dividends to customers. 


Stock 





$4, 933, 121, 000 | 
2 $1, 548, 593, 000 | 


31.4 | 
| 


2 Excluding excess profits tax of $67,000,000. 


Mutual 


$988, 964, 000 | 


$227, 558, 000 
23.0 


Reciprocal 


$127, 732, 000 
$4, 893, 000 
3.8 


Total 


$6, 049, 817, 000 
$1, 781, 044, 000 
29. 4 


TABL ER. —Income retained in the business, by type of company, 1948-56 


Underwriting: 
Income. 


Deduct dividends to customers ----| 


Net underwriting income-- 
Percent to net premiums written. 


Investment: 
Net income (including tax- eae 
income) -_.-. a 
Investment gain res alized. _._-__-- 


Total investment net income-.--- 
Percent to net premiums written_.-. 


Income before Federal taxes........---- 
Percent to net premiums written __ 

Federal income and excess profits ts axes... 
Percent to net premiums written...-_--. 


INU CDs GaaheotmatvectuacKontaccdcden 
Percent to net premiums written....... 
Cash dividends to stockholders. 

Percent to net premiums written 


Income retained in the business.-.-..--- 
Percent to net premiums written... -.-_-- 


| 
| 


























Stock Mutual | Reciprocal Total 

$1, 483, 323, 000 | $2, 679,479,000 | $298, 768,000 | $4, 461, 570, 000 
$401; 124, 000 | $2, 417,794,000 | $227, 180,000 | $3, 046, 098, 000 
$1, 082, 199,000 } $261, 685,000 | $71, 588,000 | $1, 415, 472, 000 
1.6 1.4 2.9 1.6 
$3, 483, 843,000 | $680, 833,000 | $53,641,000 | $4,218, 317, 000 
$367,079,000 | $46, 446, 000 $2, 503,000 | — $416,028, 000 
$3, 850, 922,000 | $727,279, 000 ) $56, 144,000 | $4, 634,245, 000 

4 5. 
“$4, 933, 121, 000 $088, 964, 000 $127, 732, 000 000 $6, 049, 817, 000 
6.7 
$1, 615, 593, 600 $227, 558, 000 $4, 893, a $1, 848, 044, 000 
2.3 1.2 2.0 
$3, 317, 528,000 | $761, 406, 000 $122, 839,000 | $4, 201, 778, 000 

4, 

$1, 975, 2,00 CAAT I PAT eM $1, , 975,208, 00 
| $1, 342, 320,000 | $761, 406,000 | $122, 839,000 | $2, 226, 565, 000 
2.0 4.2 5.0 2.5 
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Taste F.—Percentage of net premiums written by type of company by years 
(after dividends to customers)—Percentage of total written by. stock, mutual, 
and reciprocal companies, 1943-56 

















Stock Mutual Reciprocal | Stock | Mutual | Reciprocal 
MR 0k, 80. 5 17.8 C2 eee dec 78.5 18.8 2.7 
Gch. 80. 5 17.8 a | 77.¢ 19.9 2.8 
ea Wes 79. 6 18.7 1g _ , See 76.4 20. 5 3.1 
ae 79.4 18.7 a) para 75.5 21.3 3.2 
ee 79.4 18.6 3.0 1) 1064......... 75.3 21.5 3.2 
Be itactabun~ 78.9 19.0 2.1 Risse ook 2 75.3 21.6 3.1 
intanate 79.0 18.8 2.2 3.0 


1086...--.-.--| 74.6 22. 4 








Note.—If the stock companies had maintained the position in the industry that they held in 1943 when 
they wrote 80.5 percent of the total premiums, they would have written over $600,000,000 more in 1956 than 
they actually did. 


TasLe G.—Federal income taxes actual and proposed, by years, 1943-56 








Actual ! Proposed 2 Actual ! Proposed 2 
basso $72, 644, 000 $57, 445, 000 |} 1051_.............-. $110, 529, 000 $163, 573, 000 
cinta ttiircibea at 53, 338, 000 ee gem conan 168, 432, 000 178, 027, 000 
Sohal cockhancee 38, 079, 000 7a, ore, Goo ii 1068..........<..- 238, 710, 000 194, 258, 000 
ee ee 18, 972, 000 87, 368, 000 Sita ndicanincbie 282, 114, 000 216, 218, 000 
aides died es 35, 600, 000 91,075,000 |].1055.............. 226, 844, 000 225, 962, 000 
eet atttehens:s oa 99, 743, 000 Ga eee 1 sece............... 89, 251, 000 231, 040, 000 
Sy ain eokcn nde 201, 707, 000 112, 836, 000 | 
Be Sececucascost | 145, 081, 000 131, 914, 000 | Oe des | 1, 781, 044, 000 1, 924, 150, 000 
} it j 


1 Excluding excess profits tax. 

2 Sum of (a) 1 percent of net premiums written as defined in the proposal less the $150,000 exemption and 
(b) the actual corporate rates and exemptions applicable to the respective years applied to net taxable invest- 
ment income. 


TasLe H.—Allocation of taxes paid by 37 of the largest mutual insurance 
companies, 1943-56 





Mutual-company taxes on income from— 





Underwriting} Investments Total 
ie f i $112, 3 
on minimum tax of 1 percent on premiums._--_----- 112, 398, 000 |......---- ies 
ee see oe seer ee crore ot oe errs s $22, 642, 000 } siss, 040, 000 
Taxes that would have been payable on the stock-company | 
ng, OE cence bis diew cede dimm sit Rbee as 94, 923, 000 129, 236, 000 224, 159, 000 
I Sion tht dail eidsdddiannicietnnn dimemameneiutedauea ses —17, 475,000 | 106, 594, 000 89, 119, 000 





TABLE I.—Federal income tazes actual and proposed, by type of company, 

















1943-56 
Stock Mutual Reciprocal Total 
companies companies companies 

Actual income taxes............-..-.--- 1 $1, 548, 593, 000 $227, 558, 000 $4, 893,000 | $1, 781, 044, 000 

Proposed income taxes: 
1 percent of net premiums written ?_ 699, 823, 000 179, 411, 000 24, 605, 000 903, 839, 000 
On investment income--_-....----- 794, 520, 000 220, 898, 000 4, 893, 000 1, 020, 311, 000 
Total proposed taxes-_-___.-_..._.- 1, 494, 343, 000 , 309, 000 29, 498, 000 1, 924, 150, 000 
Increase (or decrease) in taxpayments..- (54, 250, 000) 172, 751, 000 24, 605, 000 143, 106, 000 
Average annual increase (or decrease) -- (3, 875, 000) 12, 339, 000 1, 758, 000 10, 222, 000 


1 Excludes excess profits tax of $67,000,000. 
2 After dividends to customers, 
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TaBLe J.—Insurance company disbursements taxable to recipients, by type of 
company, 1943-56 














| | 
Stock Mutual 
| | 
|__Amount Amount lotensletdiinn Amount Percent 
Earned premiums, before dividends to customers._-_..-_- $65, 755, 676,000 | 100.0 |$19, 780, 531, 000 100.0 
Disbursements to taxable recipients: 
nN SE OG 2c mat amines net ghsi ieee 64, 272, 353, 000 97.8 | 17, 101, 052, 000 86. 5 
PRO MN nb cdcip oe inccdcecsccbisacudsccendeee 33, 332, 235, 000 50.7 | 10, 091, 111, 000 51.0 
OR ss ctancest ods miabtdbipubesrenadbentes 30, 940, 118, 000 47.1 7, 009, 941, 000 35.5 
Dividends to customers !...._.......--.---------------- 401, 124, 000 .6 | 2,417, 794, 000 12.2 
Dividends to stockholders--...........-..--- esse 1, 975, 208, 000 TG Voce wedi lilicctbsuadane 
Bs ate iicnnntesee teas sgiers inertial 33, 316, 450, 000 50.7 | 9, 427, 735, 000 47.7 


1 All dividends to customers are ent here as taxable to recipients. However, our study shows that 
more than 40 percent of such dividends are refunds to individuals whose premium deposits had not been 
tax deductible as business expenses. Therefore, 40 percent of such dividends do not give rise to tax. 


TasLe K.—Federal income-taw rates, by type of company, by years, 1943-56 


[Percent] 


Stock companies— Mutual companies— 


Sum of— Higher of— 
_ gaimeatedsdinemeimanananiatlciemiitacni i ceiamamecteianeatia a ann a 
| cals—Net 
Net pre- invest- 
Under- Net in- Net in- miums ! ment 
writing vestment | vestment | and gross income 2 
profit ! income 2 income? |investment 
income 
340 340 40 1 40 
340 340 40 1 40 
340 340 40 1 40 
38 38 38 1 38 
38 38 38 1 38 
38 38 38 1 38 
38 38 38 1 38 
342 342 42 1 42 
3 5034 3 5034 5034 1 50% 
352 352 52 1 52 
8 52 3 52 52 1 52 
52 52 52 1 52 
52 52 52 1 52 
52 52 52 1 52 





1 After doneanen divid idends to customers. 

2 Plus long-term capital gains at the rate of 25 percent for the years 1943-51, 1955, and 1956, and at the rate 
of 26 percent for 1952-54. 

8 Plus excess-profits tax. Although mutual and reciprocal companies were not exempt from excess-profits 
tax, in practice they did not incur any liability for such tax. 


Companies whose tax basis is less than amounts shown below are taxed at 
lower rates or are exempt: 


Years 
1943-49 1950-56 
Stock companies: Underwriting profit !, and net investment income........- $50, 000 $25, 000 
Mutual companies: 
Fees ier ramemnes Gene. ooo locas elas tabi denn cebes nde ddateuns 50, 000 25, 000 
Net Premiums ! and gross investment income. ..-.............--.----.--- 150, 000 150, 000 
RROGOGEEE: FOOG UE VORSIOOMS MII soc cng ccwawenencccnccequacnpepeeceres 100, 000 125, 000 


1 After deducting div sends to customers. 
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ToucHgE, NIVEN, BAILEY & SMART, 
CERTIFIED PUBLIC ACCOUNTANTS, 
Chicago, 1ll., January 7, 1958. 


THE NATIONAL COMMITTEE FOR INSURANCE TAXATION, 
Washington, D. C. 

GENTLEMEN: We have assisted in the preparation of and have independently 
reviewed the tables contained in this appendix, which appendix is part of a writ- 
ten statement prepared for presentation to the Committee on Ways and Means 
by representatives of the National Committee for Insurance Taxation. We have 
examined the detail supporting the tables for the purpose of ascertaining the 
correctness of the material contained therein. 

The principal statistical information contained in the tables consists of the 
combined net premiums written (after deducting dividends to customers), Fed- 
eral income and excess-profits taxes and the income retained in the business for 
the 14-year period, 1943 to 1956, inclusive. We are satisfied that this statistical 
information, which is set forth in tables A to K, inclusive, is accurately and fairly 
derived from published annual statements of fire and casualty insurance com- 
panies and the publications of Alfred M. Best Co., Inc., except for the excess- 
profits tax which is based on Statistics of Income, published by the United 
States Treasury. 

This appendix also sets forth the proposed tax formula of the National Com- 
mittee for Insurance Taxation, and the effect such formula would have had on 
taxes for the 14-year period, 1943 to 1956, inclusive. We have substantiated the 
application of the proposed tax formula and the tax computations thereunder 
and are satisfied that the computations are accurate and in accordance with 
the formula and that the tax effect is fairly stated. 

Based upon our paricipation in the preparation of the tables and our inde- 
pendent review thereof, we believe that the program and procedures followed 
to accumulate the data were adequate and that no attempt has been made in 
the accumulation of such data to present a distored or biased report. 

Very truly yours, 
ToucneE, NIVEN, Baitey & SMART. 


Mr. Carte. For the information of the committee, we have at- 
tached to our prepared statement the list of the members composing 
the National Committee for Insurance Taxation. We do not ask that 
that be included, but it is submitted simply for the information of the 
committee. 

The Cuarrman. That portion will be made available to the mem- 
bership of the committee but not included in the record then. 

Mr. Care. Thank you, Mr. Chairman. 

The National Committee for Insurance Taxation is composed of the 
chief executive officers of more than 300 stock fire and casualty in- 
surance companies, located throughout the United States. They ac- 
count for 40 percent of the number and 16 percent of the premium 
volume of all the stock companies. 

There are three basic types of insurance companies; stock com- 
panies, mutual companies, and reciprocal insurers. The Federal in- 
come-tax law discriminates against stock companies in favor of mutual 
companies and reciprocal insurers. I am here representing the na- 
tional committee in an effort to secure equality in taxation for stock 
companies. We ask that the three types of fire and casualty insur- 
ance carriers be taxed on the same basis and at the same rates. It is 
not our purpose to seek a tax reduction for the industry. Nor is it 
our purpose to subject to tax those small companies now exempt. 

Mr. Chairman, I would like to depart from my statement at this 
point to state that the figures we will use in our statement cover the 
entire fire and casualty insurance industry. They are based upon the 
publications of Alfred M. Best Co., supplemented by an exhaustive 
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study that we have made of 200 of the largest fire and casualty com- 
nanies for each of the years 1943 through 1956. This material has 
Ean reviewed by a national firm of certified public accountants and 
their opinion is included in the appendix. 

Now, in the course of my statement, I will compare the operating 
results and the taxes of the various types of companies. I want to say 
that I am not criticizing any competing companies, or their services 
which they render to their policyholders. I am concerned only with 
the inequality of the tax pace, 

Every insurance company has two divisions—an insurance division 
called underwriting, and an investment division. Insurance com- 
panies have two distinct types of income, underwriting and investment. 
Mutuals do not operate at cost. They make a profit on underwriting 
and investments just like the stock companies. Mutuals make a greater 
percentage of profit than do the stock companies. 

Mutuals return the major part of this profit to their policyholders. 
But a substantial part of the mutual profit never goes back to the 
policyholder. It is kept in the company just as it is in a stock com- 
pany. The percentage of profit retained by mutuals is more than 
double the percentage retained by the stock companies. Yet, the 
mutuals have paid only half as much Federal tax, proportionately, 
as the stock companies. This tax discrimination in favor of mutua. 
is unwarranted. We believe that the dividends paid by mutuals to 
their customers should be deductible from the companies’ taxable 
income. We do not propose to tax these dividends. 

In 1956 stock companies wrote 74.6 percent of the total fire and 
casualty business in the United States. Mutual companies wrote 22.4 
percent and reciprocal insurers wrote 3 percent. Comments about 
mutuals in this statement also apply to reciprocals, which are unin- 
corporated mutuals. 

Formerly, these three types of insurers were distinguished by their 
methods of operation. Mutuals in earlier years issued policies sub- 
ject to assessment of additional premium. However, at the present 
time approximately 90 percent of mutual policies are nonassessable. 
The elimination of the assessment feature in these policies constituted 
a fundamental change in the character of mutuals. 

All three types of companies write the same lines of insurance in 
the several States. All types use the agency or brokerage system 
as well as the direct-writing system. All are subject to strict State 
regulation. ‘There are no basic methods found in one type that are 
not found in the others. 

Mutuals are owned by their policyholders. In theory a policy- 
holder owns his proportionate part of the profit retained by the com- 
pany. But asa practical matter he never gets it. Stock and mutual 
companies sell the same insurance to the same public for an identical 
purpose in a highly competitive market. Practical and competitive 
considerations require similar tax treatment. 

The fire and casualty insurance industry is a large one. It includes 
all forms of insurance other than life. In 1956 fire and casualty 
premiums amounted to $11.1 billion as compared to life-insurance 
premiums of $13.6 billion. 
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HISTORY OF FIRE AND CASUALTY INSURANCE TAXATION 


Stock fire and casualty companies have paid Federal income taxes 
from inception at the regular corporate rates paid by other business 
corporations. Prior to 1942, most mutual fire and casualty companies, 
large as well as small, were given an outright exemption from taxation 
under the then-existing section 101 (11) of the 1939 code, although 
that section was originally designed to exempt only small and local 
mutual companies. However, the remaining mutual companies, with 
a few exceptions, ordinarily paid no tax, under the method of comput- 
ing their income specified in the law prior to 1942, even though they 
were not specifical cee from the tax. 

In the hearings before the Committee on Ways and Means on the 
revenue revisions of 1942, the Treasury suggested to your committee 
that small and local mutual insurance companies, other than life, be 
exempted and that the remaining mutual companies be taxed like 
stock companies on the sum of their net investment income and under- 
writing income after dividends to policyholders. 

Your committee, in reportin the revenue bill of 1942 to the House, 
revised the exemption contained in section 101 (11) so that practically 
all of the small, local mutual companies, including farmers’ mutuals, 
would not be required to pay any income taxes. In the case of mutual 
insurance companies which were not granted exemption, your com- 
mittee report stated that— 

* * * it is proposed to subject such companies to income tax on the sum of 
their investment and underwriting income in a manner somewhat similar to 
that used under section 204 (relating to insurance companies other than life or 
mutual). 

The House bill imposed a tax on the larger mutuals in the same 
manner as stock companies, after allowing for deductions of dividends 
to policyholders and surplus apportioned to policyholders. Small, 
local companies were exempted from tax. The House bill was 
amended in the Senate to provide the basis now in effect for mutual 
and reciprocal companies. 


PRESENT METHODS FOR TAXING FIRE AND CASUALTY INSURANCE COMPANTES 


Under existing Federal tax laws, stock, mutual, and reciprocal fire 
and casualty insurance companies are now taxed under the following 
formulas: 

A. Stock companies pay regular corporate rates (now 52 percent) 
on the sum of — 

(a) net underwriting income, and 
(b) net taxable investment income. 

B. Mutual companies pay the greater of the following two methods: 

(a) Arate of 1 percent on the gross amount of net premiums written 
(less dividends to customers), and taxable investment income, or 

(6) Regular corporate rates (now 52 percent) on net taxable in- 
vestment income only. 

C. Reciprocal insurers pay regular corporate rates (now 52 per- 
cent) on net taxable investment income only. They pay no tax on 
their underwriting income. 

The practical effect of the alternative formula for taxing mutual 
companies is that the 1 percent of gross income is generally the 


greater. 


<< "<< 2k ° 2 
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CONSEQUENCES OF THE DIFFERENT TAXING METHODS 


Under these formulas, $1.8 billion of income taxes (exclusive of 
excess profits taxes) have been paid by the industry in the 14-year 
period 1943 through 1956. During this period, mutual companies 
paid 12.8 percent of the Federal income taxes paid by the industry but 
had 20.2 percent of the premiums. 

This inequity is shown even more strikingly by a comparison of the 
relative burden of the taxes on each of the three kinds of insurance 
companies. 

The graph which follows shows the taxes paid as a percentage of the 
net premiums over the past 14 years. This points out the fact that 
stock company taxes were approximately twice as heavy as those of 
mutual companies and that reciprocals’ taxes were negligible. The 
relation of taxes to pretax net income, as shown in the second graph, 
also demonstrates that the stock companies’ burden has been substan- 
tially heavier than that of the mutuals. The reciprocals virtually 
have escaped taxation. 

(The charts are as follows:) 


TAXES AS A PERCENT OF NET PREMIUMS 
(After Customer Dividends) 


0 | 2 3% 


STOCK 2.2% 
MUTUAL 1.2% 


RECIPROCAL 0.2% 


SOURCE: APPENDIX TABLE C. 


TAXES AS A PERCENT OF 
PRETAX NET INCOME 


( After Customer Dividends) 
° 20 40% 


STOCK 31.4% 
MUTUAL 23.0% 


RECIPROCAL 3.8% 
SOURCE: APPENDIX TABLE O. 


Mr. Carr. These differences in tax burdens are the direct result of 
the different formulas under which the companies are taxed. De- 
tailed calculations covering 37 of the largest mutual companies for the 
14 years, 1943 through 1956, show that they paid total Federal taxes 
of $135 million and that, on a stock-company basis, they would have 
paid an additional $89 million. By allocating to underwriting the 
minimum tax of 1 percent on net premiums we find that these mutuals 
paid $17 million more on underwriting than they would have paid on 
a stock-company basis. 
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However, this shows that their tax on investment income was $106 
million less than it would have been had they been taxed as stock 
companies. It is difficult to see any way in which investment income 
received by mutual companies differs from that received by stock com- 
panies or reciprocal companies, or companies in any other industry. 

Business tends to flow toward any tax-favored group. The follow- 
ing list shows the percentage of the industry’s total net premiums 


written by stock companies. 

Percent Percent Percent 
i itnadieumieniimiogts I i eetincereimeer Bs OH BOR dpeceneoat 75. 5 
eR 80/0:11040 22. eC? 9964. a 75.3 
WOE witteitnincnct et a ae 78.6 11066 60s dence 75.3 
BB ish didi nienind Te OE NE Le ese i ctiewnts BF Bt ROO ann tiprevertdian 74. 6 
ei eemaetedinettneent TOs 8 | Aah een acionne 76,4 


You will see from the accompanying chart that the percentage 
has declined steadily year by year from 80.5 to 74.6. If the stock 
companies had maintained the position in the industry that they held 
in 1943 when they wrote 80.5 percent of the total premiums, they 
— have written over $600 million more in 1956 than they actually 

id. 

The mutuals, although claiming to be “nonprofit” organizations, 
have as a practical matter earned and retained substantial profits 
from underwriting and investments. At the beginning of the 14- 
year period the surplus of the mutuals and reciprocals amounted to 
$315 million. During the following 14 years their surplus was in- 
creased by retained income of $884 million plus unrealized capital 
gains of $252 million, a total increase of $1,136 million. 

Mr. Chairman, I would like to depart from my statement at this 
point to say that I am not criticizing the mutuals setting up this sur- 
plus, nor am I stating that they were excessive. But they were built 
up on a tax-favored basis. 

The mutuals and reciprocals by reason of their lesser tax burden, 
were able to retain much more of their net income than they other- 
wise could have. They also were able to retain more than twice as 
much, proportionately, as their stock-company competitors. This 
makes available to the mutuals capital funds to support expansion of 
their business and for other future competitive uses, such as premium- 
rate reduction. 

This retained income is added to surplus. As I have above noted, 
the contention is sometimes made that in the case of mutuals the sur- 
plus is owned by policyholders, but as stated in the report of your 
committee in 1942: 

There is no assurance that they will ever be paid out. The only probable 
occasions for such a distribution are a catastrophic loss or the dissolution of 
the company; in either case the recipients will be others than those who con- 
tributed to the surplus. That is, the policyholders receive this distribution in 
their capacity of proprietors rather than in their capacity of patrons. For 
many companies even these contingencies are extremely remote, and for prac- 
tical purposes the unapportioned surplus becomes an autonomous fund accumu- 
lating in perpetuity. 

The contention has also been made that the dividends of mutuals 
produce more tax in the hands of their customers than do dividends 
paid by the stock companies to their customers and stockholders, and 
that the sum of the taxes generated by the mutual insurance dollar 
exceeds that generated by the stock-company insurance dollar. How- 
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ever, any fair comparison must include the tax effect of all disburse- 
ments of the insurance-company dollar. Our study shows that the 
stock-company disbursements produced more taxable income to recip- 
ients than did mutual-company disbursements. This is shown by 
table J in the appendix. 

In conclusion, we respectfully submit that the serious disparity in 
the tax treatment of stock, mutual, and reciprocal companies should 
be eliminated. We believe that the tax proposal of the national com- 
mittee which will be presented by the next witness is best for achiev- 
ing this. At the same time, we wish to make it clear that our basic 
purpose is to achieve equality of taxation on any reasonable basis, 
whatever that basis maple 

Mr. Chairman, with your permission, my colleague, Mr. Walton, 
will present our specific proposals for the taxation of all companies 
in this industry. 

The Cuairman. You are recognized, Mr. Walton. 

Mr. Watron. I have given my name, Mr. Chairman, and I want 
to emphasize that the national committee’s proposal, had it been in 
effect during the past 14 years, would not have reduced the revenue 
paid to the Treasury. It would have increased it, specifically, by 
$143 million. I want to make it clear that this proposal woubt: con- 
tinue the exemption of some 2,000 small mutual companies which 
write only about one-half of 1 percent of the industry’s premiums. 

There are, of course, several methods by which equality of Federal 
income taxation for all fire and casualty companies could be achieved. 
Those readily apparent are the three methods now used. All could 
be taxed alike: () by the stock company method, (2) by the mutual 
er method, or (3) by the reciprocal method. 

If all the companies, during the 14 years, 1943 through 1956, had 
been taxed on the stock-company basis the revenue to the Treasury 
from mutuals and reciprocals would have been doubled approxi- 
mately. If all the companies had been taxed on the mutual basis, 
the taxes paid by the stock companies would have been reduced by 
some 40 percent. If all the companies had been on the reciprocal 
basis, the revenue to the Treasury would have been even less. 

In order to equalize the taxes paid by fire and casualty insurance 
companies in a manner adapted to the special nature of the industry, 
and at the same time protect the revenue to the Treasury, the national 
committee proposes that the Federal income tax of all stock, mutual, 
and reciprocal fire and casualty insurance companies be the sum of 
the following items: 

(a) One percent of net premiums written, after dividends to cus- 
tomers; and 

(6) Regular corporate rates (now 52 percent) on net taxable in- 
vestment income and present treatment of capital gains realized. 

You will note that the two parts of the proposed formula are almost 
identical to the two parts of the present formula. Mutuals pay 
either (a) or (0). We propose that the tax be the sum of (a) and 


(5) for all kinds of companies. 

It is proposed to exempt from taxation all of the farmers’ com- 
panies and other small local companies. It is our proposal to make 
uniform the special treatment which has been accorded small com- 
panies—stock, mutual, and reciprocal. These small companies consist 

20675—58—pt. 153 
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principally of 2,000 mutuals (80 percent of all mutuals). These ex- 
emptions are detailed in the appendix. 

ere long has been recognition of both the advantages of a gross- 
income tax and the advantages of a net-income tax. The fire and 
casualty industry has had both forms of tax over the past years. 
This proposal introduces no new concepts of taxation for the industry. 
The first part, the gross-income tax of 1 — of net premiums, 
has been a part of the mutual companies’ Federal tax formula since 
the Revenue Act of 1942. The second part of the proposal, the net- 
income tax on net taxable investment income, has been in effect for 
stock companies since inception of the Federal income tax. Since 
1942 it also has been applied to reciprocals and, as an alternative tax, 
has been applied to mutuals. 

All 48 States have applied a premium tax to both the fire and casu- 
alty and the life-insurance industries for many years. Of the 34 
States which apply a net-income tax to most other industries, only one 
applies such a tax to insurance. The State premium taxes have been 
applied to stock, mutual, and reciprocal companies alike. 


EFFECT UPON THE FIRE AND CASUALTY INSURANCE INDUSTRY 


The national committee’s proposal applies each of these methods to 
the type of income to which it is most appropriate in this industry. 

(a) With regard to the investment division of the business, we be- 
lieve that the net-income tax on all taxable investment income is appro- 
priate for all three types of carriers. We see no difference in invest- 
ment income in the fire and casualty industry from investment income 
in other industries. 

(6) With regard to underwriting income, we believe that the gross- 
income tax on premiums is appropriate for all three types of carriers. 
Such a tax on premiums is adapted to the nature of the fire and casu- 
alty insurance industry. 

‘nder the present law applicable to stock companies, provisions for 
future catastrophic losses are not deductible in determining current 
net taxable income. Yet such losses do come, and prudence dictates 
that. companies should have a fund to meet such occurrences. The 
hurricanes of 1954 and the floods of 1955 are recent reminders of what 
can press Major fires in Boston, San Francisco, and Chicago stand 
om ms istory. This problem would not be present under the proposed 

ormula. 

Fire and casualty premium rates are strictly regulated by the several 
States. There is intense competition in every line of fire and casualty 
insurance in every State. This is one of the ways in which our indus- 
try differs from most others. We have competition and State regula- 
tion in all phases of our business, including rates. To the extent that 
competition would permit, and to the extent that the States would 
permit the inclusion of a 1-percent Federal premium tax as a cost ele- 
ment in the base of the premium rate, the premium would be increased 
accordingly but not to exceed 1 percent. 

The taxes we propose would be much simpler to administer. Under 
the present law applicable to stock companies, the determination of 
underwriting net income involves a determination of both gross income 
earned and of allowable deductions. A great deal of statistical labor 








: 
: 
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is necessary in accumulating the facts; many controversies arise be- 
tween the taxpayer and the Internal Revenue Service over provisions 
for claim reserves. The gross-income tax on premiums as proposed 
is free from these difficulties because determination of net premiums is 
simple and definite. 

The calculation of taxable investment income has been required of 
each of the three types of carrier by present law. The proposal does 
not change this requirement. Moreover, the problems in connection 
with these investment income calculations have been minor in com- 
parison with those encountered in determining underwriting net in- 
come. 

EFFECT UPON FEDERAL TAX REVENUE 


The effect of any tax change upon the Federal revenue must be 
examined especially carefully at this time. Had our proposal been in 
effect over the 14 years, 1943 through 1956, the total revenue to the 
Treasury from all 3 types of companies in the industry would have 
been $1,924 million instead of the 817 81 million actually collected in 
income taxes. This is a net increase of $143 million. 

The tax on premiums which we propose would, over the years, 
provide a much more stable revenue to the Treasury. The solid line 
on the graph below shows actual amounts received annually from the 
fire and casualty insurance industry. The broken line shows the 
revenue the Treasury would have received. 

(The chart is as follows :) 


FEDERAL TAXES PAID AND TAXES PAYABLE IF PROPOSAL HAD BEEN IN EFFECT 
MILLIONS 1943 to 1956 MILLIONS 
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Under the proposal there would not have been the extreme fluctua- 
tions; instead, there would have been a steady rise that would have 
been predictable within a small margin of error. For the year 1956, 
the proposal would have brought in $140 million more than the actual 
taxes. Although the figures for 1957 have not yet been reported, the 
results for the first 9 months indicate that for the complete year 1957 


the extra revenue to the Treasury under our proposal would have been 
even greater, probably in excess of $200 million. By taking into ac- 
count the year 1957, the stock companies, under our proposal, would 
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ne paid during the entire 15-year period more tax than they have 
paid. 

Let me summarize the advantages of the proposal : 

1. It would eliminate the tax inequities among the competing stock, 
mutual, and reciprocal companies. t 

2. It would be less expensive to administer both for the companies 
and for the Internal Revenue Service, especially by eliminating the 
tax problems in connection with claim reserves. 

3. It would have provided a more stable source of revenue for the 
United States Treasury. 

4. It would have increased the aggregate revenue received over the 
years, including an additional $140 million in 1956 and substantially 
more than that amount in 1957. 

In conclusion, we believe that this proposal for taxing all fire and 
casualty companies on the same basis and at the same rates is sound. 
I would add that the two objectives that we have, Mr. Chairman— 
namely, to obtain equality of taxation for all three types of com- 
panies in this industry, and to obtain a form of tax adapted to the 
nature of this industry, have been achieved by another section of this 
industry or the life-insurance industry as you may view it. They 
have achieved both of these objectives since 1921. 

Our proposal would eliminate the present competitive impact of 
the different methods and formulas now applied to these companies. 
Tt-is not the only method or formula that would accomplish this. Al- 
though we believe strongly in the merit of our proposal, our basic 
purpose is to achieve equality of taxation on any reasonable basis, 
whatever that basis may be. . 

Thank you. 

The Cuatrman. Mr. Cate and Mr. Walton, for purposes of the rec- 
ord, let us be clear at this point just what the provisions of existing 
law are with respect to the Federal taxation of mutual, fire, and 
casualty companies, stock companies, and perpetuals. 

As I recall, stock companies are taxed under section 831 of the 
code, and they are taxed on total income. That is their underwriting 
income plus their investment. Underwriting income, as I under- 
stand it, is the excess of premiums over the sum of expenses and losses 
— Underwriting income could be negative, as a matter of fact. 
Mutual companies are taxed at the higher of two computations, as 
you pointed out. Either they are regular corporate rates applied to 
investment income alone, leaving underwriting income out of account, 
or, two, a 1-percent rate applied to gross income; that is, income plus 
gross premiums under section 821. 

Mutual companies under existing law with less than $75,000 of 
gross receipts are wholly exempt from taxation under section 501. 
Then the perpetuals, as I understand, are taxed under the same provi- 
sion as stock companies are taxed, in section 831. 

Now is that not existing law with respect to all of the various types 
of fire and casualty companies? 

Mr. Watton. That summarizes it very well. 

The CuarrMan. Just very briefly, because you have gone over this 
and I don’t want you to repeat too much, but very briefly what you 
suggest in your presentation is that the three types of companies deal- 
ing in the field of fire and casualty insurance be taxed on the same 
basis. You would apply in this area the same reasoning and logic 
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that Congress has applied over the years in the field of life-insurance 
companies, so that whether they are stock or mutual or whatnot, they 
would all be taxed under the same arrangement. 

Now, what is the actual effect of the proposal? You say it does not 
decrease taxes, and had it been in effect in the past several years, we 
' would have gotten more money; I assume, therefore, that the net 
effect on all of the companies involved would be to increase the over- 
all burden of taxation paid by these fire and casualty companies in the 
future compared to existing law. 

Mr. Watton, Mr. Chairman, with respect to all of the companies 
taken as a group, that is correct. 

The Cuamman. But which of the companies under your proposal 
would have the larger degree of the increase? Would it be the stock, 
the mutuals, or the perpetuals? 

Mr. Watton. The mutuals would have had their tax increased 
rather substantially. 

The CuatrmMan. Because the sum of the two methods, rather than 
the alternative, would bring into the Treasury more revenue? 

Mr. Watton. That is right. 

The Cuatrman. Now, have you considered whether or not by the 
sum of the two methods, we impose too great a burden upon the mu- 
tual companies and thereby make it less likely or less possible for them 
to carry out the contracts that they have entered into with the 
insureds ? 

Mr. Watton. I believe, Mr. Chairman, very definitely that the 
extra burden that this proposal would impose upon the mutuals would 
be for them a very light one. One of the principal reasons I say that 
is that their overall tax during the past 14 years has been an amount 
equal to 1.2 percent of their premiums, whereas the stock companies 
overall income tax has been 2.2, and if you add the excess profits taxes 
to which we were subject, it would bring it up to 2.3. In other words, 
it is practically double the mutual tax. 

However, the dividends of mutuals to their customers during this 
period has approximated 12.2 percent of the premiums. So even if 
all of this extra burden that we are contemplating for the mutuals; 
namely, approximately 1 percentage point of their premiums, had 
been taken out of their dividends, they still would have had a dividend 
something in excess of 11 percent of the premiums. 

Now, that compares with dividends to customers on the part of 
stock companies of only six-tenths of 1 percent of their premiums. 
So competitively, I cannot believe that mutuals would have been bur- 
dened unduly. 

However, the burden that we are asking is simply the burden that 
stock companies would be carrying at the same time, and there is no 
difference whatever. 

The Cuamman. But your proposal as I understand it and I don’t 
know the details of it other than what you gentlemen have said here 
seems to provide for the increase that we have discussed from the tax- 
ation of mutual companies. Also, there seems to be a lesser rate of 
tax for the stock companies. As I view the provisions of section 831, 
we would derive more revenue from stock companies under that pro- 
vision than we would under the provision which you recommend this 
morning for the taxation of stock companies. 
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Now, if that is true, are we justified in decreasing the burden of 
taxation on stock companies, ond increasing the burden of taxation on 
the mutual companies under the situation that exists in the fire and 
casualty insurance area, wherein stock companies unlike natural stock 
companies are the big companies, and mutuals by and large are the 
small companies. 

Mr. Watton. I would say this, Mr. Chairman: In the appendix, 
table I, we show that during these particular 14 years in the past that 
the stock companies have paid $1,548 million of income tax alone, ex- 
cluding excess profits taxes. Under our proposal, they would have 
paid $1,494 million or in other words, the tax disbursements of the 
stock companies would have been lower under the proposal as you 
have suggested by $54 million. 

However, by the inclusion of 1 more year, 1957, for which we have 
not yet of course the reports, although the industry has published 9- 
months figures—based on those it is our estimate that the stock com- 
panies during the 15-year period would have paid under our proposal 
in excess of $50 million more than they have paid during that 15 years. 
In other words, there will be no saving to the stock companies when 
we consider the current year of 1957. 

The Cuarrman. I understand your primary purpose today is to sug- 
gest that there be equality of treatment. In connection with the 
providing of equal treatment, you havea plan. If it should develop, 
however, upon consideration of the matter by the committee, that 
there should be some fault in the plan that you suggest, your primary 
concern is that the committee develop a plan that would provide for 
equality of taxation. 

If the committee thinks this isn’t the way to do it, you are still ask- 
ing the committeemen to try to develop some alternative plan. 

r. Care. That is our major objective, Mr. Chairman. 

The Cuatrman. Why didn’t you develop a plan, and I am asking 
these questions solely for information, but if you want equality of 
treatment, that would not shift the burdens of the tax as appear to be 
under your plan, from the big to the small companies, why does not 
your plan make some arrangement for the lifting of those companies 
that you think are in a tax sheltered area up to the more realistic level 
which is imposed upon the stock companies at the present time. 

Mr. Watton. I am glad you pointed out this one point, which is 
mentioned earlier. I want to emphasize that although there are 
many very small mutual companies, some 2,000 companies that now are 
exempt the remaining mutual companies, some 385 as I recall, include 
some of the largest insurance companies in the country, some of the 
very largest. 

ow, the stock field although containing a number of large com- 
panies, contains many very small companies, a great many very small 
companies. Therefore, I conclude that We cannot put the mutuals 
in the small class and the stock companies in the large class, and far 
from it. 

The Cuarrman. I am seeking information on that point. 

Mr. Warton. With respect to the second part of your question, why 
we did not propose regular corporate rates for example for all com- 
panies, is that regular corporate rates would make us happy in that 
it would achieve for all companies this matter of equality. But if 
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regular corporate rates had been imposed ge the mutual companies, 

their additional burden in comparison with actual taxes would have 

been considerably greater than the additional taxes under our pro- 
osal. 

i The Cuarman. And is it your thought that by doing that, we 

would impose such burdens as to perhaps be disastrous to some mutual 

companies ¢ 

Mr. Watton. I would not go that far, Mr. Chairman, because even 
the imposition of regular corporate rates on mutual companies, I 
assert, would not jeopardize their operations substantially. 

The Cuatrman. Are there any fusion questions ¢ 

Mr. Mason. I have just one question. Under present law, those 
$75,000 companies and below are exempt ? 

Mr. Watron. That is right. 

Mr. Mason. For both groups, is that right? Then, under the pro- 
posal of 52 percent or whatever it is, they still would be exempt? 

Mr. Warton. I must say that the $75,000 exemption applies to 
mutual companies but it does not apply to stock companies. 

Mr. Mason. At the present time, is that true? 

Mr. Watton. That is true. 

The Cuarrman. Are there any further questions! 

Mr. Sapiax. Mr. Chairman, I ask this question for information 
because I am not clear as to the representation of these two gentle- 
men. At the outset, Mr. Cate stated that he was appearing as attor- 
ney for the National Committee for Insurance Taxation. I have read 
through the roster of the companies who are associated here, of your 
group and who are representing today, and I am presuming that you 
are appearing as the National Committee for Insurance Taxation for 
those 304 companies ¢ 

Mr. Care. That is correct. 

Mr. Sapiakx. The reason of my inquiry is this: Having amon 
my representation, from Connecticut, which has always been called 
the insurance center of the world, and having read the roster, I find 
only one company listed there as a member of your organization, 
namely the Fire & Casualty Insurance Company of Connecticut, Mr. 
Gengras, chairman of the board, a very fine and able and energetic 
man, but I don’t find any listing of the large companies of which we 
have so many home offices in Hartford. 

Will you tell me whether that is another organization, which will 
be subsequently represented and I am asking that question for my 
information. 

Mr. Cate. Mr. Sadlak, the largest eastern companies, and I use 
that term generall speaking, are represented primarily by the Na- 
tional Board of Fire Underwriters. I do not know whether they 
will appear or not. We have discussed our proposal in detail with 
almost all of those companies. Many of the members stated to us 
individually that they were in favor of our proposal. Many stated 
that they were not in favor of our proposal. 

The position which has been reported to us by the national board 
is that they were opposed, and that they preferred the corporate rate 
of taxation for stock companies as is presently in the law and appli- 
cable to companies in other industries. I know of no stock companies 
that are in favor of the preferential tax treatment given mutuals. 

Mr. Sapiax. Thank you. 
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The Cuairman. Mr. Curtis will inquire. 

Mr. Cortis. Mr. Cate, on page 7 of your statement you showed 
the 14-year growth of surplus of mutual and reciprocals, from $315 
million, increased to $1,136 million, which is a little better than 3 
times increase, but you don’t show what the similar growth was in 
surplus of the stock companies. I wonder if you have that so that 
we have a comparison ? 

Mr. Carte. Yes, sir, Mr. Curtis. At the commencement of the same 
period, that is 1943, the stock companies had $2.221 billion in sur- 

lus. During that same period, during the 14 years, there was $1.342 

illion of retained income. 

These figures are all for the stock companies. Unrealized capital 
_o of $3,376 million made a total increase of $4,718 billion. The 

gures are comparable for the figures I have oo for the mutuals. 

Mr. Curtis. In comparing rates, yours would have been the stock 
companies are doubled, while the mutuals are between 3 and 4 times? 

r. Catz. That is correct, sir. 

The Cuarrman. Are there any further questions? If not, we thank 
you gentlemen for your appearance and the information you have 
given the committee. 

Mr. Cate. Thank you, Mr. Chairman. 

(The following letter was received by the committee :) 


LINCOLN CASUALTY Co., 
Springfield, Il., February 4, 1958. 
CHAIRMAN, HousE WAYS AND MEANS COMMITTEE, 
House of Representatives, Washington, D. C. 


GENTLEMEN: It is my understanding that representatives from the National 
Committee on Insurance Taxation appeared before your group on Tuesday, 
January 14, 1958, and advocated a change in the basis for taxing all fire and 
casualty insurance companies. 

Further, it is our understanding that we were represented as being in support 
of the method of change in taxation which the committee proposed, while in 
fact this is not the case. 

We have requested the National Committee for Insurance Taxation to keep 
us on their mailing list in order that we may be kept abreast of the various 
changes in methods of taxation which their study group might uncover but we 
in no way have authorized this particular group to represent us at this time. 

The change in insurance taxation which they have proposed is not in any 
manner in accordance with our thinking as to the method of proper taxation for 
fire and casualty companies and should in no manner be construed as such. In 
fact the proposal which was submitted to your group had not previously, to my 
knowledge, been even submitted to our company for our consideration. 

I trust the above letter will properly set forth our position in this matter inas- 
much as we desire to oppose the proposed changes made by the NCIT. 

If you have any questions or would like further clarification of our position 
in this matter please do not hesitate to write. 

Sincerely yours, 
Rosekrt P. Butts, Jr., President. 


The Cuarrman. Our next witness is Mr. Vernon Herndon. 

Mr. McCarruy. I would like to make the request that the commit- 
tee hear Mr. Butler at this point for the reason that he must leave to 
make a connection in order to leave town early this afternoon, and that 
he be permitted to testify out of order. 

The Carman. And testify at this point before the Chair recog- 
nizes Mr. Herndon ? 

Is there any objection to the request of Mr. McCarthy, that we 
hear Mr. Butler who is from St. Paul, Minn., at this point? I assume 
he has to leave town. 





GENERAL REVENUE REVISION 821 


Mr. McCarruy. Mr. Butler is in a position of having to leave town 
before he can be reached on the calendar. 

Mr. Mason. If that is true of many of these witnesses, and I am 
sure it is true of Mr. Herndon—he does not want to stay in town 
another day, or another afternoon. 

The Cuarrman. Are you here in Washington ? 

Mr. Hernpon. I am from Chicago. 

The Cuarrman. What is your situation ? 

Mr. Hernpon. My situation is to leave this afternoon late. 

The Cuatrman. If we reach you immediately after we reconvene, 
or possibly before we adjourn this morning, depending upon Mr. But- 
ler’s presentation, would that be suitable with you? 

Mr. Hernvon. It is at your pleasure, Mr. Mills. 

The Cuatrman. The Chair hears no objection, and Mr. Francis D. 
Butler will come forward. 

Will you give us your name and your address and the case file in 
which you appear for the record ¢ 


STATEMENT OF FRANCIS D. BUTLER, REPRESENTING IRON ORE 
LESSORS ASSOCIATION, INC., OF ST. PAUL, MINN. 


Mr. Butter. I wish first to express my appreciation of the oppor- 
tunity. I have a peculiarly difficult reason for getting out of town. 

My name, Mr. Chalet and members of the committee, is Francis 
D. Butler, and I am a member of the law firm of Doherty, Rumble & 
Butler, of St. Paul, Minn. I appear on behalf of the Iron Ore Les- 
sors Association, Inc., of which 1 am a director. 

It represents a large group of owners of iron mines, which dispose 
of the ore in place - sales contracts generally called leases, under 
which the ore is paid for by the ton removed instead of by a single 
sale of a specified area for a lump sum. 

I have o~ personally interested in the iron ore mining business 
for over 30 years, and i have represented both mine operators and 
landowners which have sold their iron ore by lease contracts. 

My testimony will be in support of H. R. 5135, introduced by Rep- 
resentative McCarthy, of Minnesota. This bill provides that the 
Internal Revenue Code should be amended so as to provide that pay- 
ments for iron ore sold in place are payments for capital assets, and 
that the grain thereon shall be taxed at the capital gain rates. Such 
tax treatment already applies to coal and to timber which is sold 
under similar lease contracts. 

If the owners sell a tract of iron ore land outright, the proceeds 
are properly treated as a return of capital and the tax falls on the ° 
difference between the cost and the sales price. However, ordinarily 
iron ore cannot be disposed of for a lump sum because the amount 
of usable ore in the ground cannot be accurately calculated in ad- 
vance and because it usually takes many years to get the ore out of 
the ground and most mining operators are not in a financial position 
to pay for it in advance, years before they can realize anything on it. 

For these reasons, a lease is made by the owner of the iron ore 
whereby the lessee will mine the iron ore over a period of years and 
pay a specified royalty per ton as each ton is mined. The ore usually 
is the only practical value in the land and therefore such a lease is 
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the equivalent of, and in effect and reality is an installment sale of 
capital asset, namely, the land. 

Under the present Internal Revenue Code, payments received on 
sales of iron ore under leases at specified rates per ton are treated 
as ordinary income although such sales constitute final dispositions 
by the owner of irreplaceable capital assets. 


SIMILAR PAYMENTS FOR TIMBER AND COAL ARE TREATED AS CAPITAL GAINS 


The present Federal income-tax laws discriminate against iron- 
ore lessors insofar as the royalties received are treated as ordinary 
income instead of receipt of gain upon the sale of capital assets. 

Under section 631 (b) and (c) sales of timber at a specified price 
per thousand feet under cutting contracts and sales of coal at a 
specified price per ton under coal leases by owners of an economic 
interest therein are properly treated as capital transactions. Both 
are contracts providing for the removal of the natural resources, just 
as are iron ore leases. 

The practice of leasing iron ore is similar to the practice of leasing 
coal lands and is dissimilar to the mining practices of other minerals. 
Both coal and iron ore are found generally in beds embracing rela- 
tively large tonnages whose extent may be roughly approximated by 
drilling, although the mining process remains subject to the hazards 
involved in all operations on materials underneath the surface of the 
earth, since the interpretation of drill samples may be faulty and the 
ore bodies between drill holes have variations not subject to predic- 
tion and the amenability of the materials to beneficiating processes 
is not subject to accurate prediction. 

The parties know generally that there is some ore or coal there 
but neither knows just how much. Therefore, they make an arrange- 
ment for payment for the coal or ore as it is found and removed, and 
commonly call that arrangement a lease. 

Coal and iron ore are also similar in that both are basic commodi- 
ties of relatively low value per ton but with enormous tonnages pro- 
duced annually to sustain our economy. In this they are also like 
timber, which is relatively cheap and produced in large quantity. 

Iron ore is also like coal and like most timber in that it is normally 
disposed of under leases or contracts extending over many years. The 
bulk of iron ore has been and still is disposed of under leases of 50 

ears’ duration. There is simply no justification for a distinction 
tween the method of taxing coal and timber and that for taxing iron 
ore. 
NO APPRECIATION UNDER OLD LEASES 


Iron ore, like coal, has been for the greater part disposed of under 
old leases which specified a flat royalty per ton and which did not 
protect against inflation. The most usual rate was 25 cents per ton. 
Unlike leases of oil and gas, which are usually on a percentage basis, 
the royalty on these old leases does not increase automatically as the 
price of the ore increases. 

Most recent leases have varying degrees of partial protection against 
inflation, but even that protection has been largely diluted or even 
destroyed by the sharply graduated taxes that have been imposed 
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upon the owners by treating the sale price of the ore, or royalties, as 
ordinary income, instead of the etal gains they are in fact. 

To summarize: The disposition of iron ore under lease for specified 
royalties per ton is the sale of a capital asset in installments not un- 
like the sale by a farmer of a farm for a price paid in installments. 
It is also similar in all material respects to the disposition of timber 
and of coal under cutting contracts and coal leases, both of which are 
recognized as capital transactions under section 631 (b) and (c). 

Accordingly, it is proposed that sections 272 and 631 (c), Internal 
Revenue Code, 1954, be amended by preceding the word “coal” wher- 
ever it occurs by the words “iron ore or” as more fully set forth in H. R. 
5135, and that section 1231 (b) (2) be amended by adding after the 
word “coal” the words “or iron ore.” 


ESTIMATED LOSS OF REVENUE 


The loss of revenue to the Treasury may be calculated from public 
sources with substantial accuracy. It will approximate $3 million 
annually without allowance for the increased production it may stim- 
ulate. 


THE PROPOSAL WOULD STIMULATE DOMESTIC MINING AND LABOR 


In addition to the fairness of such treatment, such amendment 
would stimulate the discovery and development of new deposits within 
the United States with increased labor and taxable income. 

As you know, iron ore is becoming an article in short supply rela- 
tive to the enormous demand of our blast furnaces, and many United 
States companies have found it desirable to go afield for new deposits 
such as in Labrador, Quebec, Venezuela, and Africa; and now the Bra- 
zilian high-grade deposits are being made available. The Lake Su- 
perior open-pit deposits of direct shipping ore are nearing exhaustion 
and substitution is being sought through the very expensive process 
of converting the hard iron-bearing rock called taconite into usable 
iron ore. 

The conversion of taconite into usable iron ore is interesting. It 
requires huge investment in plants and greatly increased hours of 
labor per ton to produce compared to the open-pit operations in pro- 
ducing the ordinary iron ore which is nearing exhaustion. The prod- 
uct is expensive but its quality substantially increases the daily output 
of the blast furnaces. The balance between this valuable but expensive 
domestic product and the cheap, high-grade foreign ores is precarious, 
and putting the tax burden on the domestic product on a fair basis 
will tend to development of the domestic taconite of which we have 
enormous undeveloped reserves rather than the acquisition of vulner- 
able foreign mines and even more vulnerable oceangoing transporta- 
tion facilities. 

Labor has a definite stake in the continuance of mining operations 
in both ordinary iron ore and taconite and in the processing of these 
ores. In both fields large numbers of men are employed, and this 
legislation, which will definitely encourage a continuance and expan- 
sion of these activities, is of real importance to those engaged in them. 
It is of like importance in maintaining our declining tax base. 
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Appended is a relevant excerpt from an address of the Secretary 
of the Interior, +b amend 27, 1957, on this question of foreign ores. 
I would be glad if that could be made a part of the record. 

The Cuarman. Without objection, it will appear in the record. 
(The document is as follows:) 


APPENDIX TO STATEMENT OF FRANCIS D. BUTLER IN SupPPorT OF H. R. 5135 





EXCERPTS FROM ADDRESS OF SECRETARY OF INTERIOR SEATON, SEPTEMBER 27, 1957 


In consumption of iron ore, American industry is in a period of transition— 
transition from a primary reliance on our known reserves of high-grade ores or 
direct shipping ores to a greater reliance on lower grade domestic ores and on 
imports of high-grade ores. 

Since World War II the transition has rapidly accelerated. 

In 1945, Minnesota had known reserves of direct-shipping or high-grade ores 
amounting to approximately 1 billion long tons. By 1954, this figure had dropped 
to 900 million ; a year ago, in 1956, to 800 million. 

Imports, meanwhile, have steadily gone up. In 1944, the United States im- 
ported less than 1 million tons; in 1956, 30 million tons. This year we are im- 
porting about 33 million tons, and it now appears certain that such imports will 
continue to increase, at least in the foreseeable future. 

We are determined, however, that we shall not be forced to rely on imports 
alone. In our own country, and particularly under Minnesota soil, we have 
abundant known reserves of lower grade, iron-bearing materials—known re- 
serves—which, at our current rate of production, can probably supply our needs 
for iron for a century or more. 

A large part of these reserves is made up of an iron-bearing rock known as 
taconite. The iron content may be either magnetic or nonmagnetic. 

For years the Bureau of Mines, the State of Minnesota, the University of 
Minnesota, and private companies have worked together toward the economic 
production of iron from the magnetic taconites. 

Let me mention in particular here the work of Prof. Edward Wilson Davis, a 
real pioneer in taconite research; and the contribution of the State administra- 
tion of Minnesota and the State legislature, which in 1941 liberalized the tax 
laws and thereby encouraged private industry to engage in taconite mining on 
a big scale. 

Hundreds of millions of dollars have been invested. 

Within the past 18 months the results of all these endeavors have come to 
fruition; iron from taconite is for the first time becoming competitive with 
direct shipping ores. 

Four years ago production of taconite concentrates was about 500,000 tons. 

Last year it was 5 million. This year it may go up more than 6 million, and 
higher in the years ahead. The taconite industry has assuredly come of age. 

Yet in the interests of the long-term strength of domestic iron mining, and 
against the day, however distant, when the world’s high-grade reserves will be 
in short supply, an important task remains—one which also requires effective 
teamwork. 

We must now learn to extract iron economically from the kind of taconite 
which is nonmagnetic. Already that work is underway. 


Mr. Butter. There are known iron-ore deposits in 30 of the States 
of the Union, and if there is a reasonable prospect of being able to 
retain a fair share of the profits from the expensive drilling and test- 
ing of such deposits it is to be expected that bold and imaginative men 
will undertake such exploration and testing. However, if the proceeds 
are to be taxed as ordinary income, the inducement fades away. 

There are vast tonnages of the so-called intermediate ores lying 
between the rapidly disappearing high-grade direct shipping ore and 
the lower structures of iron-bearing rock called taconite. A very 
large portion of these intermediate ores are not presently feasible for 
mining and shipping without high-cost processing by various methods 
such as crushing, screening, heavy media, roasting, flotation, magnetic 
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separation, and agglomeration. The construction and operation of 
such plants for these intermediate ores will require very large capital 
investments, but the foreseeable accomplishments along this line will 
not only greatly improve the iron-ore reserve position of our country, 
but also will broaden the tax base of our economy through the genera- 
tion of earnings and wages, 

The State of Minnesota with foresight amended its tax laws to induce 
Minnesota taconite development and already hundreds of millions of 
dollars have been spent on plants employing thousands of wage earners. 
Stimulus to development of the intermediate ores located in many 
States should produce like results. 

The proposed amendment will thus encourage the important and 
indeed necessary search for and development of new usable deposits 
which not only could more than offset the small loss of revenue but 
increase our payrolls and give us greater protection in national emer- 
gencies, 

Finally, H. R. 5135 will not only subject iron-ore sales to taxation on 
a sound basis, but just as importantly, will correct a glaring inequitable 
tax discrimination against iron ore as compared to the corresponding 
taxation of coal and timber. 

Thank you very much, Mr. Chairman. 

The Cuatrman. Are there any questions ? 

Mr. McCarruy. Mr. Butler, when the revision of the 1954 code was 
under consideration, as I recall the House version did give the same 
treatment to iron ore as was given to coal and timber, is that not right? 

Mr. Butter. No, Mr. McCarthy. ‘The Senate version did and the 
House version did not. 

Mr. McCartuy. The House version did not, then ? 

Mr. Butter. In conference, a proposal basically similar to this was 
eliminated. 

Mr. McCarruy. Did you testify before the House committee? 

Mr. Butter. Yes; before the House committee in the big hearing in 
1954. 

Mr. McCarrtuy. It is your opinion, as you stated here, that the min- 
ing techniques, all of the problems of discovery and development as well 
as the contractual arrangements with regard to lessees are essentially 
the same, are they not, regarding coal and timber and iron ore? 

Mr. Butter. I know of no material difference, Mr. McCarthy. 

Mr. McCarrtuy. On the basis of equity, certainly, there is no justifi- 
cation for the distinction now made in the code? 

Mr. Butter. That has been our view on the matter, and it still is. 

Mr. Exsernarter. Mr. Butler, I am familiar with the treatment 
accorded to coal. It rests on one premise, that these so-called leases 
are in practical effect sales. The only difference is that they are really 
installment sales. The installment is fixed by the amount of ore mined; 
is that about right? 

Mr. Burter. That is exactly correct, Mr. Eberharter. 

Mr. Exsernarter. Therefore it should be treated in that manner? 

Mr. Butter. It is selling a piece of land in installments. 

Mr. Exsernarter. That is right, and the mistake was in calling these 
transactions leases in the first place. 

Mr. Butter. That is correct, and I think this whole problem of tax- 
ing that as ordinary income arose out of the old English law of refer- 
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ring to royalties as leases under the technical provisions of rents and 
profits from land. It goes away back to the 15th century English real- 
estate law. 

It is really a sale. 

Mr. Eseruartrer. Thank you. 

Mr. Smrson. Mr. Butler, I do not intend to ask any questions. I 
simply want to agree with the purpose and intent of the questions asked 
by my colleagues, Mr. McCarthy and Mr. Eberharter, both of whom ex- 
press my opinion; namely, that the type of a transaction we are here 
considering, which was considered by this committee at length some 
time ago, hardly affects this. In reality, what we are doing is sellin 
the article in place, and taking payments by the way of royalty. 
think that they should be given capital gains treatment. That is sim- 
ilar to the treatment given coal taken from the mines or growing timber 
oe is cut. That is the purpose of Mr. McCarthy’s bill as I under- 
stand it. 

Mr. Butter. That is correct, Mr. Simpson. 

The Cuarrman. Mr. Baker will inquire. 

Mr. Baxer. Do you think capital gain treatment should be applied 
to all minerals and metals ? 

Mr. Butter. We have considered that at very substantial length, 
Mr. Baker, and as far as we know the problem is applicable only to 
coal and iron ore. That is to say there are some cases of relatively 
minor individual cases where it might be applicable to other minerals. 

Most of the other minerals are not sold in this fashion. Most, in- 
deed, are owned by the operators. I do not say that is universal. That 
same inquiry was made at the time of the hearings before this com- 
mittee, at the time the coal amendment was adopted in 1951. Those 
representing the coal people said that they knew of no other similar 
case except iron ore, and that has been the conclusion we have come 
to from looking into the matter. 

Mr. Baxrr. Now, I am fairly familiar with some of the problems, 
but if the operating company owns the mineral, it cannot take it as 
a capital gain? 

Mr. Butter, That is right. 

Mr. Baxer. That applies to coal and timber also? 

Mr. Butter. That is true as to coal. Timber has a separate pro- 
vision relating to it. They value it at the first of the year. 

Mr. Baxer. Do you think that a case can well be made to the effect 
that at least coal and iron ore stand in a unique position as to other 
minerals? 

Mr. Burier. That is correct, Mr. Baker. 

Mr. Baxrr. All right, 

The Cuarrman. Are there further questions? 

Mr. Butler, we thank you for your appearance, and the information 
given the committee. 

Without objection, the committee will adjourn until 2 o’clock and 
the first witness will be Mr. Herndon. 

(Thereupon, the committee recessed at 12 o’clock noon to reconvene 
at 2 o’clock of the same day.) 
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AFTERNOON SESSION 


The committee reconvened at 2 p. m., upon the expiration of the 
recess, 

The Cuarrman. The committee will please come to order. 

Our next witness is Mr. Vernon Herndon. 

Mr. Herndon, will you please come forward, 

For the purpose of the record, please give your name and address 
and the capacity in which you appear. 


STATEMENT OF VERNON HERNDON, MANAGER, THE PALMER 
HOUSE, CHICAGO, ILL., ACCOMPANIED BY ARTHUR PACKARD, 
CHAIRMAN OF THE GOVERNMENTAL AFFAIRS COMMITTEE OF 
THE AMERICAN HOTEL ASSOCIATION; AND CHARLES MERRITT, 
COUNSEL 


Mr. Hernpon. My name is Vernon Herndon. I am general manager 
of the Palmer House in Chicago, and I am second vice president of 
the American Hotel Association on whose behalf I speak today. 

May I present my colleagues, Mr. Arthur Packard, chairman of 
the governmental affairs committee of the American Hotel Associa- 
tion and president of the Packard Hotels. 

Mr. Charles Merritt, our counsel, Lord & Lord, of New York. 

The Cuamman. Would you gentlemen prefer to be seated? If so, 
you may. 

Mr. Herndon, you are recognized. You may proceed in your own 
way. 

Mr. Hernpon. I am grateful for an opportunity to bring you a 
brief statement setting forth those tax subjects which are of maxi- 
mum importance to our industry. We have sought carefully to limit 
our presentation to those sections of the code to which these hearings 
are addresses. 

We realize, of course, that no matter what happens your committee 
cannot provide relief this year on so wide a range of subjects as are 
touched on in this statement. 

At the same time, we hope your committee will be impressed with 
the number of sections of the Federal revenue code which are appli- 
cable to our single industry. 

Actually, our American Hotel Association maintains a day-to-day 
contact with 18 divisions and sections of the Internal Revenue Service 
in connection with the impact of many of our tax laws upon us. 

As the seventh largest industry in the country, we find our Federal 
taxes 1 of the 2 or 3 major items in the cost of doing business. In a 
careful survey of a sample hotel, made for us by a nationally known 
accounting firm, it was revealed that Federal taxes, plus the cost of 
mandatory recordkeeping, imposed upon us by the revenue code, 
totaled $1.93 per day per room, irrespective of whether the room was 
occupied or not. 

Thus, with the national average room cost in hotels fixed currently 
at $8.86, this means that 25 percent of our daily room rate springs 
from taxes alone. 

In trying to adjust our rates to cover this fixed expense, there is 
grave danger that we will price ourselves out of business. And, as 
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an industry, we know full well the depths to which our business can 
decline in a period of depression. 

During the decade of the thirties, more than 80 percent of all the 
hotels in the United States went broke, or were obliged to refinance. 
Because of this troubled background, therefore, I plead for your 
sympathetic interest in our recital of those tax matters which are most 
important to us today. 

1. Sections 501, 511, 512, and 513, tax-exempt establishments: In 
many cities and towns across the country, nonprofit clubs are openly 
advertising for public patronage, and constantly catering to groups 
which are in no way related to their membership. They compete 
openly for luncheon and banquet business, as well as receptions, 
weddings and other social functions, while some also rent guest rooms 
for transient occupancy. 

With no Federal income tax to pay, it follows that they can sub- 
stantially underprice a taxpaying hotel or restaurant. 

Gentlemen, I tell you seriously, this situation is badly out of hand. 
It must be dealt with frankly. 

We do not advocate that any section 501 organization be compelled 
to desist from any kind of catering to which they wish to direct their 
efforts, but we insist that they should be compelled to list their unre- 
lated, or public, income and business on the annual information re- 
turn, form 990, and pay a tax on that sum, precisely as taxpaying 
groups have to do. 

Our staff has studied this situation at length. We set forth in a 
supplemental statement, which I would like to present for the record, 
eight different provisions by which these sections of the revenue code 
could be clarified to put a stop to this glaring abuse. 

The Cuarmman. At this point, Mr. Reiandéar: without objection, you 
may include in the record all of the various exhibits that you have 
appended to your statement. 

Is there objection? The Chair hears none. 

Mr. Hernpon. 2. Section 3121, liability of the employer for em- 
ployment taxes on the tip income of service employees: Almost every 
year, your committee is confronted with recommendations from cer- 
tain sources that social-security taxes be due and payable on income 
which employees receive in the form of gratuities. The employer, 
in such cases, has no direct knowledge of the extent of such sums, 
and, obviously, cannot compel the employee to reveal the amount 
involved. 

Further, such income is seldom in the hands of the employer, with 
the result that, in most cases, he could not withhold certain sums from 
the total. 

We strongly urge that this perennial proposal be opposed by the 
committee. 

3. Section 167, unrealistic periods of useful life for equipment and 
supplies, as used in hotels, as now stipulated under bulletin F’. 

The Internal Revenue Service is currently revising bulletin F, 
which provides suggested periods of useful life for equipment and 
furnishings. 

mares ll however, too long a presumption of useful life has been 
set as the standard, penalizing the taxpayer. 
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In the same way that your committee wrote into the Revenue Code 
in 1954 the provision setting forth the sum-of-the-digits method of 
depreciating plant and capital goods, we hope you may see fit to 
authorize more liberal, or more realistic, periods of depreciation for 
equipment and supplies so that the taxpayer does not have to fight the 
tax collector in order to enjoy reasonable rights and privileges in this 
field. 

A good illustration is that of air-conditioning equipment. Such 
equipment, when used in a department store, which is open perhaps 
8 hours a day, certainly will last longer than when found in a hotel 
where it is operating 24 hours a day. Too often a hard-and-fast 
rule of thumb by the agent fails to take into consideration such factors. 

4. Section 167: May we renew herein, also, gentlemen, our earnest 
appeal that you not repeal or narrow down the so-called sum-of-the- 
digits method, enacted in 1954, as applicable to plant and capital 
equipment. 

From time to time, in the past 4 years, you have been urged to 
whittle down, or destroy, this provision, on the premise that it is a 
windfall to business. Let me give you my version of how necessary 
that section of the act is to an industry such as ours. 

The Treasury Department has repeatedly found that hotels are 
second or third from the bottom of the entire list of industries and 
trades, as regards earned income on investment. 

Put yourself in the place of hotel owners today. If you were 
enjoying little or no profits from your present investment in a hotel 
property, I suspect you would be slow to pour additional sums into 
the business, no matter how badly it might require remodeling, reno- 
vation, or improvement. That pressure was keenly felt in our industry 
in recent years. It was partially responsible for some of the obsoles- 
cence which occurred in our properties. Occupancy rates in our hotels 
have been straight down, year by year, since 1947, so there can be 
little question that we have to brighten our properties and improve 
them, if we are to step up our volume of business. 

But, without a fighting chance to recoup, with reasonable prompt- 
ness, such additional capital outlays, the incidence of this type of 
investment in the Nation’s hotels would drop appreciably. ‘These 
capital outlays, in addition to being important to us, keep the fac- 
tories and plants busy producing new equipment and supplies, and 
the services involved in renovating the existing plants. We believe 
it would be a most unfortunate step were Congress to weaken this 
new provision of the code, at least until more conclusive experience 
has been gained in that area. 

5. Section 119: Extension of the so-called convenience rule to 
partners and proprietors of hotels, comparable to that privilege now 
enjoyed by employees. 

Under this provision, no valuation for Federal income-tax purposes 
has to be made on food and lodging, if the employee in question is 
—-- to be housed and fed on the premises, in order to properly 
discharge the duties of management. 

But some collectors, in spite of several decisions in Federal Tax 
Court to the contrary, refuse to permit an individual, unincorporated, 
hotel operator this privilege because he is not an employee of a cor- 
poration. 


20675—58—pt. 1—_—-54 
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There are many other types of busness affected by this provision, 
besides hotels, and we do believe that the committee would be further- 


ing an min’ arangement by clarifying this section of the code to 
remove the aoe discriminatory limitation. Please note exhibit IT 
at the end of this statement. 


6. Section 3306: A plea for the retention of present exemptions 
in unemployment-tax programs, covering the present exemption of 
employers of less than 4 persons, and the exemption of those seasonal 
establishments which operate less than 20 weeks each year. 

Your committee is repeatedly urged to wipe out the exemption of 
small employers having fewer than four employees. 

We believe you acted wisely last year when you amended H. R. 
8888 and removed such a clause before passing the measure. Such a 
peoneess would work a hardship upon many small and seasonal estab- 
ishments. Many of these latter operate for only a short time each 
year. If they were to lose their present seasonal exemption, under 
the 20-week provision, it is doubtful if they could continue in business. 

A resort hotel which now operates only 3 months each year, for 
instance, recruits almost all of its employees from the immediate 
vicinity. It is not realistic to portray those employees as idle dur- 
ing the other 9 months of the year, or eligible for unemployment com- 
pene for periods up to 26 weeks, when the hotel’s season is so 
imited. 

If this situation is ever changed, you will force a business such as 
ours to import traveling bands of skilled employees who go south in 
the winter, and north in the summer. By so doing, the local citizens 
in each instance, would be penalized. 

7. Enactment of legislation along the lines of the Jenkins-Keogh 
bills, now pending before your committee. These measures would 
give self-employed persons a tax deduction for amounts placed in in- 
dividual retirement programs. 

At the moment, corporate employers can treat as deductible, for 
expense purposes, when computing income tax, funds paid into re- 
tirement programs for employees. These proposals, which would set 
up similar machinery for partnerships and proprietorships, would ap- 
pear equitable in every respect. 

We do commend Mr. Jenkins and Mr. Keogh for advocating such 
legislation, as well as the other 12 House Members who have intro- 
duced similar bills. 

If, for some reason related to the Federal budget, such legislation 
as this cannot be enacted for an indeterminate period, another ap- 
proach to all taxpayers would be to set up a firm schedule whereby 
present corporate and personal income-tax rates would be gradually 
reduced over a prescribed period. Without doubt, the maintenance 
of present excessive tax levels discourages investment of risk capital 
in many lines of business, including hotels. 

8. Curtis-Potter bills: These measures, H. R. 5735 and S. 1820, 
proposing certain forms of tax relief for small business, appear prac- 
tical to us. 

I understand that there are some 57 or more trade associations, 
representing many types of business, which favor these measures 
ahead of any other formula for small-business aid. More than 70 
percent of the hotels which maintain membership in the American 
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Hotel Association have 100 rooms or less, and are clearly in the small- 
business category. 

A brief analysis of the provisions of the Curtis bill, which is 
ed with the Potter bill in the Senate, appears in exhibit ITT, 
attached. 

We commend Representative Curtis, of Missouri, for the soundness 
of his plan, as embodied in this legislation. 

9. Sadlak and Herlong bills, H. R. 6452 and H. R. 9119: Here also 
are two measures involving needed reforms in the income-tax structure, 
which possess much merit. I know there will be numerous witnesses 
who will speak at length regarding these proposals, so I limit my 
reference to them, by name and number. Exhibit IV, attached hereto, 
sets forth some agreed upon virtues of these bills, which are supported 
by many different business groups. 

10. Finally, we would like to indicate our belief that the four pro- 
osed recommendations for tax relief for small business, as drafted 
y White House advisers, and sent to your committee, July 17, 1957, 

carry considerable equity. 

While these recommendations fall far short of some of the other 
proposals, they are deserving of attention. Exhibit V provides an 
abbreviated analysis of these four points. 

Mr. Chairman and gentlemen of the committee, I thank you sin- 
cerely for the time accorded me for this presentation in behalf of the 
hotel industry. 

(The exhibits referred to in the statement of Mr. Herndon, are as 


follows :) 
STATEMENT OF AMERICAN HoTEeL ASSOCIATION 


ExurisitT I 


The unrelated business activities of many tax-exempt establishments are unfair 
to competing businessmen, to the rank and file taxpayers, and to the Government. 
Because of their exemption from Federal income taxes, these tax-exempt groups 
in many cases can undersell taxpaying competitors by 25 percent or more. The 
Government’s failure to tax the profits from these unrelated business enterprises 
results in a higher tax burden to all taxpayers and deprives the Government of 
needed revenue. We sincerely feel that after studying this problem the commit- 
tee will conclude that the national interest and fair play require amendments 
to strengthen the present law with respect to unrelated business activities by 
certain tax-exempt establishments. 

We would like to recommend that the committee study the following proposals 
to strengthen the present law: 

(1) Amend section 511 to impose Federal income tax on the unrelated 
business taxable income of organizations now exempt under sections 501 (c) 
(7) and 501 (c) (8). 

(2) Amend section 512 to provide that any advertisement or solicitation 
for patronage from the general public for any function shall be prima facie 
evidence that income from such function is “unrelated business taxable in- 
come.” 

(3) Amend section 512 to provide, in the case of organizations exempt 
under 501 (c) (7) and (8) that income derived from the sale of food and 
beverages to nonmembers or to members with more than eight guests shall 
constitute unrelated business income, 

(4) Amend section 513 (a) (2) by eliminating the word “primarily” and 
after the semicolon adding the following language: “Provided, That at least 
90 percent of the receipts of such trade or business are derived from sales or 
services to members, students, patients, officers, or employees; or.” 

(5) “Member” as used in section 512 and 513 should be limited to persons 
who pay dues covering a period of not less than 90 days. 

(6) Amend section 6033 (a) to delete subparagraphs (2) and (5). 
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(7) Establish an administrative procedure in the Internal Revenue 
Service which enables a person whose business has been affected by com- 
petition from tax-exempt groups to file charges and present corroborating 
evidence. If this evidence indicates that such tax-exempt group is engag- 
ing in business transactions with nonmembers in excess of the allowed 
limits, or is soliciting public patronage, the regulations should require a 
hearing to obtain further evidence from interested persons. If evidence 
at the hearing shows that the tax-exempt group has been guilty of solicit- 
ing public patronage, selling food or beverages to nonmembers or to mem- 
bers with more than eight guests, the regulations should provide for revo- 
cation of such group’s tax-exempt status. 

(8) Add a new section requiring the Internal Revenue Service to review 
the status of any organization which is tax-exempt under section 501 upon 
receipt of notice that such organization’s tax-exempt status has been re- 
voked by a State or local taxing authority. 

We make the suggestion that organizations now exempt under section 501 
(c) (7) and (8) be subjected to Federal income tax on their unrelated busi- 
ness income because restaurants, hotels, and other taxpaying enterprises in the 
food and catering business have found that organizations in these two sub- 
sections have on numerous occasions underbid them for business from public 
groups. The price differential in many cases is attributable entirely to favored 
tax status. Our files contain numerous advertisements by country clubs, Elks 
elubs, and others who openly advertise for reception, banquet, and luncheon 
business and for other types of public patronage. 

Because of the interpretation the Internal Revenue Service has given the 
word “primarily” as used in section 513 (a) (2), the Government is being 
deprived of many millions of dollars of revenue. Several instances have been 
ealled to our attention where colleges and universities make their facilities 
available to public groups for conventions, luncheons, and banquets. The 
facilities are doubtlessly maintained by the college “primarily” for the con- 
venience of students and employees, but nonetheless income resulting from their 
use by the public should be made subject to Federal income tax. We feel that 
it would be fair to all concerned to impose income tax on the unrelated business 
income of groups described in section 501 (c) (3) and 511 (a) (2) (B) unless 
at least 90 percent of the receipts of such trade or business are derived from 
sales or services to members, students, patients, officers, or employees. 

Organizations catering to the public often confer temporary membership in 
order to avoid any risk of losing their tax-exempt status. For example, YMCA’s 
and YWCA’s in many cases include membership privileges with room rentals 
on a daily basis. Country clubs and other tax-exempt groups employ similar 
devices. To avoid such attempts at subterfuge, the term “member” should be 
defined to require some degree of permanency in relationship. 

During conversations representatives of the hotel industry have had with 
officials of the Internal Revenue Service concerning competition from tax- 
exempt groups, it was learned that the Government had no information con- 
eerning the activities of the group in question, since it is exempt from filing 
information returns. Organizations now exempt from filing information returns 
by section 6033 (a) (2) and (3) have in numerous instances been found to 
be carrying on business activities. Therefore, we feel that return should be 
required at least from these groups. 

The suggestion which we feel is probably the most important to help taxpay- 
ing businesses defend themselves against the keenly competitive methods of 
tax-exempt organizations is to establish in the Internal Revenue Service a pro- 
cedure for receiving and processing complaints arising out of the business 
activities of 501 organizations. There is a wide difference in viewpoint among 
Internal Revenue officials in different parts of the country as to the propriety of 
business operations by tax-exempt organizations. For example, two of our 
members had an extended conference with a Mr. H. J. White, who is with the 
Internal Revenue Service at Springfield, Ill. Mr. White refused to take any 
action against an Elks Club in Springfield which shows a considerable profit 
from its sale of food and liquor and room rentals to the general public. Mr. 
White stated that it was impossible to take action against the club, since such 
profit derived from business dealings with the public does not inure to the 
benefit of lodge members. We had understood from our conversations with 
Internal Revenue Service officials in Washington that profit from such business 
dealings with the public would be considered as inuring to the benefit of mem- 
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bers if it permitted a reduction in dues or obviated an increase in dues. A 
businessman is helpless in the face of competition from a tax-exempt organiza- 
tion if the Internal Revenue Service official in charge fails or refuses to act. A 
businessman so affected should be entitled to a full hearing to determine 
whether a competing tax-exempt group is improperly dealing with the public. 
It appears that no effective action can be taken against 501 organizations which 
persist in carrying on business transactions with the public unless taxpaying 
businessmen who are injured by such activities are given an opportunity to 
voice their grievances with some assurance that remedial action will be taken. 

Where a State or local government has revoked the tax exemption for an 
organization, we feel that the Federal Government should review the status of 
such organization with respect to its exemption from Federal income tax. A 
number of States have recently found that some organizations have abused their 
tax exemption by engaging in unrelated business transactions in competition 
with taxpaying establishments. While we realize that income-tax laws of the 
various States establish different specific criteria for exemption than does the 
Federal Internal Revenue Code, we feel that the basic public policies upon 
which exemptions are based are similar in State and Federal laws. This being 
true, we believe that revocation of a tax exemption by a State warrants at 
least a review of status by the Internal Revenue Service. For example, in a 
decision handed down August 24, 1955, the Rodney Kroehler YMCA Camp of 
Sawyer County, Wis., was denied tax exemption under Wisconsin law. In that 
case the court pointed out among other things that (1) “the Rodney Kroehler 
YMCA lodge is in fact a summer resort, catering to the general public and 
operated in competition with summer resorts in the surrounding area, all of 
which pay real estate and personal property taxes”; (2) “the Rodney Kroehler 
YMCA lodge has for the past 2 years been set up to serve family groups at 
moderate prices and does offer to the general public various classes of accom- 
modations, including meals and lodging and boat facilities; that said camp 
also caters to summer conventions of various public groups, including the 
Standard Oil Co.”; (3) “the Rodney Kroehler YMCA lodge is entitled to no 
tax exemption under and by virtue of any law of the State of Wisconsin.” We 
feel that findings such as these, by a State or local tax authority, should re- 
quire some review of the Federal tax exemption of the organization involved. 


Exursit II 


The Revenue Code could be amended by adding a new section (to be numbered 
sec. 178) as follows: 

“Sec. 178. MEALS AND LODGING OF PROPRIETORS OR PARTNERS OF UNINCORPORATED 

BUSINESSES. 

“There shall be allowed as a deduction under section 162 all of the ordinary 
and necessary expenditures incurred by a sole proprietorship, partnership, or 
other unincorporated trade or business in furnishing meals and lodging to a 
proprietor, partner or other individual owner of a proprietory interest in such 
unincorporated trade or business who performs services in the conduct of such 
trade or business, but only if— 

“(1) an employee of the unincorporated trade or business hired to per- 
form the services performed by the proprietor, partner, or other individual 
owner of a proprietory interest in the unincorporated trade or business, 
would have been furnished the same meals or lodging by the unincorporated 
trade or business for the convenience of his employer. 

“(2) the ordinary and necessary expenditures incurred by the unincor- 
porated trade or business in furnishing such meals and lodging to such em- 
ployees would have been deductible under section 162, and 

“(3) the employee would have been entitled to exclude the value of such 
meals and lodging from his gross income under the provisions of section 
a 


Exursit III. WHAT IS THE Curtis Birir—H. R, 5735 


1, THE NEED FOR SMALL BUSINESS TAX RELIEF 


(a) Financing increased costs of capital equipment and inventory. 

Small business is finding it increasingly difficult to obtain capital. Larger 
firms can usually fill their needs through a combination of retained earnings and 
the issuance of new securities. Smaller firms have little or no access to capital 
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markets and are limited to retained earnings. Their borrowing capacity is 
largely exhausted. Thus since smaller firms must rely almost entirely on re- 
tained earnings for capital the present high Federal taxes fall more heavily on 
them than on the larger firms. 

(b) The impact of the estate tax. 

The estate tax has contributed toward the present merger trend. In many 
instances small-business men are selling out to larger interests, and accepting 
marketable securities in return, so that their heirs will not be faced with a 
forced sale or liquidation in order to meet estate taxes. 


2. PRINCIPLES ON WHICH THE CURTIS BILL IS BASED 


(a) It applies to all legal forms of business, incorporated or unincorporated. 

(b) It does not increase the taxes of any business. 

(c) It is not discriminatory, as no arbitrary line is drawn between what is 
and what is not small business. 

(d) It avoids graduated rates of any kind, as these could become confiscatory. 

(e) It ties any tax saving to additional investments for modernization or ex- 
pansion of business so as to stimulate small business and thus broaden the 
Government’s tax base. 


3. WHAT THE CURTIS BILL PROVIDES 


(a) Any business (incorporated or unincorporated) would be allowed to de- 
duct from business net income, for tax purposes, an amount equal to additional 
investment in depreciable assets or inventory during the taxable year, but not 
to exceed 20 percent of such income or $30,000 whichever is the lesser. 

(b) Non-interest-bearing certificates could be purchased from the United 
States Treasury for the purpose of paying the Federal estate tax. These certifi- 
cates would be excluded in determining the taxable estate. A maximum amount 
of $100,000 of these estate tax anticipation certificates could be purchased for 
any one estate. In addition those inheriting closely held businesses would be 
allowed to pay the estate tax, with interest, over a 10-year period after death. 


Exuisit IV. A Brier Sketcu or H. R. 6452 anp H. R. 9119 


These identical bills to reform the income-tax rate structure were introduced 
by Representative Sadlak (Republican, Connecticut) and later by Representative 
Herlong (Democrat, Florida), both members of the House Ways and Means 
Committee. 

1, Rate reduction—This bill would reduce the personal and corporate tax 
rates to a maximum of 42 percent over a 5-year period with reductions in each 
bracket of personal taxes as well as a reduction in both the normal and corporate 
surtax. The present individual tax rates now ranging from 20 to 91 percent 
would, at the end of the reduction period, range from 15 to 42 percent. Corporate 
rates now 30 and 52 percent would be 20 and 42 percent. 

2. Postponement procedures.—Any of the annual reductions could be post- 
poned but once and for a period of only 1 year, which means that if the postpone- 
ment procedures were resorted to by either the Congress or the President to their 
fullest extent, the rate reductions would be spread over a period of 9 years. 

3. Restraint on spending.—This bill would also exercise substantial control 
over Federal spending by setting up competition between more spending and 
lower tax rates. In other words, the taxpayer would be able to see from year to 
year just what is possible in the way of tax reduction if he were willing to 
forego increased Federal spending. 

4. Revenue growth.—Still another major factor is that the rate reduction con- 
tained in this bill, amounting to $10.6 billion over the 5 years for individuals and 
$4.2 billion for corporations, is not dependent on drastic cuts in the budget. 
Rather, they contemplate financing these reductions out of the $3 billion to $4 bil- 
lion a year in additional revenues resulting from natural growth of the economy. 
The reductions would be financed by using most of this additional revenue rather 
than having all of it spent by the Government. That this is feasible is borne 
out by what has happened since the 1954 tax reductions which amounted to a 
total of about $7.5 billion. The President recently estimated that this has 
already saved the people in excess of $25 billion. Yet, in just 2 of the subsequent 
fiscal years, there was still a net revenue increase of $11 billion, a portion of 
which, however, can be attributed to inflation. The theory that revenue growth 
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can provide a margin for continuing forward-scheduled tax reductions is a 
sound one. 

5. The small-business aspect.—Another major point of emphasis in regard to 
the Sadlak-Herlong bill is that it is the answer to some of the tax problems of 
small business. It provides a tax reduction for incorporated business as well 
as unincorporated business. Representative Sadlak said in his statement when 
he introduced his bill: “This legislation is primarily designed to moderate the 
tax impact on individuals and on small and growing businesses. Both as regards 
unincorporated businesses, which approximate 84 percent of the 4 million business 
units in the country, and the owners of incorporated small businesses, the major 
tax impediment is the system of steeply graduated rates of the individual income 
tax.” 

6. Countering inflation—In recognition of many authoritative statements to 
the effect that the basic problem in the current inflation is an inadequate level 
of savings from current income, Mr. Herlong pinpoints the fact that the principal 
limiting factor on accumulation of private savings is the Federal system of 
income taxation, and points out why this roadblock to economic progress must 
be removed. 

7. Bipartisanship.—The potential value of the bipartisan sponsorship of this 
legislation cannot be overstressed, and Mr. Herlong’s words in this connection 
are of great significance: 

“In surveying the possibilities for remedial tax action, I have considered vari- 
ous proposals already before the Congress. Most of them deal with special 
aspects of the tax problem, and seem designed to avoid the fact that it is the 
excessive rates of tax which provide a damper on growth and an open draft 
for inflation. One bill, however, H. R. 6452, introduced by my esteemed colleague 
on the Ways and Means Committee, the Honorable Antoni N. Sadlak, of Con- 
necticut, goes right to the issue, and spells out what I have come to believe is a 
most realistic program for correcting the situation. I naturally have given 
thought to developing some alternate method for reducing the high rates, but 
on balance, I do not find any approach which seems to be an improvement on 
that sponsored by Mr. Sadlak. Therefore, in the interest of furthering bipartisan 
consideration and adoption of a basic income-tax reform program, I introduced 
on August 5 H. R. 9119, which is identical to H. R. 6452.” 


EXHIBIT V 


On July 15, 1957, the President of the United States addressed a letter to 
the chairman of the House Committee on Ways and Means in which he recom- 
mended four specific improvements that could be made in our Federal tax struc- 
ture to benefit small business. These recommendations are as follows: 

(1) That businesses be given the right to utilize, for purchases of used prop- 
erty not exceeding $50,000 in any one year, the formulas of accelerated depre- 
ciation that were made available to purchasers of new property by the Internal 
Revenue Code of 1954. 

(2) That corporations with, say, 10 or fewer stockholders be given the option 
of being taxed as if they were partnerships. 

(3) That the taxpayer be given the option of paying the estate tax over a 
period of up to 10 years in cases where the estate consists largely of investments 
in closely held business concerns. 

(4) An original investor in a small business should be given the right to 
deduct from his income up to some maximum amount prescribed by Congress, 
a loss, if any, realized on a stock investment in such businesses. At the present 
time the deduction of such losses from income is subject to the general limitation 
on net capital losses of $1,000. 


FreperaLt Taxes AFFECTING HoTet INDUSTRY 


Income taxes paid by corporation, proprietor, or partnership 

Social security tax, employers’ share 

Federal share, unemployment compensation tax 

Excise tax on telephone calls and telegrams chargeable to business 

Excise tax on transportation of goods and persons chargeable to business 

Pxcise tax on liquor, beer, and wine chargeable to business 

Pxcise tax on new cars and trucks purchased and chargeable to business 

Excise tax on oil, gas, and electrical equipment, home-type, chargeable to business 
Excise tax on cabarets, roofgardens, etc., chargeable to business 
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Excise tax on gasoline and oil chargeable to business 

Excise tax on electricity and heating oil chargeable to business 

Excise tax on tobacco, playing cards, matches, etc., chargeable to business 
Excise tax on radio and TV sets, phonographs, etc., chargeable to business 
Excise tax on musical instruments, records, etc., chargeable to business 
Excise tax on fishing rods, sporting goods, etc., chargeable to business 
Excise tax on business and store machines chargeable to business 

Excise tax on sterling-silver flatware and holloware chargeable to business 
Excise tax on cameras, lenses, film, etc., chargeable to business 

Excise tax on electric light bulbs, tubes, etc., chargeable to business 

Excise tax on home-type freezers and air-conditioning equipment chargeable to 


business 
Excise tax on bowling alleys, pool tables, etc., chargeable to business 
Excise tax on safe-deposit boxes chargeable to business 


Recordkeeping expenses, required of a hotel, in all categories of excise taxes, 
such as liquor, cabaret, telephone, and telegraph, etc., where the hotel collects 
the tax from the customer and remits to the Treasury. The immense volume of 
transactions in these fields means a substantial cash outlay to a hotel. For 
instance, a few years ago a Washington hotel ran a survey and reported a total of 
98,653 computations on the communications tax alone in a single calendar year. 
They estimated that 200,000 or more computations were required all told, where 
the hotel was responsible for collecting the tax from the customer and remitting 
it to the Federal Government.” 

Mr. Hernvon. Now, Mr. Mills, could I ask if my colleague, Mr. 
Arthur Packard, can make a short verbal statement ? 

The Cuamman. You are still within the time you have asked for. 

Mr. Pacxarp. Thank you. 

There are only two things, Mr. Chairman, I would like to add to 
Mr. Herndon’s brief. 

During the last 15 years Mr. Herndon or myself have appeared 
before this committee with various problems affecting the hotel in- 
dustry and you gentlemen have been very understanding. In the 
light of the new proposed defense budget, I do not want it to appear 
that we are selfish or unpatriotic, or unconcerned with the public 
interest in asking for certain proposals and changes that would bene- 
fit our industry. But I think you gentlemen in your knowledge of 
our problems over a number of years recognize the fact that we carry 
more than our share of excise taxes and in addition to that we have 
suggested in this particular brief a proposal that would more than 
compensate for any of the adjustments we are seeking. That is the 
suggestion that certain 501 organizations be required to pay Federal 
income tax on any public catering. 

Then there is one other thing that distresses us. Congress rewrote 
the Internal Revenue Code, you gentlemen did, in 1954. It is now 
January 1958 and even today the ‘Treasury Department has not come 
forth with any final or official code of regulations in some areas. 

Now, if certain changes were effected here today and based on the 
time lag or the time lapse that we have experienced since 1954, it is 
conceivable that we would still have no relief until 1961 or 1962. 

Those are the only oral observations I would like to make in addi- 
tion to Mr. Herndon’s testimony. 

Mr. Grecory (presiding). Does that complete your statement, Mr. 
Herndon? 

Mr. Hernvon. It does. 


1 Statement of Vernon Herndon before Ways and Means Subcommittee i 
November 30, 1956. ian tenes 
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Mr. Mason. Concerning this time lag in issuing regulations to put 
into effect certain provisions of the 1954 Code, it seems to me I at- 
tended a meeting or a conference with the Treasury Department with 
some of you people about a year or so ago in which we tried to stimu- 
late them to put into effect some regulations to carry out the pro- 
visions of the code. 

Mr. Pacxarp. That is correct. 

Mr. Mason. Has anything resulted from that conference as yet? 

Mr. Hernvon. Nothing as yet, Mr. Mason. It is a matter of great 
concern to the hotels in all 48 States. We are suffering from this 
competition, unfair in every respect, especially those States where 
there is a prohibition on serving liquor in hotels, but where clubs 
freely offer such service, even on ide and holidays. 

These clubs are operating under cover, and for a license which is 
usually about one-tenth of a legitimate commercial license, are today 
serving liquor and advertising publicly for business and taking it, 
outside of their own membership, and to the detriment of the hotel 
business in practically every State of the Union. 

Mr. Mason. You mean clubs like the Elk’s Club and serveral others 
of that nature compete with your business in furnishing food, ban- 
quets, and so forth, furnish liquor and so forth, and others like the 
YMCA in Chicago that has a large hotel that furnishes rooms and 
yet they do not have to pay any tax to the Federal Government while 
they are competing, and competing quite successfully in the last few 
years, because the taxes are so high, with your organization, is that 
right ? 

Mr. Hernvon. That is right, sir. 

As you remember when you so kindly went with us before the 
Internal Revenue Committee, you will remember that we produced 
a great many advertisements from local papers throughout the 
United States showing that they are competing openly for this busi- 
ness while enjoying immunity from taxation. 

Mr. Mason. Now, your members are tax gatherers for the Federal 
Government to the tune of about $2 a day on each room, whether it is 
filled or vacant, and these others are not tax gatherers because they 
do not have to gather any tax and therefore then can undersell you. 

Mr. Hernpvon. They can undersell us and do. In communities all 
over the country it is one of the sore spots in the code where the 
American Hotel Association is concerned. 

The Cuatrman. Mr. Jenkins will inquire, Mr. Herndon. 

Mr. Jenxtns. Mr. Herndon, I am sorry I was not here to hear 
your dissertation on this subject which I have been very interested in 
for years. 

Do you think you have covered your whole case in this statement 
you have submitted to us? 

Mr. Hernvon. I will let your fellow Ohioan answer for us on that. 

Mr. Pacxarp. I believe this: With the testimony that has been 
lodged with you in the past, plus the exhibits that we have presented 
today, Congressman Jenkins, that it will cover—how shall I phrase 
it—the subjects which we are permitted to testify on at this particu- 
lar hearing. 

I think it will cover it nicely. 
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Mr. Jenxxys. I know the hotels in this country are numerous and 
you are big business and handle a lot of money and they ought to be 
treated right. 

Mr. Pacxarp. Thank you. 

The Cuarrman. Mr. Byrnes will inquire. 

Mr. Byrnes. I realize that the matter of excise taxes is not germane 
to this hearing. However, talking to a lot of my hotel managers 
around home, they seem to be complaining most about the impact of 
the excise tax on the economy. 

T am wondering whether the record might not supply the committee 
with a list of excise taxes that are considered by them to be burden- 
some to that particular industry. 

The Cuamman. Mr. Packard will you supply that information 
for the record ? 

Mr. Packarp. We will be very happy to submit it for the record. 
We would say that there is no industry in our knowledge that has 
as many excise taxes as we have. Everything that is made that is 
taxed, we use. 

The Cuairman. If you will submit it to us, Mr. Herndon, we will 
place it in the hands of the Subcommittee on Excise Taxes. 

Mr. Pacxarp. We will get that in your hands immediately, sir. 

The Cuarman. If there are no further questions, we appreciate 
you gentlemen being before the committee today. We thank you for 
the testimony you have given us. 

Mr. Hernpon. Thank you. 

The Cuamman. The Chair observes that our colleague Mr. Ed- 
mondson from Oklahoma is now in the hearing room. 

Mr. Edmondson, will you please come forward and give us your 
name and capacity in which you appear for the benefit of the record. 


STATEMENT OF HON. ED EDMONDSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OKLAHOMA 


Mr. Epmonpson. Mr. Chairman, I am Ed Edmondson, represent- 
ing Oklahoma’s Second District in the House of Representatives. 

I appreciate this opportunity to appear in support of the provisions 
of H. R. 1154, which was introduced by my good friend and distin- 
guished colleague from New York, Mr. Keogh. 

This bill provides urgently needed amendments to the Internal 
Revenue Code that are essential if we are to achieve tax parity for 
thapeends of our disabled and physically handicapped American 
people. 

Among the many things which I admired in the late great chair- 
man of this committee, the Honorable Jere Cooper, of Tennessee, was 
his insistence upon continuing effort to achieve equal and fair distri- 
bution of the national tax burden. 

I am told that one of the last press releases to come from Mr. 
Cooper’s office strongly urged the advisability of equal distribution of 
the tax load in any contemplated revision of the Internal Revenue 
Code of 1954. 

Such a revision is urgently needed for the orthopedically disabled 
taxpayer, and I believe a few illustrations will make the point. 
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Orthopedically disabled taxpayers, as defined in H. R. 1154, often 
find it necessary to purchase an automobile with special equipment 
that makes possible their control of the vehicle. Without this equip- 
ment many jobs are completely denied to these taxpayers. 

Yet, in a recent Federal Tax Court decision in Washington a par- 
tially paralyzed taxpayer who claimed as a deduction the expense of 
his specially equipped automobile, was denied such an expense for this 
purpose. 

Existing law also denies to these physically handicapped people the 
added expense of cab fare to and from work, which is made imperative 
through the fact that they are physically unable to travel by bus or 
street car to their jobs. 

The unusual expense of wear and tear of clothing due to the fric- 
tion of braces, crutches, and prosthetic devices, and the special increase 
in cost of insurance, are two other instances of unusual expense items 
which may not be claimed under existing law by physically disabled 

eople. 
a 1e provisions of the Keogh bill have been endorsed by numerous 
church groups, veterans’ organizations, fraternal groups, unions, and 
other civic organizations. 

Dr. Howard Rusk, well known rehabilitation expert, wrote in the 
New York Times on Sunday, November 10, 1957, that the provisions 
of H. R. 1154 are vital to the maintenance of the rehabilitated status 
of the orthopedically handicapped taxpayer. 

I appreciate the consideration which this committe has given to 
H. R. 1154, and strongly urge that it be favorably reported at an 


early date. 

Mr. Kroeu. Mr. Chairman, I would like to be permitted to com- 
mend my distinguished colleague from Oklahoma for his kindness in 
coming before us today. 

The CHatrMan. Our next witness is Mr. Elisha Gray, Il. Mr. 
Gray, will you please come forward. 

Mr. Gray, for purposes of the record, will you please give us your 
name, address, and capacity in which you appear ? 


STATEMENT OF ELISHA GRAY II, PRESIDENT, WHIRLPOOL CORP., 
ST. JOSEPH, MICH., ACCOMPANIED BY PETER NEHEMKIS AND 
C. R. PETERSON 


Mr. Gray. Elisha Gray, president of the Whirlpool Corp. of St. 
Joseph, Mich. 

The Cuatrman. You are recognized, Mr. Gray. You may have a 
seat, if you desire. 

Mr. Gray. May I introduce two colleagues, Mr. Peterson and Mr. 
Hehemkis. 

The CuarrMan. You are recognized to proceed in your own way. 

Mr. Gray. I am here, Mr. Chairman, to ask your consideration for 
legislation which will encourage the rendering of increased financial 
aid and support to scientific research as it is conducted by colleges 
and universities. 

I propose that this be accomplished by providing a tax credit as an 
incentive to taxpayers who elect to make such contributions. 



















840 GENERAL REVENUE REVISION 


The idea that I present is a very simple one. If I may show you 
quickly here the magnitude of the research and development money 
that is spent in this country. 

In the first column in 1953 this country spent $5.4 billion on research 
and development. That includes all enginering, not just basic re- 
search, of which it is estimated $435 million was basic research, which, 
aT is about one-eighth of 1 percent of our national gross 

uct. 
: Industry spent $3.8 billion of that, but only $168 million went into 
research. 

As you can see, the greater portion of research is done by colleges 
and universities who do $205 million. 

The burden of my argument is that all of our technological progress, 
to say nothing of our military, springs from this seed corn, from this 
investment here. 

And to see this small amount it is no wonder at the moment we are 
not leading in this race. If we can take just a moment to get some 
relative figures of the Soviet Union it will clarify my point. 

Last year they spent four and « half billion dollars on research and 
development which is a pretty good figure even by our standards, and 
it is even better if you prefer to their total gross national product 
which isa third of ours, $147 billion. 

Now, exactly how much of that is in basic research is not available 
in their figures, but one might guess that it is a pretty massive figure. 
They do publish this figure, that 14 percent of their scientific man- 
power is devoted to basic research. 

This is as distinguished from development or engineering or applied 
research. 

Twenty-four thousand Russian scientists are engaged in that which 
is one-third greater in absolute numbers than the number we have 
assigned to the same type of basic work. 

ow, my proposal is a very simple one. The colleges are the places 
where this is done the best, colleges and universities. I simply suggest 
that we allow a tax credit for contributions that are made for Soule 
research in the colleges and universities. 

We have discussed the practicality of the matter with the National 
Science Foundation. The way the thing would work out would be 
that they would establish the results for what constitutes qualifying 
projects of basic research. 

aving done so, any contribution that a taxpayer, either corporate 
or individual, might make to any one of those projects would qualify 
for a credit against his tax to be paid. 

The Cuatrman. Are you suggesting something along the line of 
foreign-tax credit ? 

Mr. Gray. Yes, sir; although I suggest you not credit it 100 percent. 

I think the taxpayer should pay 10 percent of it. Foreign tax credit 
is 100 percent deducted. 

I also suggest that a ceiling be put on it because as a practical matter 
I don’t think very large givers should give the few sums to the thing. 
I would suggest that a ceiling would be worked out for it. 

The Cuarrman. Would you make a distinction between applied and 
basic science ? 
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Mr. Gray. No, I am talking about basic science, Mr. Chairman, 
when you get into applied science, it gets closer and closer to the 
commercial endeavors of the fellow who made the contribution, and 
while from the industry’s point of view it might seem like a wise 
expenditure, to keep it simple I urge that we get a start on the real 
basic. That is where all the good ideas come from. 

The Cuamman. Your provision would apply to basic science? 

Mr. Gray. To basic as defined by the Wetlonsl Science Founda- 
tion. 

I also feel that it would be better coming to the colleges this way. 
The colleges are the fellows that have to do the work. They are 
doing most of it now. I think they would prefer to get it directly 
from a broader base of taxpayers than to get it in Government 
grants, sir. 

Last year the National Science Foundation turned down $35 mil- 
lion worth of meritorious research grants. They granted $15 million. 

In other words, $15 million out of a total of $50 million, they were 
able to grant and it strikes me as being a very perilous thing that 
this country turns down suitable research ideas because they have 
not enough money. 

Mr. Mason. Could you tell us why they turned down $35 million 
and accepted $15 million ? 

Mr. Gray. They ran out of money, sir. They only had $15 mil- 
lion, I think it is 15.3 actually, to give to researchers and they had 
requests which they felt meritorious, defined as such by their 
screening. 

The Tiaiataaees. Then $35 million could have been utilized had 
Congress made that much available. 

Mr. Gray. Yes, sir; and undoubtedly it would be very much more 
than that if funds were available. 

My thought is that it would be much more effective, much more 
wholesome if the taxpayers gave it and paid 10 percent, let us say, 
themselves. 

Also, I think the idea is perfectly simple; it is the essence of sim- 
plicity. It would not require administrative complexities. 

Incidentally, it is not a new idea. I advanced it 2 years ago. It 
has been discussed with the National Science Foundation. 

While obviously it is not the whole answer to the problem, I think 
it would be a strong step in the right direction. 

The CuatrmMan. Mr. Reed wishes to ask a question. 

Mr. Reep. Mr. Gray, I notice you are president of the Whirlpool 
Corp? 

Mr. Gray. Yes, sir. 

Mr. Reep. I want to ask you, have you had some refinancing of 
your company in recent years? 

Mr. Gray. Yes, sir. 

Mr. Reep. I thought I saw something in the press about it. 

Mr. Gray. Our growth has been such that we don’t have enough 
money. It has taken the form of debentures in our case and long- 
term borrowing. 

Mr. Reep. You are on a fairly sound basis, however ? 

Mr. Gray. Yes. I did not mean to imply we were not going along 
all right. As I discussed before this committee several years ago, the 
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excess-profits tax is what put a tremendous burden on us because of 
our growth and we have been thin ever since. 

The Cuarrman. Have you completed your statement ? 

Mr. Gray. Yes. 

The Cuarmman,. Mr. Eberharter would like to inquire. 

Mr. Esernarrer. Mr. Gray, the credit you suggest would be avail- 
able to both corporations and to individuals? 

Mr. Gray. Yes, sir. 

Mr. Eseruarter. In other words, if the corporation made the grant 
they would be entitled to a tax credit? 

Mr. Gray. Yes, sir. I think you are going to have to get some of 
the larger funds from corporations. 

Mr. Exeruarter. It occurs to me as a practical matter, Mr. Gray, 
that perhaps an approach from the basis of giving credit against gross 
tax receipts instead of a direct tax credit might be looked upon more 
favorably because then the United States Government would not lost 
quite as much money. 

Mr. Gray. Of course, that is correct, sir, and today if a corporation 
makes such a gift or contribution it is credited against their gross 
income and, as such, it reduces their taxes. 

Mr. Eseruarter. The same as all other contributions. 

Mr. Gray. The same as any other contribution. 

Mr. Eseruarter. I think that would be better. 

Mr. Gray. It is not getting the job done. 

Mr. Esernarter. I should think you would get large contributions, 
x Mr. Gray. Last year we got about $10 million that way, Mr. Eber- 

arter. 

Mr. Esernarter. Yes, but you had the limitation of 15 percent. 

Mr. Gray. It is 5 percent for the corporations now. I do not 
suggest that there be any limitation in that extent except to the amount 
of credit, 90 percent of the amount of the contribution, and I suggest 
$250,000 as the top figure they might give. 

You do not need great sums of money for this, actually. In total 
figures it is not very large. If it were 2 or 3 times what it is today, it 
probably would be all that we have the manpower and the talent to 
properly use. 

Mr. Exseruarrer. Are not the universities and colleges in a position 
now to take on the research which this would provide? 

Mr. Gray. Yes, sir; they are. I have talked personally with about 
five who represent a cross section of the good ones, and they all say 
without any question that they could do considerably more research 
wae if the funds were available to them to do so, with their present 
staffs. 

Mr. Esernarter. With their present staffs? 

Mr. Gray. Yes. 

Of course, if this country gave the emphasis it must to research, 
why, those staffs would increase, too. That is the point they make 
tome. They have many men now quite capable of doing basic scien- 
tific research who are engaged in engineering and applied research 
because they don’t have the funds available to go into the basic 
sciences. 

The Cuatrman. Mr. Mason will inquire. 
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Mr. Mason. I wonder if you could give us some concrete examples 
of basic research that have been successful, just 2 or 3, so as to get 
some of us more interested in your subject. 

Mr. Gray. I recognize that it is a very nebulous thing and it is 
difficult for me to call up precise projects. Let me speak of one. 
That is the Peltier effect which was discovered by a Frenchman 120 
years ago which shows that if you pass direct current through dis- 
similar metals one gets hot and one gets cold. It was an interesting 
phenomenon, but no direct commercial value when he did it because 
it was only 14° different. 

Several laboratories in this country have improved on it where the 
difference now is about 50° centigrade. 

It also works backward. If you put heat to one side, you can take 
electricity off this system, which gives you a way of generating elec- 
tricity without a motor or without a commutator Solos In sub- 
marines, this then prevents detection and, as such, it is an interesting 
bit of research which has a practical application. The one I have 
quoted is for military uses. Wo cool the skin of airplanes, you can 
use the same device. That was a very, very basic research in metal- 
lurgy resulting in the transistor. 

The Cuarrman. As I understand the situation, we are not so much 
disturbed about the availability of funds for applied science, be- 
cause, if there is an idea in the field of applied science that needs to 
be developed, business, pineal; will take care of the applied science. 

Mr. Gray. That is right. 

The Cuairman. But the extent of our ability in the field of applied 
science is directly related to the progress we make in the basic science, 
and, if we are to maintain a lead in the field of applied science, or 
xrow materially in that field, we must also grow materially in the 
field of basic science. We cannot rely on industry alone to carry 
the load of basic science. 

So you suggest that there must be some special effort made, either 
using funds from the Treasury directly, or the tax structure in your 
opinion, and you prefer the latter, if we are to make progress in the 
field of basic science; is that about the situation ? 

Mr. Gray. You have said it much better than I could have said it. 

The CuatrMan. Thank you. 

Are there any further questions? 

If not, we thank all three of you so much for your appearance and 
the information you have given to us. 

(The formal statement of Mr. Gray is as follows :) 


STATEMENT BY ELISHA GRAY, PRESIDENT OF THE WHIRLPOOL CorRP. 


I. IDENTIFICATION OF THE WITNESS 


Mr. Chairman, members of the Committee on Ways and Means, my name is 
Elisha Gray. I am president of the Whirlpool Corp., of St. Joseph, Mich. My 
company, aS you may know, is one of the country’s major producers of house- 
hold appliances. 


II, QUESTION PRESENTED: A TAX CREDIT AS AN INCENTIVE TO TAXPAYERS WHO ELECT 
TO MAKE CONTRIBUTIONS TO THE COLLEGES AND UNIVERSITIES FOR BASIC RESEARCH 


(Code provisions affected: Pt. IV, subch. A, ch. 1, to be amended by adding a 
new section after sec. 38.) 
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(Code provisions controlling: Sec. 170 (a) (2), charitable, etc., contributions 
and gifts; sec. 170 (c), charitable contribution defined; sec. 503 (b) (2), (edu- 
cational) organizations defined.) 

I am here to ask for your consideration for legislation which will encourage 
the rendering of increased financial support for basic scientific research con- 
ducted by colleges and universities. I propose that this be accomplished by pro- 
viding a tax credit as an incentive to taxpayers who elect to make such contri- 
butions. 

Ill, ARGUMENT 


(1) Scientific and technological advances by the Soviet Union require accelera- 
tion of financial support for basic research 

I make this plea because the spectacular technological and scientific advances 
by the Soviet Union have made it abundantly clear that, unless the United 
States accelerates its basic scientific research, it will inevitably forfeit its world 
leadership. 

Perhaps it would be well if I paused for a moment and made clear what I 
mean by basic research as distinguished from applied research and development. 
If we were to visit a pure-research scientist at his laboratory and ask him what 
he was doing, he would undoubtedly be happy to discuss his work, assuming we 
eould follow his explanation. But if then we were to ask the question, “What 
will this experiment on which you’re working be good for?” the probabilities 
are that our scientist would emulate the pioneer English physicist, Michael Far- 
aday, when he was asked the identical question by a visiting member of Parlia- 
ment. Faraday is supposed to have replied, “I can’t tell you what it will be 
good for. But I’ll tell you this: One of these days, you'll be taxing it.” 


(2) The paucity of existing financial support for basic research 

Basie scientific research has been the financial stepchild of both the Federal 
Government and private industry. From chart I it will be seen that in 1953 
a total of $5.4 billion was spent on research and development. But of this 
amount only $435 milion went into basic research, upon which our advanced 
engineering and technological growth is dependent. Although industry spent 
$3.8 billion on research and development, of this amount only $168 million rep- 
resented basic research—a figure which has been exceeded by individual com- 
pany annual advertising budgets. 

As chart I makes plain, the only significant volume of basic research in this 
country is being done at the universities and colleges. 

When you consider that an expenditure of $435 million for basic research— 
the very lifeblood of our military and industrial technology—was only one- 
eighth of 1 percent of our gross national product, it is, perhaps, no wonder that 
the Soviet Union was the first to usher in the dawn of the age of space. 


(3) What the Soviet Union is appropriating for basic research 


Let’s take a look at what the Soviet Union is appropriating for its research. 

Their recently announced current budget calls for an expenditure of $4.5 bil- 
lion. That’s.an impressive sum of money, even by capitalist standards. It be- 
comes even more impressive when you realize that it’s coming out of a gross 
national product of $147 billion, which is only about one-third as large as ours. 

Just how much of this 4.5 billioh will go into basic research is not known. A 
shrewd guess based on the available evidence suggests that the figure is massive. 
To begin with the Soviets have no consumer goods industry to speak of. Hence, 
they have no research and development expenditures to be allocated, for example, 
to the development of higher automobile tail fins. They can put their research 
money into tail fins for rockets. This is only to say that the Russian Academy 
of Sciences can concentrate the most brilliant scientific brainpower of the 
U. §. S. R. and whatever money it takes to accomplish whatever goal the leaders 
in the Kremlin believe will produce the biggest political and military dividends. 
Sputniks I and II are, of course, the classic examples. 

Glance at the chart entitled “Soviet Research Expenditures.” You will observe 
that 14 percent of Soviet scientific manpower is assigned to basic research. Ac- 
cording to the National Science Foundation, this is about one-third greater than 
the number of American scientists similarly engaged. We have firsthand evi- 
dence from American and British scientists who have visited the Soviet Union 
that their laboratories are elaborately equipped and amply staffed with techni- 
cians. It was something of a joke to the: Soviet physicist who was asked by a 
visiting American scientist how he got the money for the construction of the 
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world’s largest atom smasher. “Money?” he replied incredulously. “Why, we 
just sent in the requisition * * *.” 

While the Soviet Union lavishes the biggest financial rewards, the highest 
honors, the greatest prestige upon its scientists, and through its educational sys- 
tem is able to draw into science the cream of its youth, last year the National 
Science Foundation was obliged to turn down meritorious scientific grants 
amounting to $35 million because it didn’t have the money. 

For the world’s richest nation to starve scientific research because of a lack 
of funds is a grim jest. It’s so grim, Mr. Chairman, that, because of this penny 
wise pound foolish philosophy, we now face a crisis of survival. Time is run- 
ning outonus. You can’t force feed creative thinking. The leadtime in scientific 
education is long. As Dr. Edward Teller has stated, we probably cannot prevent 
the loss of our scientific leadership to the Soviets. “It is practically certain that 
they will surpass us in the next few years * * *. The best we can hope for is to 
recapture later what we are losing now.” + 


(4) Discussion of the proposal for allowing a tax credit to taxpayers who elect to 
make contributions for basic research 


So the question turns on what to do. There are numerous things which can 
be done and for which recommendations have been made. However, in this forum 
we are concerned with only one facet of the problem—the greater encouragement 
of basic research through allowing a tax credit to taxpayers who elect to make 
such contributions under certain conditions. 

(a) Analogy to foreign tax credit.—Just as in the case of a foreign tax credit 
(where the amount of foreign tax paid may be deducted from the United States 
tax owed), so, too, under the proposal I have in mind the amount contributed for 
basic research would be allowed as a deduction from the amount of tax to be 
paid. 

(a) The taw credit is not a spur-of-the-moment idea: The witness urged it 2 
years ago before the National Industrial Research Conference.—In passing, I 
might mention that this approach to the problem of assisting basic research does 
not happen to be a spur-of-the-moment idea which was ignited by the advent of 
the sputniks. As a matter of record, I made this identical suggestion almost 
2 years ago in a speech before the National Industrial Research Conference spon- 
sored by the Armour Research Foundation. There has been, therefore, time to 
give careful thought to the idea, and to weigh its merits. As a matter of fact, 
a report by the National Science Foundation issued last October specifically 
recommends in broad terms this very idea.’ 

(c) Limitations on the amount to be allowed under proposed tax credit.—It is 
my thought that the proposed credit should be limited, say, to 90 percent of the 
amount of the taxpayer’s contribution in order that the taxpayer should continue 
to bear some part of the cost. Since we are dealing with the Government's 
money, prudence dictates that a ceiling should be placed on the amount of the 
contribution for which a credit would be allowed. 

(d) Exclusion of expenditures for basic research by tawpayer.—You will ob- 
serve the entire thrust of my proposal is directed toward contributions. There 
is, therefore, excluded from my conception any expenditures for basic research 
which the taxpayer himself makes in his own industrial laboratories. I think 
such a provision is desirable for two reasons: (1) the inherent difficulties of 
defining basic research in relation to a company’s normal activities in research 
and development; and (2) because of the tendency of the taxpayer’s own re- 
search activities to be channeled into research and development of its own 
products. 

(e) Why allowable contributions to be made only to colleges and universities.— 
I emphasize that the allowable contribution must be made to colleges and uni- 
versities. For it is at the centers of higher learning that the environment is 
most conducive to the flourishing of pure scientific research. Because our insti- 
tutions of higher education conduct so large a part of our basic research and 
provide the training for virtually all of our scientists, they should, in my judg- 
ment, receive this additional financial support. 

(f) Regulations and working definition of basic research to be promulgated by 
National Science Foundation.—For administrative purposes, a working definition 
of basic research could be provided readily by a regulation promulgated by the 
National Science Foundation. I would expect that the regulations and rules 


1 Vol. 36, Foreign Affairs (January 1958) at 207. 
* Basic Research, A National Resource, National Science Foundation (1957), at 7, 50, 
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laid down by the National Science Foundation would be largely self-executing. 
Therefore, I see little or no additional administrative burdens placed upon either 
taxpayers or the recipients of the contributions. 

(g) Advantages of contributitons by individual tarpayers over appropria- 
tions by the Federal Government.—You may, as a matter of policy, ask the ques- 
tion: “By providing a tax credit, the Government is in reality footing the bill. 
Why not increase the appropriations for the National Science Foundation and 
allow that agency to increase its direct grants to the colleges and universities?” 

You could, perhaps, accomplish the same result in that way. However, in my 
judgment, the effort will not be nearly so successful as by providing a tax credit 
as an incentive to the taxpayer to make the contribution directly. This will be 
true, I believe, for several reasons. For one thing, by substituting the tax- 
payer—whether individual or corporate—for a governmental agency you diffuse 
among all the citizens a sense of responsibility for alleviating the problem. By 
placing responsibility upon the citizen taxpayer, you would light a fire under the 
imaginations of our largest charitable givers to fill up the vacuum. You 
would challenge your engineering executives and other individuals to explore 
those areas where the best opportunities existed for significant results. 

For another thing, I believe the higher centers of learning would prefer to 
receive an unrestricted contribution from a taxpayer than the same amount 
from the Federal Government. There is a feeling among many educators and 
science administrators that the Federal Government already possesses too great 
control over the educational and scientific centers as a result of the large mili- 
tary research and development contracts placed by the Department of Defense, 
the Atomic Energy Commission, and other Federal agencies. If, on top of this 
heavy governmental financial support, there is to be placed the additional weight 
of substantial grants for basic research, the traditional freedom of the higher 
centers of learning could be seriously impaired. 

That is all there is to the proposal for which I respectfully solicit your 
earnest consideration. I have suggested no cosmic shattering panacea. I 
have suggested no “crash” program to be ballyhooed and press agented across 
the land. It is just a simple idea which can, however, do a big job—the kind 
of job which could prevent a decisive shift in the balance of world tech- 
nological and military power. 

IV. CONCLUSION 


In concluding, I must say, in all candor, Mr. Chairman, that merely pro- 
viding more tax dollars for basic research is not the whole of the answer to 
the problem of catching up with Soviet science or of achieving parity with 
Soviet military technology. There are other urgent measures which must be 
adopted. Although their discussion properly belongs to another forum, I must 
ask your indulgence at least to touch upon them. 

Perhaps I can state the problem in this way: What we need, it seems to me, 
is a thorough overhaul of the American state of mind. We need to abandon 
the self-deluding and, if you please, arrogant myth that other nations can 
progress technologically and scientifically only by stealing our inventions. The 
Creator has not provided us with any exclusive license on brains. We need a 

ce of respect for the uncommon intelligence. We need to remember 
that the man who never met a payroll may yet be the savior of his country. 
We need, as Dr. James Killian has said, “to cultivate science for its own special 
values, its disinterested search for truth, its creativeness, its readiness to 
acknowledge error and to accept new ideas.” 

We are in an historic race, Mr. Chairman, with Soviet science and technol- 
ogy. Our survival and the future of free peoples everywhere depend on our 
ability to mobilize our brainpower. 

The “felt necessities of the time”—in Mr. Justice Holmes’ phrase—demand 
that we bestir ourselves. The time for leadership and action is now. 


Vv. SUMMARY OF THE RECOMMENDATIONS AND ARGUMENT WITH RESPECT THERETO 


Because of the spectacular technological and scientific advances by and the 
steady economic growth of the Soviet Union, this Nation faces the imminent 
loss of its pivotal position as the world’s foremost power. On today’s interna- 
tional stage power is industrial power—the power of science, the power of tech- 
nology, and the power of production. 

Neither the Federal Government nor private industry has given basic scientific 
research the financial support which it must have if our technological economy is to 
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grow and if we are to maintain parity with and supremacy over the Soviet Union. 

It is proposed that there be legislation which will encourage increased financial 
support for basic scientific research conducted by the universities and colleges ; 
and that this be accomplished by providing a tax credit as an incentive to tax- 
payers who elect to make such contributions. 

The credit should be limited to a stipulated amount so that the taxpayer should 
continue to bear some of the cost. There should be both a floor and a ceiling 
below and over which contributions would not have the benefit of the credit. 
This concept of a tax credit is analogous to the foreign tax credit where the 
amount of foreign tax paid may be deducted from the United States tax owed. 

For administrative purposes, the National Science Foundation would lay down 
the applicable rules and regulations governing such contributions to the centers 
of higher learning. Since such rules and regulations would be largely self-execut- 
ing, little or no additional administrative burdens will be placed upon either the 
taxpayer or the recipients of the contribution. 

While the financial vacuum in basic research could be filled by swelling the 
appropriation of an agency such as the National Science Foundation, on balance 
a better spread and a wider application of tax moneys will take place if it is 
left to the citizen-taxpayer. Responsibility for alleviating this lack of financial 
support should, in a democracy, fall upon the citizens. 

If this committee will but provide the legislative mechanics, the citizen-tax- 
payers of the Nation will gladly heed the call of duty. 

But in the words of Scripture, “if the trumpet give an uncertain sound, who 
shall prepare himself for battle?” * 

Respectfully submitted. 

EuisHa Gray II, 
President, Whirlpool Corp. 


*I Corinthians xiv, 8. 
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The Cuarrman. Our next witness is Mr. George W. Anderson. 

We recognize you for 15 minutes. If you will give your name and 
address and capacity in which you appear. 

Mr. ANDERSON. My name is George W. Anderson, executive vice 

resident of the American Transit Association, 292 Madison Avenue, 

ew York City. 

The Cuarrman. You may proceed in your own way, Mr. Anderson. 


STATEMENT OF GEORGE W. ANDERSON, EXECUTIVE VICE PRESI- 
DENT, AMERICAN TRANSIT ASSOCIATION, NEW YORK, N. Y. 


My name is George W. Anderson, executive vice president of the 
American Transit Association, 292 Madison Avenue, New York, N. Y. 
The American Transit Association is a voluntary trade association 
whose 275 operating members transported about 80 percent of the 
10% billion transit rides taken last year by 85 million people. 
Sbviously, I am not authorized to speak for the 85 million people 
who ride transit vehicles in the United States each year. However, 
these people ultimately pay any increased taxes levied upon transit. 

Transit companies operate buses, trolley cars, streetcars, rapid-tran- 
sit cars, or various combinations thereof in cities and towns of various 
sizes throughout the United States, including the major cities. 

The surface operations of most of these companies are confined to 
city streets which are generally not part of the Federal-aid highway 
system or the proposed National System of Interstate and Defense 
Highways. 
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About 49 of the approximately 1,600 transit companies operating 
in the United States are public owned, including those serving some 
of our major cities such as New York, Chicago, Detroit, Cleveland, 
Boston, San Francisco, and Seattle. 

These publicly owned systems are specifically exempted from the 
payment of any of the present or proposed excise taxes on fuels, oils, 
tires, tubes, retread material, new motor vehicles, or parts and ac- 
cessories for these vehicles. 

I recognize, of course, that your committee has been compelled to 
limit the scope of these hearings to H. R. 8381, the Technical Amend- 
ments Act of 1957. So, at the outset, let me direct your attention to 
H. R. 3538 now before your committee, having been introduced on 
January 28, 1957, by Congressman Richard Simpson, which bill is 
a correction of an unjust inequity in the present law. 

H. R. 3538 would amend section 247 (b) (1) of the Internal Rev- 
enue Code of 1954—not subsection (d) as the printed copy of the bill 
indicates—by providing transit companies the same rights and priv- 
ileges accorded other public utilities in the computation of deductions 
for income-tax purposes with respect to dividends paid and received 
on certain edenred stock. 

Not granting local transit services an eoninion whereas most 
other types of public utilities are exempt, is obviously exactly the 
kind of technical inequality that H. R. 8381 (Federal Amendments 
Act of 1957) was designed to correct and, therefore, it would seem 
to be appropriate for your committee to, at this time, include this 
exemption in the Federal Amendments Act of 1957. We know of no 
differentiation between local transit services and other public utili- 
ties which would justify, taxwise, any such unequal burden as the 
present law places upon the local transit services. 

The definition of the term “public utility” found in paragraph (1) 
of section 247 (b) (1) of the Internal Revenue Code of 1954 does 
not cover corporations engaged in furnishing local transit service, 
although it does cover most other types of public utilities. 

The transit industry believes that the omission of transit com- 
panies from this definition is due to inadvertance at the time this 
section was enacted. However, continued failure to accord transit 
companies the same rights and privileges accorded the other public 
utilities specifically mentioned in this section is unjust and discrim- 
inatory. Despite this long-standing inequity, transit companies are 
included in the definition of a regulated public utility in section 1503 
(c), which was added to the Internal Revenue Code when fairly ex- 
tensive revisions were made in 1954, This section relates to the filing 
of consolidated tax returns, 

Thus transit companies are now regulated public utilities under 
section 1503 (c) and are unable to qualify as regulated public utili- 
ties under section 247 (b). 

There are transit companies with outstanding preferred stock which 
meet the requirements outlined in the Internal Revenue Code, and 
the correction of this obvious inequity would involve no substantial 
loss in revenues to the Federal Government while granting, in simple 
justice, equal protection under the laws. 

The adoption of the bill is extremely important to those few com- 
panies which do have relatively large amounts of preferred stock 
outstanding, for, unlike the other utilities which have a reasonable 
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rate of return and an expanding demand for their services, the urban 
transit industry in many areas is struggling for its very existence. 

In addition, we have no means of knowing what, if any, proposals 
may be made to your committee besides those contained in H. R. 8381 
which might directly or indirectly affect the tax burden of the public 
transit service companies and, consequently, we should like to make a 
brief statement showing the necessity for relieving public urban 
transit service companies from their already too heavy tax burden if 
that reaps is expected to survive. We feel that you want to have 
these facts clearly before you in your consideration of any proposals 
under consideration by your committee affecting directly or indirectly 
that industry. 

Now I should like to discuss briefly the financial condition of the 
industry. Since 1940, despite a 26-percent increase in urban popula- 
tion throughout the country, transit riding has declined about 20 per- 
cent and the riding per capita has decreased about 36 percent in that 
period of time. Last year the level of transit riding was about 4 
percent below 1956. 

Our problem stems largely from the competition of automobiles. 
About two-thirds of all the automobiles are owned by people living 
in urban areas. Since the urban streets and gle comprise about 
8 percent of our total roads, we have the problem of approximately 
two-thirds of our automobiles being operated on a very small per- 
centage of our highways. 

This creates traffic congestion. It has meant that transit vehicles 
have been slowed down, our riding has suffered, and we are striving 
earnestly to overcome that problem. 

What has happened in many of the cities is that we have had a 
greater number of vehicles, but fewer people, entering the downtown, 
and it is people and not vehicles that make downtown areas pros- 
perous. erefore, we are encouraged to find that planners, city offi- 
cials, retailers, real-estate people, and many other groups are becom- 
ing increasingly aware that our problem in downtown congested areas 
is trying to move people and not vehicles. 

I am not saying that because the automobile is our competitor 
that the automobile should be eliminated or barred from the down- 
town area. It would be ridiculous for me to make such a conten- 
tion. However, we do feel that a better balance between the use of the 
automobile and the public vehicle in the downtown area should be 
restored. Incidentally, General Motors, the world’s largest auto- 
mobile manufacturer, has produced an excellent sound color motion 
picture entitled “Let's Go To Town,” which has as its central theme 
the idea “Don’t bring private cars downtown.” 

It is encouraging to note that the several planning groups I have 
referred to are becoming increasingly aware of the important part 
that transit must play in relieving congestion in the downtown area. 

Unlike some of the other forms of transportation, the automobile 
is practically our only competitor. We do not compete with the rail- 
roads, the airlines, nor the intercity buses. In fact, with very few 
exceptions, the transit companies do not even compete with each 
other. Generally speaking, a metropolitan area is served by one 
system. 

Since 1940, despite a 26-percent increase in urban population, - 
transit rides per capita basis have decreased from 176 to 112. Last 
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year, total transit riding was about 4 percent below the previous 
year’s level. 

During the same period, the transit industry’s operating revenues 
increased 87 percent, but its operating expenses, including deprecia- 
tion, increased 108 percent. Last year the industry as a whole earned 
something like 1.41 percent on its investment. 

Since V-J Day, transit operations in more than 150 municipalities 
have been sold and, in addition, more than 150 others have been com- 
pletely abandoned. In some cases where operations were abandoned 
they were subsequently resumed by another company. However, in 
most such cases the new service was operated on a drastically cur- 
tailed basis and often the wages and working conditions of the new 
company were inferior to those of its vadeceaite, Thus, transit 
riders and employees, as well as merchants and others, suffered. 

Since January 1, 1954, 67 transit companies have completely 
abandoned service and in 41 of these cases the community has re- 
mained without transit service, as no successor company has been 
found. 

Since August 1955, 10 of the 50 public-owned transit systems pre- 
viously mentioned have been taken over by the city. Of these, the 
operations in Tacoma, Wash., Kalamazoo, Mich., Jackson, Mich., and 
Great Falls, Mont., were purchased by the city and leased back to 
the former owners, which continue to operate the systems. Obviously, 
such a lease is merely a device to avoid the payment of Federal excise 
taxes and possibly some State, county, or municipal levies, 

The situation has become so critical that commissions have been 
appointed to study bus operations in the States of Illinois, Iowa, 
Massachusetts, Michigan, New York, Pennsylvania, and Wisconsin. 
A committee was also appointed by the Governors of the six New 
England States to make a similar study. Likewise, committees to 
study the transit problem have been appointed in a number of cities, 
including Baltimore, Dallas, Memphis, Philadelphia, and Toledo. 

It is interesting to note that recently six closely related associations 
of municipal officials organized the National Committee on Urban 
Transportation to study all phases of the urban transportation prob- 
lem, attention being given to transit vehicles as well as to trucks and 
automobiles. This committee has prepared a soon-to-be-released 
guide manual entitled “Better Transportation for Your City,” which 
suggests a balanced approach to the problem, with consideration 
being given to both the private automobile and transit. 

Our financial problem is aggravated by the fact that it has become 
increasingly difficult to pass on higher costs to our riders. However, 
they, who are generally members of the low-income group, must ulti- 
mately pay these higher costs. 

Recently we assisted the Bureau of Public Roads, United States 
Department of Commerce, in a study of benefits to users and nonusers 
of Federal-nid highways which Congress provided for in section 210 
of the Highway Revenue Act of 1956. Two hundred and fifteen 
companies operating local transit service and 22 companies operating 
suburban or other service replied to our questionnaire. The total 
mileage operated by these 237 companies represented 54 percent of the 
total regular route mileage operated by the entire industry. A num- 
ber of those replying companies reported that they made no use of 
any street or highway which comprised a part of the Federal-aid 
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highway system, and the regular route-miles operated over any Fed- 
eral-aid highways by the entire reporting group represented only 15 
percent of their total regular route-miles operated. 

Privately owned transit companies, like other highway users, are 
generally required to pay fuel taxes levied by the States and, in some 
cases, by counties oe cities. They are also required to pay to the 
State license or registration fees, which are often several Carded 
dollars per vehicle, and, in some cases, inspection fees. 

However, unlike other highway users, many transit companies are 
required to pay ppaeenenentie taxes to the city, and in addition may 
be required to defray part of the cost of repairing some of the streets 
over which they operate and also actually remove snow from those 
streets or pay the cost of having the city do so. 

I am very happy to state that there is a growing movement on the 
part of cities, counties, and the States to eliminate or reduce many of 
these taxes. For example, the States of Iowa, Washington, and 
Wisconsin have recently completely exempted transit from the pay- 
ment of State fuel taxes, and in Michigan and Texas transit compa- 
niet have been exempted from a 1-cent fue] tax increase applicable to 
others. 

In Connecticut, Illinois, Iowa, Massachusetts, Minnesota, North 
Carolina, Ohio, Oklahoma, and Wisconsin, license or registration fees 
paid by transit companies have been greatly reduced. : 

New York, Houston, Dayton, Dallas, Tulsa, Miami, Des Moines, 
Portland (Oregon), Shreveport, Providence, Memphis, Roanoke, 
Oklahoma City, Cheyenne, and Wichita are some of the cities which 
have recently eliminated or reduced gross receipts taxes paid by their 
transit companies, and the States of California, Connecticut, New 
York, Tennessee, and Virginia have also eliminated or reduced gross- 
receipts taxes levied at the State level. 

Public Law 757, granting a franchise to District of Columbia Tran- 
sit System, also granted outright relief from a 2 percent gross re- 
ceipts tax and provided for exemptions from fuel taxes and real- 
estate taxes if the company fails to earn a 614-percent return. 

The transit industry is very appreciative of the fact that the High- 
way Revenue Act of 1956 gave recognition to the transit industry’s 
depressed financial condition, and to the industry’s status as a very 
limited user of the Federal-aid highway system and an even more 
limited user of the proposed system of interstate and defense high- 
ways. The previously mentioned survey indicates that Congress was 
justified in providing for refunds to transit operators, under certain 
conditions, of the additional 1-cent-per-gallon tax on all liquid fuels 
and exemption of transit-type buses from the $1.50 per 1,000 pounds 
tax on highway vehicles having a gross weight of more than 26,000 

ounds. 
> Transit as a basic nonuser of the Federal-aid highway system or, if 
you prefer, as a 15-percent user thereof, meteor mene the previously 
mentioned survey, still pays a 2 cents per gallon Federal tax on the 


liquid fuels it consumes in its vehicles. It also pays the full 10-per- 
cent tax on new vehicles; the 6 cents per gallon tax on oils and greases ; 
the 8 cents per pound tax on tires and 9 cents per pound tax on inner 
tubes ; and the 8-percent tax on vehicle parts and accessories. 

The dollar cost to the industry of these taxes is: Fuels, $10 million; 
new vehicles, $3,700,000; oils and greases, $340,000; the 8 cents per 
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pound tax on tires and the 9 cents per pound tax on inner tubes, 
$850,000; the 8-percent tax on parts and accessories, $3,500,000; mak- 
ing a total of $18,390,000. 

he dollar value of the relief to transit provided in the Highway 
Revenue Act of 1956 totals about $5,100,000. Therefore, I respectfully 
submit that transit is still paying 78 percent of the taxes paid by other 
highway users and as a 15-percent user of the Federal-aid highway 
system is entitled to additional relief. ; 

Finally, there is one other proposal before your committee—Con- 
gressman Simpson’s bill H. R. 6728, introduced on April 8, 1957. H. 
R. 6728 amends section 172 (b)—(1) (B) of the 1954 Revenue Code by 
extending the present 5-year period for the carrying forward of a 
net operating loss to 10 years. In support of that amendment, I 
should like to submit a memorandum of the Twin City Rapid Transit 
Co., a member of our association. 

May I offer that for inclusion in the record ? 


Mr. Grecory (presiding). Without objection, it may be included 
in the record. 


(The document referred to is as follows :) 


MEMORANDUM OUTLINING REASONS FOR REQUESTING TAx RELIEF FOR THE TRANSIT 
INDUSTRY WITH ILLUSTRATIONS FROM THE EXPERIENCE OF ONE METROPOLITAN 
TRANSIT CONCERN 


H. R. 6728, a bill allowing an additional 5-year net operating loss carryover 
for the transit industry, is in the national interest for a number of reasons. 

For a number of reasons hereafter set forth, it has become necessary for 
transit systems to sooner or later convert from streetcar operation to bus 
operation of some kind. 

Public transportation by streetcars and buses has rightfully been recognized 
as a “sick” industry for some time. The economic feasibility of transport by 
rail has dwindled with the rise of the automotive industry. Public transit, even 
by motorbus, has suffered from the change in residential concentration to 
suburbs, the increasing size of our cities, the centralization of city businesses, 
suburban shopping centers, the 5-day workweek, television, and the increase in 
automobile registrations which have all contributed to cutting passenger reve- 
nues of transit companies more each year. In addition, since the end of World 
War II, this period of rapidly declining patronage has been aggravated by also 
being a period of increases in wages, taxes, and cost of equipment and supplies. 
The transit industry is particularly subject to increases of this kind because of 
being almost universally unionized, and because of being subject to special 
taxes and obligations imposed by the municipalities being served. While there 
is no limitation on the amount of these costs of operation and no limitation 
on the rate at which they may be increased, the fares that may be charged and 
the total revenues which are allowed to be earned by transit systems are rigidly 
regulated and controlled because these “arteries of our cities” are vested with a 
public interest. 

The foregoing are some of the factors illustrating that our transit systems 
are in an unpleasant and unique position giving rise to present problems not 
faced by any other group of taxpayers in our expanding economy. It is sub- 
mitted that the same public interest served by our transit systems causes prob- 
lems which require them to suffer a loss of tax saving not imposed on the tax- 
payers in general, which works a severe hardship on the transit industry simply 
because it is important to the vitality of the communities of our Nation. Thus, 
it is in the same public interest to relieve this hardship. 

The type of relief requested, extension of the carryover period for deducting 
operating losses, is in line with the policy of Congress demonstrated by the 
history of this law since its inception. We understand the law was originally 
passed to mitigate some of the hardship imposed by the use of the taxable year 
in determining tax liability, and also to soften hardships imposed on taxpayers 
during the transition period from war to peace in 1918. The hardships imposed 
by the use of the taxable year in determining tax liability are putting a tre- 
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mendously greater burden on the entire transit industry than other taxpayers, 
simply because in this period where other taxpayer’s property is increasing 
in value, transit is requested to absorb tremendous property losses in addition to 
having to live with declining revenues and increasing costs. The transit com- 
panies are in the type of transition period for which this type of relief was 
originally granted. 

The fact of rate and revenue regulation in the public interest imposes a unique 
hardship on the transit industry as to tax carryover of losses because the regu- 
lated earnings basis is too small to offset the large nonrecurring conversion 
losses within a 5-year period. 

The factors outlined previously have brought transit systems nationally to 
the point that unless relief of some kind is granted, private systems will soon 
approach bankruptcy or require Government operation and subsidization for 
continued operation. To defer the day of bankruptcy, every system in the 
country will be required to convert from street-railway, streetcar operations to 
motorbus systems. This is essential to economic salvation because of the 
gains in economy, efficiency, rider appeal, and increased speed of traffic move- 
ment. Conversion to bus inevitably results in tremendous losses due to aban- 
donment of expensive properties required to run an electrical street railway 
system. The systems which have already converted have suffered these large 
losses in their property holdings through forced sale of assets difficult to dispose 
of even for a fraction of their value. These losses resulting from conversion are 
iu the public interest, and it is believed that where the systems absorb the loss 
of sometimes two-thirds of their assets, they should not also be required to suffer 
the loss of tax savings, which other taxpayers received because not faced with 
transit’s special problems. This requested relief will encourage unconverted 
companies to go ahead and take their large conversion property losses in spite 
of the natural reluctance of individuals to do so, thereby gaining sooner for their 
communities the advantages of bus transportation as to appearance, speed, rider 
appeal, economy, efficiency, and particularly the tremendous improvement in 
speed of traffic movement which is strangling and snarling the main streets of 
our cities even now. 

The relief requested, as pointed out, allows unconverted companies to proceed 
through the entire process of conversion rapidly, as is necessary for many rea- 
sons. The companies could obtain the effect of requested tax saving by stretch- 
ing the time of conversion of the various streetcar lines to buslines for 10 or 
20 years, but surely they should not be required to take this uneconomic and 
unnecessary recourse. The demonstrated facts are that once a conversion is 
started of 1 or 2 lines of streetcars, as long as some streetcar lines remain, 
operation of these require maintenance of almost the entire electrical system, 
thus imposing a progressively greater loss ratio on remaining lines. Accord- 
ingly, the faster the conversion, the better it is for the community and the 
system. 

Surely it is self-evident that preservation of sound transit systems is essential 
to the national economy, and especially to the larger communities of which 
transit is the lifeblood. The preservation of sound private transit systems 
by tax concessions is practical in that it insures the continuance of private op- 
eration of a large source of tax revenue which can continue to be such, if it 
is not strangled by disregard of its problems. The goose that lays the golden 
eggs is asking that it not be killed before its time. 

Analagous relief has been granted to electric and gas utilities where similar 
type losses were permitted to be designated as “changeover expenses” and were 
allowed as tax carryover up to 10 years in some cases. Officials of the Internal 
Revenue Service have expressed sympathy for the transit systems because of 
this hardship situation, but indicated a simple change in regulations would not 
be sufficient to correct the inequity as to the transit companies and that remedial 
legislation should be requested of Congress. 

The relief granted in the franchise of the Washington ‘D. C. Transit System 
indicate our Congress is aware of public importance of sound transit and its 
need for aid. A similar extension of relief for hardship was made by Congress 
in the 1951 Revenue Act changing a 1-year deduction to allow a 5-year carryover 
. the case of the large casualty flood losses of July 1951, in Kansas and other 

tates. 

The soundness of this type of relief for taxpayers generally during this period 
is indicated by the fact that since 1950 the total carryback and carry-forward 
time has been extended from 4 to 6 and then to 7 years. 
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The transit industry is fighting for its very existence and this relief may be 
the difference between survival as self-supporting entities or conversion to an- 
other drain on the taxpayers by direct subsidy. It should be borne in mind 
that public transportation is essential. In case of war, our cities would be 
strangled by any catastrophy without sound transit systems. Civil defense at 
the present time requires sound public transit to clear city people to shelter 
areas. Further, the values in our cities drop tremendously with every loss the 
transit systems suffer. 

Using as an example the experience of the Twin City Lines of Minneapolis 
and St. Paul, the following facts are disclosed: 

Twin City Lines converted completely between 1952 and June 1954. 

In the process it suffered over $12 million in loss of property by abandon- 
ment and forced sale. 

The rapid and complete conversion preserved the solvency of the system—at 
least for the time being. 

The tax consequences of taking this tremendous loss in 2 years had to be dis- 
regarded in order to promptly cut the rate of increasing loss from expensive 
streetcar operations, to enable the giving of more service for the same fare by 
lower operating cost, and to satisfy the cities served that every effort was made 
to hasten elimination of streetcar traffic tieups, etc. 

Losses in the years before 1952 prevented this company from taking any carry- 
back saving. The limit of 5 years carryover in the present law, together with 
the limited earnings possible under State regulation, allow the company to ob- 
tain the tax relief on only about $7 million of its losses. 

To summarize, the following facts are the basis of the request for remedial 
legislation made here: 

1. Our present income-tax law recognizes that operating losses may and should 
be allowable as deductions from future tax liability of taxpayers generally. 

2. Because of problems inherent in the nature of the transit industry, being 
vested with a public interest, subject to regulation, etc., together with the need 
for conversion to bus operation as a matter of economic salvation, this industry 
is unique among taxpayers in being compelled to take a nonrecurring tremendous 
loss of assets within a small number of tax years. 

3. The only transit systems who have not had or will not have this problem 
are those which were always completely bus systems, and those which are 
municipally owned and have no tax problem. 

4. As a practical matter, these conversions from streetcar to bus operations 
must be fast and the very large losses are sustained within a few years. 

5. The earnings of transit companies are regulated. Thus, with the small 
earnings allowed each year, the transmit companies cannot receive the tax bene- 
fit of the very large losses in so short a period as 5 years; therefore, the losses 
on which the tax benefit is lost means confiscation of the transit industry’s tax 
rights as compared with other taxpayers. 

6. The encouragement of a sound national transit industry is essential to the 
publie interest and is needed to insure the solvency and continued tax paying 
ability of the systems. 

Respectfully submitted. 

Twin Ciry LINES, 
Member of American Transit Association, Committee on Federal Taav 
Relief. 
By Davin BE. ELuison, 
President, Twin City Lines. 


Mr. Grecory. Does that complete your statement, Mr. Anderson ? 

Mr. Anperson. Yes. 

Mr. Grecory. If there are no further questions, thank you very 
much for your statement. 

The next witness is Charles Goodwin, Jr. 

Mr. Goodwin, will you give your name and address to the clerk 


for the record, please, and then you may proceed in any manner you 
desire. 
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STATEMENT OF CHARLES GOODWIN, JR., MEMBER OF THE FIRM 
OF SHEARMAN & STERLING & WRIGHT, NEW YORK, N. Y. 


Mr. Goopwin. Thank you. 

My name is Charles Goodwin. I am an attorney in New York 
City, member of the firm of Sherman & Sterling & Wright. 

I am appearing before this committee on a matter which has been 
more or less continuously before the committee for a great many 
years, and that is double taxation. 

Corporate earnings are taxed at the corporate rates up to 52 per- 
cent and then the dividends when distributed to the tom \adare are 
again taxed in the individual returns. 

The 1954 Code, as you well know, reduced the incidence of this 
double tax somewhat. It provides for a 4-percent credit against the 
individual tax on dividends received from domestic corporations. 

This is only a partial and, indeed, small reduction since the cor- 
porate tax approach is 52 percent on amounts above 25,000. 

The provision in the 1954 Code which permits this credit excludes 
dividends paid by foreign corporations. It is limited to dividends 
paid by domestic corporations. 

This is superficially at least a reasonable exclusion since it would 
not appear likely that there would be a double tax in the case of earn- 
ings of foreign corporations. 

owever, there are a considerable number of foreign corporations, 
that is incorporated in foreign countries, which are treated for 
United States tax purposes as United States residents. They are 
resident corporations and, as such, they are taxed on their income 
menare the United States sources just as domestic corporations are 
taxed. 

They compute their income the same way; they take the same de- 
ductions from United States income, and they pay up to the 52-per- 
cent rate just as our local corporations. 

The stock of a great many of these corporations is owned by 
United States citizens and residents and so to that extent we still 
have double taxation of the earnings of such corporations and no re- 
duction by the dividend credit provision of the 1954 Code. 

I might suggest that you consider the enactment of a correspond- 
ing credit for such dividends, dividends paid to United States resi- 
dent income-tax payers by resident foreign corporations. 

There is no reason for discriminating against such income in the 
reduction of the double taxation. 

Of course, it would be necessary, since the foreign corporation pays 
United States tax only on a portion of its income, to restrict the credit 
to a portion of the dividend. That would be fairly simple. It could 
be done on the ratio of United States income to gross income, for 
example, with that percentage being applied to the dividend and the 
credit being allowed only against that portion of the dividend. 

It might be objected that this raise administrative problems. I 
don’t believe that the administrative problems would be serious or 
even substantial. 

A similar problem already exists in the case of dividend paid by 
some regulated investment companies. Many regulated investment 
companies have substantial interest income which never had been sub- 
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jected to the corporate tax because it is deductible by the corporation. 
Threfore, when that is passed out to the shareholders in the form of 
dividends it is appropriate to reduce the credit and that is done in 
section 854 of the code. 

They are allowed to credit, in other words, only in proportion to the 
ratio which dividend income bears to gross income. 

A similar administrative problem might have arisen in connection 
with corporations which pay nontaxable or so-called nontaxable divi- 
dends. That is return of capital dividends, distributions paid out of 
other than earnings. 

There are a considerable number of corporations that pay such divi- 
dends. Mining corporations are an example, paying dividends out of 
depletion reserves. Timber corporations also, out of depletion. Yet 
it has been no problem in administering the taxation of only a portion 
of such dividends. 

As a matter of fact, the two principal tax service publishers, C. C. 
H. Inc., and Prentice-Hall, each put out a capital adjustment service 
which reports the portion of the dividend each year which is to be 
subjected to United States income tax and they would, of course, if a 
provision like this were inserted, pick up foreign dividends and report 
for the use of revenue agents and taxpayers alike the proportion of the 
dividend which would be available for the dividend credit. 

This proposal simply goes along the line promoting, let us say, for- 
eign equity investments, a program which has been regarded as bene- 
ficial to this country by not only the present administration, but also 
the preceding administration. Both have come out for the proposi- 
tion that this country should enlarge its equity investments in foreign 
countries, equity investment as contrasted with the direct investment 
of the company which puts up a plant in a foreign land. 

The Randall Commission recommended that something be done to 
promote foreign investment. Section 83 of the Internal Revenue Code 
is a congressional recognition that this is desirable because it gives the 
favored regulated investment company tax treatment of dividends 
where the regulated investment company invests primarily in foreign 
equity securities. 

I have filed a written statement for the record. Annexed to that 
statement I have briefly set forth suggested amendments in the Inter- 
nal Revenue Code to accomplish this purpose. 

The CuarrmMan. Without objection that material will be included in 
the record. 

(The material referred to is as follows :) 


STATEMENT OF CHARLES GOODWIN, JR. 


PROPOSAL TO EXTEND DIVIDEND CREDIT TO AMERICAN SHAREHOLDERS OF RESIDENT 
' FOREIGN CORPORATIONS 
The problem 
Under existing law, the earnings of a corporation are taxed twice, once as 
corporate income and again as individual income when paid out as dividends to 
shareholders. Congress, in section 34 of the Internal Revenue Code, has reduced 
this double taxation in the case of distributions by domestic corporations by per- 
mitting individual taxpayers to take a percentage credit for dividends received. 
The Internal Revenue Code imposes a tax on the income of resident foreign 
corporations derived from United States sources computed in the same way and 
at the same rates as in the case of domestic corporations. Nevertheless, American 
shareholders of such foreign corporations do not receive the benefit of the dividend 
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credit, even though the income has already been taxed by the United States at the 
corporate level. 

Since the purpose of the dividend credit is to reduce the incidence of double 
taxation, there seems to be no reason why American shareholders of foreign 
corporations should not be entitled to a similar credit with respect to that portion 
of the dividend which has already been subjected to United States at the corporate 
level. 


Proposed solution 


A practical solution would be to allow the credit with respect to that portion of 
the dividends paid by a foreign corporation attributable to income already taxed 
by the United States. For administrative convenience, it seems appropriate 
that such relief be limited to distributions by corporations that derive some signifi- 
cant portion of their income from sources within the United States. 

There is in the existing tax law a precedent for congressional action along the 
lines here proposed. Section 854 of the Internal Revenue Code provides that, in 
the case of a dividend received from a regulated investment company, only that 
portion of the dividend which bears the same ratio to the amount of such dividend 
as the aggregate dividends received by such company during such taxable years 
bears to its gross income for such taxable year shall be taken into account for 
purposes of the dividend credit. 

The enactment of the provision here proposed would reduce the incidence of 
double taxation in an area heretofore overlooked. Set forth below are proposed 
amendments to the Internal Revenue Code designed to accomplish this goal. 


PROPOSED AMENDMENTS TO INTERNAL REVENUE CODE TO EXTEND DIVIDEND CREDIT TO 
AMERICAN SHAREHOLDERS OF RESIDENT FOREIGN CORPORATIONS 


Amend section 34 (a) to omit the bracketed words, as follows: 

“Sec. 84. (a) GENERAL RuLE.—Effective with respect to taxable years ending 
after July 31, 1954, there shall be allowed to an individual, as a credit against the 
tax imposed by this substitle for the taxable year, an amount equal to 4 per 
centum of the dividends which are received after July 31, 1954, [from domestic 
corporations] and are included in gross income.” 

Amend section 34 (c) to insert new subsection (4), as follows: 

“(4) a foreign corporation, unless such corporation is subject to the tax im- 
posed by section 882 and derives at least 10 per centum of its gross income, com- 
puted as if the foreign corporation were a domestic corporation, from sources 
within the United States.” 

Amend section 34 (d) to insert new subsection (3), as follows: 

“(3) In the case of a dividend received from a foreign corporation, the amount 
which may be taken into account shall not exceed that portion of the dividend 
which bears the same ratio to the amount of such dividend as the amount of such 
corporation’s taxable income derived from sources within the United States bears 
to its entire taxable income for the same taxable year, computed as if the foreign 
corporation were a domestic corporation.” 


The Cuairman. Does that complete your statement, sir? 
Mr. Goopwin. Yes, sir. 
_ The Cuarrman. Are there any questions? 
If not, we thank you for the information given the committee. 
Mr. Goopwin. Thank you. 
The CuarrmMan. Our next witness is Mr. Martin B. O’Connor. 


Give us your name, address, and the capacity in which you appear, 
for the benefit of the record, please. 


STATEMENT OF MARTIN R. 0’CONNOR, MEMBER, LAW FIRM, LOCKE, 
LOCKE & PURNELL, DALLAS, TEX. 


Mr. O'Connor. Gentlemen, my name is Martin R. O’Connor. Iam 
an attorney of the firm of Locke, Locke & Purnell, in Dallas. I am 
appearing personally and, I hope, in behalf of all disabled people. 
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I believe there is a great need for tax relief for the disabled people 
today. As tax laws are presently formed, our veterans and blind 
people have some relief. ith this I agree wholeheartedly. 

But the great bulk of disabled people are not included in this more 
or less privileged treatment. 

Now, the earning power of a disabled person, as you can probably 
understand, is greatly curtailed, whereas the expenses, on the other 
hand, are greatly increased. I would like to read to you just a couple 
of sentences from a report by the psychological social director at Warm 
Springs, Ga., Miss Grace Marie Freymann, about the income of some 
disabled people. 

Now, in my use of statistics, from which you draw conclusions, you 
have limited data, and you have to make that understanding before 
you present them. This was compiled out of 75 percent of the 216 
a that had polio from about 35 States. 

Miss Freymann says: 

It is scarcely possible to maintain a bare existence level on from one to two 
thousand dollars a year. 

The salary received by over 27 percent of the people that she sent out 
these followup studies to. 


Twenty-three percent receive over $3,000, but under $5,000. 


But notice and compare this with that fact, that over 36 percent are 
engaged in professional or managerial occupations. 

Ten and four-fifths percent of those working reported they are 
receiving salaries as they did before they had polio; 43.8 percent re- 
ported an increase. Forty-five percent, 45.8 percent, reported a de- 
crease. 

It sounds well to say that 8 percent received over a 50 percent increase 
since they returned to work, but it is rather sad to note that over 
18 percent received more than a 50 percent reduction. 

Most of those who received this reduction were in the salary cate- 
gories which did not provide too ample for their needs and their 
families’ needs when their salary was highest. 

Now, gentlemen, I would like to list for you some additional expenses 
that a disabled person will incur whereas an able-bodied person will 
not. 

First of all, there is treatment. Most physical therapy treatments 
today are about $5 a treatment, to the best of my knowledge. I know 
a great deal of people that cannot take these treatments because they 
cannot afford it. 

You will say we have agencies that will assist these people in this. 
I have found that disabled people after the first year or two of their 
disability feel that they more or less should not take any more aid 
from, say, the Infantile Paralysis Foundation. They assist you in 
youn acute states and after that you are more or less on your own 

ecause there are new polios every year and only one-fifth of the 
people today have gotten the Salk shot. 

Another thing is your equipment, your braces, your crutches, your 
prosthetic devices, your limbs, your wheel chairs, they all cost money 
to maintain and to replace. 

Here again our veterans are amply taken care of. Prosthetic devices 
are replaced for the veteran which, as I said, I wholeheartedly and 
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cee ont. agree with. There are people who do not have this 
aid. 

The provision introduced in Mr. Keogh’s bill in which I am in- 
eerdated, is a $600 maximum deduction for transportation expenses to 
and from work. If I were able to take the bus downtown Dallas to 
work 6 days a week, it would cost me approximately $2.16. By drivin 
my hand-controlled automobile, and I took the last 4 months of 195 
from my canceled checks to oil companies from credit cards and 
figured this, it cost me approximately $12.30 a week. 

Over the year that is a $500 difference that a disabled person will 
incur where an able-bodied person will not, a total expenditure of 
over $600. 

Now, you have household expenses. You have to build ramps. It 
is my understanding that the great bulk of disabled people do not 
have the money to buy a house, to furnish the downpayment, so they 
have to rent. 

When they rent they take the house they can get. Nevertheless, 
everybody needs a house with a ramp. And bathroom facilities have 
to bechanged. Bathroom doors have to be at least 26 to 28 inches wide. 

All new construction going on in this country is 24 inches. That 
costs money, too. 

Gentlemen, disabled people are in a constant state of rehabilitation. 
Our office of veettionsl #8 abilitation is doing a remarkable job. In 
one of their reports I came upon something I want to mention to you. 
This is based on a November 12, 1957, report, I believe it is. It talks 
about rehabilitating 65,640 people. These people paid $1714 million 
before rehabilitation and after rehabilitation $1943 million, an in- 
crease of 627 percent. 

It is estimated that the Federal income taxes paid the first year 
after rehabilitation were $1014 million. It is also estimated that 
65,640 persons rehabilitated in the fiscal year 1956 will pay back to the 
Federal Government within 3 years more than the entire amount 
os by the Federal Government for the basic support program 
in 1956. 

It is again estimated that rehabilitants in 1956 will pay during their 
working lives $10 in income taxes for every dollar expended the 
Federal Government on the basic support program. 

Rehabilitation means work, useful work, keeping your mind occu- 
pied, becoming a useful citizen, a good father, a good family man. 

You cannot get to work if you are not transported. If you do not 
have an automobile you have to take a taxicab. It is absolutely out 
of the question for most 100-percent disabled people, in one or more 
limbs, to take public transportation, for example, a bus. 

Therefore, I feel that within the statistics this deduction would be 
allowed for your transportation expenses to and from work. 

Now, I want to move along quickly because I know you gentlemen 
are busy, but I want to make reference to Mr. Keogh’s bill that he has 
introduced. 

I talked to Mr. Keogh for a minute this morning and I am very 
enthusiastic about his bill. I had two minor suggestions. One was 
this and it ran along the lines of Mr. McConnel this morning, of an 
intitial exemption not only for the disabled taxpayer and his spouse, 
who might be disabled, but for any dependents of the taxpayer. 
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That will include your children. It is a terrible expense when you 
have a young child growing up with, say polio or muscular distrophy, 
cerebral palsy or any other type of disease. You want them to have 
natural growth, consequently you visit a doctor frequently. They 
would like to see that 3-, 4-, 5-year-old child every few months. Their 
equipment has to be changed, their braces enlarged, releathered, and 
that all takes money. 

The medical deduction does not take care of that for disabled people 
because we don’t have enough income to take the benefit of that. 

Most of us use the standard deduction, I am certain. For example, 
if my neighbor and I were making $6,000 a year, and we each con- 
tributed $100 to our respective churches and I spent $500 on a wheel 
chair, braces, and crutches, the standard deduction for him at 10 
percent would be $600. The standard deduction for me at 10 percent 
would be $600. 

I expended $600. To itemize I come up with $420, which is not 
the same thing. 

Now, all of the law up to the present time, and the rulings in cases, 
have been more or less disfavorable to disabled people. 

I would like to read and quote to you from a recent Tax Court 
case concerning this transportation expense of a man named Donnelly. 
This is from the Tax Court (28 T. C. 150) : 


We think it not inappropriate to comment that the petitioner’s presentation 
of his case has called for careful and sympathetic consideration. We are fully 
aware of the hardship that may well result from our approval of the Commis- 
sioner’s determination and deals with the petitioner’s limited earning power and 
substantial medical expenses both of which are attributable to his poor physical 
condition. The law does not allow us to make exception even in the most appeal- 
ing cases. 

And this case cites the New Colonial Ice case which says deductions 
are a matter of legislative grace and that, gentlemen, is why I am here 
to talk to you. 

It would begin with you. It is going to take legislation on the matter 
and the Tax Court and the Internal Revenue Busviog has repeatedly 
turned this down. 

Now, gentlemen, there are discrepancies among disabled people as 
a whole. On page 15 of my statement I issued to you I have some fig- 
ures showing the present situation of a veteran, a blind person, and 
a nonveteran, considering only taxes paid. 

At year end the veteran will have $6,948. The blind man $5,520, and 
the nonveteran disabled $5,400. 

Then I took a blending of Mr. Keogh’s and Mr. Byrne’s proposal 
which I interject here. Mr. Byrnes has a statement in his bill that I 
wanted possibly to add to Mr. Keogh’s bill in that any expenses that 
you have because of trying to obtain employment would be deductible. 

Not just transportation expenses. 

I am not fully aware of muscular distrophy or cerebral palsy or 
other diseases, what it might take to get someone to work. I want it 
broader than that. 

With respect to a seeing-eye dog, a recent revenue ruling denied a 
man a deduction for cost of food to his dog. 

It was a medical deduction and not a necessary business expense. 

I have suggested a little relief to the problem and it parallels Mr. 
Keogh’s precisely, an additional exemption of $600, a deduction from 
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gross income of a maximum $600 for employment expenses which 
would include transportation expenses to and from work and cost of 
maintenance of a seeing-eye dog among other things. 

I have added here allowance of depreciation based on a 5-year life 
for automobiles. This is new and not incorpoarted in any of the bills. 

For this reason you use your automobile every day to get to work. 
You wear it out and there is nothing that can be done about it. 

Disabled people as a whole cannot replace their car at the end of 3 
years, or 5 years. They will drive it into the ground until they are 
absolutely forced into debt to get another automobile. 

I would propose some type of 5-year depreciation for that type of 
automobile so the man could get his capital investment back because 
you need your car in A-1 condition. A flat tire, any type of motor 
trouble, and you are more or less ruined, you are sitting there until 
someone comes along and helps you. 

Now to conclude, gentlemen, I feel that this legislative matter is of 
the utmost importance to all disabled people. The total effect on the 
Voters} taxpayers will be negligible as compared to the certain good 
it will do. 

Disabled people as a general rule do not like to be treated specially, 
or given any favors by virtue of their disability. But in the race for 
financial well-being and security he just cannot compete. 

Through no fault of his own his earning power is restricted and 
his expenses are greatly increased. 

Thank you, gentlemen, for letting me appear before you today. I 
hope you will give this matter your utmost consideration because this 
is a real problem that I hope will be handled as quickly as possible 
in the near future. 

Thank you. ; 

The Cuatrman. Mr. O’Connor, we thank you for coming before 
the committee today and making a fine statement. 

Are there any questions ? 

Mr. Reep. I just want to compliment you, sir. I am heartily in 
favor of your proposal. 

Mr. O’Connor. Thank you very much. 

The Cuarmman. Mr. Keogh will inquire. 

Mr. Keroen. Mr. Chairman, I have no questions to put to Mr. 
O’Connor, but I should like very much to stress my personal appre- 
ciation for your coming here to present your obviously studied state- 
ment and your informed opinion. 

Lest there be any doubt about it, Mr. Chairman, I think that I 
should like to ask permission that this full statement of Mr. O’Connor 
appear in the record. 

The Cuarrman. Yes, sir. 

Without objection it will appear in the record. 

(The formal statement submitted by Mr. O’Connor, is as follows :) 


TESTIMONY RELATIVE TO TAX RELIEF FOR DISABLED PEOPLE, BC MARTIN R. O’Con- 
NoR, OF THE LAW Firm or Locke, Locke & PURNELL, OF DALias, TEx. 


PART A. INTRODUCTION 


There is a definite need for tax relief for disabled people as a whole. Our 
present tax system grants relief to the veteran and the blind person. The vet- 
eran is allowed to exclude from gross income payments received, by virtue of 
his disability, pursuant to a Government pension. The veteran is also given 
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tax free $10,000 to aid in the construction of a wheelchair home, and $1,600 tax 
free to aid inthe purchase of a hand-controlled automobile. The blind person 
is given an additional $600 exemption. With these benefits in their entirety, 
I wholeheartedly agree. 

Exact figures are not available to determine what percentage of disabled 
people are taxpayers and further, what percentage af these, are blind people 
and veterans. But based upon the information I have, I would say that the 
great majority of disabled taxpayers are without tax relief. 

There are a great many diseases that can cause disability, both physical and 
mental. It would serve no real purpose to list them all here. As I have said, 
the greater percentage of disabled people have no tax relief whatsoever. Most 
of them cannot take benefit of the medical deduction because, after the first year 
or two of their disability, they have no money for further treatment. These 
people have a much lower earning potential than their able-bodied competitors, 
and their expenses will run much higher. Some of these expenses are those 
incurred by reason of special transportation to and from work, the maintenance 
of a wheelchair, leg braces, crutches, etc., etc. Also, the matter of housing pre- 
sents a great additional financial burden—more than likely, ramps have to be 
eonstructed and installed, doors widened in some instances, bathroom facilities 
entirely changed, etc. Gentlemen, all this costs money that able-bodied people 
do not have to expend. 

The disabled are in a constant state of rehabilitation. They must work and 
keep busy and become useful citizens lest they lapse into a state of lethargy 
and self-pity, which our doctors tell us is a fate worse than death. I notice 
there have been cases that have allowed a deduction to people for transporta- 
tion expenses to some form of doctor-prescribed vocational rehabilitation. 
Gentlemen, disabled people who work to support themselves and their families 
are in a constant state of rehabilitation. Rehabilitation never stops as re- 
gards these people. 

Also, gentlemen, there are a great many disabled people who are being sup- 
ported by local, State, and Federal aid. Of course the desired result is to 
have all disabled people gainfully employed and paying taxes. I am not so 
naive as to believe that to allow what I am asking today, and what is pro- 
posed in Mr. Keogh’s and Mr. Burns’ bills, will suddenly change nonpaying 
disabled people into taxpayers. What I am saying is that there is offered an 
incentive that does not presently eixst. 

I have alluded to the medical deduction. I do not know what percent of 
the total disabled taxpayers itemize their deductions, but it is my guess that 
the overwhelming majority use of the standard deductions. Therefore, any re- 
lief by virtue of the medical deduction is lost to these people. Medical expenses 
include amounts paid for the diagnosis, cure, mitigation, treatment, or pre- 
vention of disease, or for the purpose of affecting any structure or function of 
the body and amounts paid “for transportation primarily for and essential to 
medical care.” A taxpayer may deduct medical expenses in excess of 3 per- 
cent of adjusted gross income and amounts expended for drugs and medicine 
only to the extent they exceed 1 percent of adjusted gross. 

However, the point I am trying to make here does not involve or affect the 
medical deduction which is deductible from adjusted gross income. My point 
relates to a deduction from gross income as a form of an ordinary and necessary 
business expense, or in the alternative, as an additional itemized deduction for 
individuals under subchapter B, part VII. 


PART B. PRIOR LAW 


All of the regulations, rulings and court decisions up to the present time have 
been unfavorable to the disabled taxpayer. Cases of both able-bodied and dis- 
abled people have been treated exactly the same. There has been no distinction 
made between the two different physical capacities of taxpayers. It is my feeling 
that there should be a distinction made between the two. Hence, in my statement 
I am going to exclude all cases dealing with able-bodied people who sought to 
deduct the cost of transportation to and from work. 

In the case of John C. Bruton v. CIR (9 T. C. 882), the petitioner, a practicing 
lawyer, suffered a partial paralysis, as a result of which he required transporta- 
tion between his residence and office. He engaged taxicab service, which was the 
poy expensive form of practicable transportation. The facts of the case are 
as follows: 
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Prior to December 1940, petitioner was a practicing lawyer, associated with the 
law firm of Sullivan & Cromwell, 48 Wall Street, New York, N. Y., having been 
admitted to the New York State Bar in the year 1933. In December of 1940 
petitioner underwent a surgical operation performed by Dr. Tracy J. Putnam, 
head of the Neurological Institute, Presbyterian Hospital, New York, N. Y., for 
the removal of a cerebral cyst from his brain. During the operation there 
covesner the destruction of nerve tissue in the cerebral area of petitioner’s 

rain. 

As a result of the aforesaid destruction of brain tissue, petitioner suffered 
partial paralysis of the entire right side of his body, a partial loss of muscular 
coordination throughout his entire body and an impairment of his ability to main- 
tain equilibrium; however, his reasoning power was unimpaired. From Decem- 
ber 1940 until late in the year 1941, petitioner was completely invalided, received 
continuous medical treatment and required the constant attendance of a male 
nurse. Late in the year 1941, petitioner’s condition began to improve slowly 
and by the end of the year petitioner was able to walk 4 or 5 steps while sup- 
ported and guided by another individual. By the end of January 1942 petitioner 
was able to take 1 or 2 steps without assistance other than a cane; however, he 
still required continual therapeutic treatment and the constant attendance of a 
nurse. 

In late January of 1942 petitioner determined to return to the practice of law 
with the aforesaid firm of Sullivan & Cromwell, and inquired of Dr. Putnam as to 
what arrangements might be made to render this possible. Dr. Putnam referred 
the case to Dr. William B. Snow, head of the physiotherapy department of the 
Neurological Institute of the Presbyterian Hospital. Dr. Snow consented to 
petitioner’s return to work only on condition that petitioner continue to receive 
physiotherapy treatments, live in a building equipped with a swimming pool 
in which petitioner could take daily therapeutic exercise, and arrange for as- 
sistance and special transportation to and from his office. In the early summer 
of 1942 petitioner established residence at the London Terrace, 470 West 24th 
Street, New York, N. Y., which was located more closely to his office than any 
available, adequate living quarters equipped with a swimming pool in the 
Borough of Manhattan. Thereafter, petitioner arranged for taxicab service to 
transport him to and from his residence and his office. 

Petitioner’s above-described condition of partial paralysis and lack of 
equilibrium and muscular coordination, although gradually improved by the 
slow and partial regrowth of the destroyed tissue, continued throughout the 
entire calendar years 1942 and 1943 to such an extent that petitioner could not 
drive a car or walk farther than 20 feet without the support and guidance 
of another individual. Throughout any attempt to walk unaided, regardless 
of the distance, petitioner’s progress was violently spasmodic and subject to 
abrupt termination at any time by a complete loss of either balance, direction, 
or muscular control, in which event petitioner collapsed, helpless and unable 
to retain an upright position without assistance from another individual. Pe- 
titioner’s physical condition throughout 1942 and 1943 precluded use of public 
conveyances in going to and from his office. 

During the calendar years 1942 and 1943 petitioner earned taxable gross 
income from the practice of law in the amount of $8,000 per annum. In each of 
such years, the practice of law was petitioner’s sole source of taxable income. 
Daily attendance at his office was necessary to enable petitioner to practice 
law and to earn said gross income. Petitioner did not leave his office for lunch 
because of the extreme physical difficulty of doing so, except on rare occasions 
when others accompanied him. 

During the calendar years 1942 and 1948 petitioner expended $539 and $528, 
respectively, in taxicab fares exclusively for transportation between his resi- 
dence and his place of business. Such expenditures represented the most in- 
expensive means of individual transportation to and from his office available 
to petitioner. Petitioner claimed the aforesaid amounts as deductions in his 
income tax returns for such years, and they were disallowed by the respondent. 

Mr. Burton contended that as his daily attendance at his office was required 
and, as he could neither drive, walk, nor travel by public conveyance, the use 
of a taxicab was necessary, without which he could not have practiced law or 
produced any income whatever; that on account of his physical condition the 
necessity of the expenditure was absolute and, while not usual, it was ordinary 
within the meaning of the statute because it was of the type of expense which 
would be ordinarily incurred by anyone similarly situated and was the cost of 
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the normal method of dealing with the situation in which the taxpayer finds 
himself. 

Bruton contended the expense was incurred in carrying on his trade or busi- 
ness because it was occasioned solely by the conduct of the business, would not 
have been incurred had he not been so engaged, and was absolutely essential to 
the conduct of his business; that it was neither a personal nor living expense, 
was related directly and exclusively to the production of his income, and was 
not a matter of personal comfort, choice or convenience. Therefore, Mr. Bruton 
contended that the taxicab expense was necessarily incurred in carrying on his 
trade or business and was deductible as a business expense. 

The Tax Court in this case brought out the fact that the allowance of deduc- 
tions from gross income does not turn on general equitable considerations. It is 
a matter of legislative grace, and only as there is clear provision therefor can 
any particular deduction be allowed. The cout cited the case of New Colonial 
Ice Co. v. Helwering (292 U. S. 485). 

The court went on to say that Treasury Regulations 111, section 29.23 (a) (2) 
states: 

“Only such expenses as are reasonable and necessary in the conduct of the 
business and directly attributable to it may be deducted * * *. Commuters’ 
fares are not considered as business expenses and are not deductible.” 

The court also cited the case of Comm. v. Flowers (326 U. 8. 465), but I do 
not believe the case is applicable because it dealt with an able-bodied taxpayer. 

The Court says “no exception of any kind is made on account of the physical 
condition of the taxpayer, either by statute or by the regulations interpreting 
the statute.” The Court goes on to say that the petitioner cites and relies on 
the case of A. L. Miller (29 B. T. A. 1061), reversed on another point (84 Fed. 
(2) 415). In that case, prior to the taxable year decedent Hawks had suffered 
a stroke of paralysis which rendered it impossible for him to attend to his 
business activities unless transported to them from his home and from one 
place to another. He was a man of varied interests, owned stock in at least 
9 corporations, and was an officer or director and actively interested in at 
least 7. He also owned a farm and other property in which he was actively 
interested. In the conduct of his various business interests the use of an auto- 
mobile and chauffeur was necessary. The automobile was not used exclusively 
for transportation between the decedent’s residence and place of business, as 
was the taxicab service for which the deduction here is claimed. The executrix 
was allowed a deduction for half the cost of the maintenance of the automobile 
and services of a chauffeur because to this extent they were attributable to 
Hawks’ business activities. The allowance of this deduction, however, was not 
by reason of his physical condition. 

The parties stipulated that the taxicab transportation was used exclusively 
in transporting petitioner to and from his place of residence and office. The 
Court held against the disabled taxpayer, saying, “It has long been held that 
the expense of such transportation is a personal rather than a business expense 
and is nondeductible by reason of section 24 (a) (1) of the code. Frank H. 
Sullivan, supra; Charles E. Cashman (9 T. C. 761). The expense in this case 
is necessitated by reason of the petitioner’s physical condition rather than by 
reason of his business. It is not deductible as a business expense.” 

In the case of Esther 2. Ranstead v. Comm. (10 T. C. M. 117), the Commissioner 
had determined deficiencies for the years 1944, 1945, and 1946 in the respective 
amounts of $39.84, $39.85, and $43. These deficiencies arose through Commis- 
sioner’s disallowance of deductions taken by petitioner on her return for each 
of the years involved as her cost of automobile transportation between her home 
and her place of employment during those years. 

The taxpayer claimed deductions on her income-tax returns for each of the 
years 1944, 1945, and 1946 for automobile expenses allegedly incurred in going 
to and from her work during those years, in the amounts of $165, $165, and 
$253, respectively. The taxpayer suffered, some years past, an attack of polio, 
as a result of which she was greatly restricted in the use of her left leg and was 
unable to use streetcars or buses in going to and from work. Mrs. Ranstead 
contended that because of this physical condition the amounts expended by her 
for automobile transportation from her home to her office were allowable under 
section 23 (a) (1) (A) or section 23 (a) (2) I. R. C., as traveling expenses in 
connection with trade or business, or as nonbusiness expenses incurred in the 
production of income, 
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Commissioner, by his regulation 111, held that commuters’ fares are not 
allowable either as traveling expenses under section 23 (a) (1) (A), supra 
(see. 29.23 (a)-2), or as nonbusiness expenses under section 23 (a) (2) (sec. 
29.23 (a)-15). 

The Court cites the Bruton case as being quite similar and holds “the con- 
tested expenses here were not necessary to any business activity carried on by 
petitioner, nor were they incident to or necessary to her activities in producing 
income. They were expenses incurred only because of and necessary to her 
physical condition. Such expenses are personal in character. Respondent is 
sustained in his disallowance of the deductions here in question.” 

In Revenue Rule 55-261, 1955-1 C. B. 307 at 309, a subheading dealt with the 
transportation expense of a physically disabled person to and from his place of 
employment. In this case taxicab fares were paid by a physically handicapped 
victim of polio in commuting to and from his place of employment. The expense 
of such transportation was held to be a personal expense not deductible for Fed- 
eral income-tax purposes. 

Revenue Rule 56-508, 1956-2 C. B. 126, says, section 39.23 (a)-2 (i) of regu- 
lations 118 made applicable to section 162 of the Internal Revenue Code of 1954 
by the authority of T. D. 6091, C. B. 1954-2, 47, precludes the deduction of ex- 
penses incurred in commuting between a taxpayer’s residence and his principal 
or regular place of business or employment. 

It has long been held that commuting expenses between a taxpayer’s residence 
and his principal or regular place of employment are not business expenses but 
personal expenses since they are not incurred in carrying on the business and 
are not made for the benefit of the employer but for the employee’s own benefit. 
See, for example, John C. Bruton v. CIR (9 T. C. 882). 

The most recent case on this subject matter is the case of James Donnelly v. 
Commissioner (28 T. C. No. 150) filed September 30, 1957. There petitioner was 
victim of infantile paralysis in 1916. His right leg and hip was paralyzed and 
he had only partial use of his left leg. The petitioner cannot walk unaided. 
Because of his physical condition he was unable, as a practical matter, to use 
public transportation in traveling to and from his job. However, the petitioner 
owns an automobile, specially designed for people in his condition, which he 
drives to and from work. On his tax returns for 1953 and 1954 the petitioner 
deducted $831.84 and $979.20, respectively, for automobile expenses, which 
amounts were disallowed in their entirety by the Commissioner. In discussing 
the automobile expense deduction, the Court said the petitioner’s main argument 
was that because of his physical condition the only way he can get to and from 
his job was through the use of his special automobile and that if he didn’t have 
such automobile then he would not be able to keep his job and earn an income 
which the Government could tax. Accordingly he argues he should be allowed 
a deduction for this expense which is directly related to producing his income. 

The Court here again in this case alludes to the fact that deductions are a 
matter of legislative grace, citing the New Colonial Ice Co. case. 

Finally the Court held the petitioner’s automobile expenses are not deductible, 
saying that in spite of the petitioner’s physical condition which requires him to 
use a special automobile, his expenses related to that automobile are, in essence, 
nothing more than commuter’s expenses which are personal in nature and there- 
fore specifically not deductible (sec. 24 (a) (1), I. R. C. 1939, and sec. 262 I. R. C. 
1954). Charles BE. Cashman, 9 T. C. 760 (1947) (sec. 16094) ; John OC. Bruton, 
9 T. C. 882 (1947) (sec. 16,122). 

The Court said the petitioner made an alternative argument which, though 
appealing, had no merit and we must reject it. He argued that braces and 
crutches are deductible as medical expenses and therefore the costs of his special 
automobile should also be deductible because he uses the latter as a substitute 
for the former. The judge said, “The petitioner’s argument, however, ignored 
the fact that his automobile expenses, unlike the expense of braces and crutches, 
do not represent expenses incurred primarily for the alleviation of a physical 
defect or illness, which is a requirement for deductibility of expenditures for 
medical care under section 23 (x) Internal Revenue Code of 1939 and section 213 
Internal Revenue Code of 1954; regulations 118, section 39.23 (x)-1 (d) (1) and 
regulations, section 1.213-1 (e) (1) (ii). See also Revenue Rule 55-261, 1955-1 
C. B. 307 at 311.” The Court concluded its opinion by saying, “We think it not 
inappropriate to comment that the petitioner’s presentation of his case has called 
for careful any sympathetic consideration. We are fully aware of the hardship 
that may well result from our approval of the Commissioner’s determination, 
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in view of the petitioner’s limited earning power and substantial medical ea- 
penses, both of which are attributable to his poor physical condition. The law 
does not allow us to make exceptions, even in the most appealing cases.” [Italic 
added. ] 

Finally, we have Revenue Rule 57-461, Internal Revenue Board 1957-42 deal- 
ing with the deductibility of expenses for the maintenance of a seeing-eye dog 
for a blind person as a business expense : 

“Amounts expended for the maintenance of a guide (‘seeing-eye’) dog which 
the taxpayer, who is blind, uses daily in the conduct of his business are classified 
as medical expenses and are not in any event, deductible as business expenses 
under section 162 of the Internal Revenue Code of 1954. 

“The Internal Revenue Service has been requested to state whether amounts 
paid by a blind individual for food, innoculations, and other expenses connected 
with the maintenance of a guide dog, which the individual uses daily in the 
conduct of his business, may be deducted as business expenses rather than as 
medical expense. 

“Under the provisions of section 162 of the Internal Revenue Code of 1954, 
a taxpayer engaged in business is allowed to deduct all the ordinary and neces- 
sary expenses paid or incurred during the taxable year in carrying on any such 
trade or business. 

“The type of expenses involved in the instant case have, however, been 
previously considered in Revenue Ruling 55-261, (C. B. 1955-1, 307), which 
specifically provides that the cost of a ‘seeing-eye’ dog and its maintenance were 
expenses paid primarily for the alleviation of the physical defect of blindness 
and are, therefore, deductible as a medical expense, under and subject to the 
limitations prescribed in section 213 of the 1954 Code. 

“In a somewhat analogous situation in the case of Paul Bakewell, Jr. v. Com- 
missioner, (23 T. C. 803), the petitioner, a lawyer, deducted the cost of main- 
taining his hearing aid as a business expense. The Commissioner, respondent, 
disallowed the deduction as a business expense under the theory that it was 
a personal expense under section 24 (a) (1) of the Internal Revenue Code of 
1939 (now sec. 162 of the 1954 Code containing substantially the same pro- 
visions), but admitted on his brief that ‘any expense incurred in the maintenance 
of a hearing aid would be deductible medical expense.’ In sustaining the 
Commissioner, the court stated in part as follows: 

“‘* * * Section 24 (a) (1) denies a deduction in any case, excepting extra- 
ordinary medical expense, for personal expense. We believe that a hearing aid 
is so personal as to come within the meaning of section 24 (a) (1). Even if it 
is used in petitioner’s business, in fact even if it is necessary for his successful 
law practice, the device is so personal as to preclude it from being a business 
expense. A busSinessman’s suit, a saleslady’s dress, the accountant’s glasses are 
necessary for their business but the necessity does not overcome the personal 
nature of these items and make them a deductible business expense. The same 
must be said of the hearing aid. * * * 

“The guide (‘seeing-eye’) dog in the instant case is deemed to fall in the same 
category as the hearing aid in the Bakewell case in considering the deductibility 
of any expenses incured in connection with the maintenance thereof. 

“Accordingly, it is held that the amounts expended for the maintenance of a 
guide dog which the taxpayer uses daily in the conduct of his business are 
classified as medical expenses and are not, in any event, deductible as business 
expenses under section 162 of the 1954 Code.” 

Gentlemen, you can see from the various cases and revenue rulings that the 
disabled taxpayer has met with complete rejection of his contentions. When the 
various opinions cite the New Colonial Ice Co. ease and its proposition that de- 
ductions are a matter of legislative grace you can readily see the importance 
of your function in this matter as the legislation-initiating body of our Gov- 
ernment. Success or failure as to our objectives depends upon you. 


PART C. DISCREPANCIES AMONG DISABLED TAXPAYERS 


I am now going to illustrate some of the discrepancies among disabled tax- 
payers as regards their year-end net worth, considering only taxes paid. 
In my hypothetical illustration I am going to assume the following: 
(1) A married disabled taxpayer. 
(2) Two children. 
(3) Filing a joint return. 
(4) 100 percent disability. 
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(5) Blind man not a veteran. 
(6) Each man earning $6,000 a year. 
(7) Non-service-connected disability pension for the veteran. 


(Nore.—To my knowledge, the non-service-connected disability amounts to 
$129 a month for total disability. It can readily be seen that service-connected 
disability and higher rank will materially increase this sum.) 

Example No. 1.—The first example will show the situation as it exists 
presently : 











| Veteran | Blind Nonveteran 

NS Seidete nics Wee dcs -[idd>deibisabbelicoaucils-.. $6, 000 $6, 000 $6, 000 
I a ectameasuateee 600 600 600 
Subtotal__....-.-.- 5, 400 5, 400 5, 400 

(3) Exemptions __--- 2, 400 1 3,000 2, 400 
EN MIP TSE is 0 2 SS DS I 3, 000 2, 400 3, 000 

Ga ee ee er ONIN, Sk le ok esos hancdb buses 600 480 600 
I sal | adh. demeninndedbabanbad 6, 000 a 000° 6,000 
600 480 600 

SOUL. 16 Bin Se ttbdo th S$ os 5a- po ccmmahadudede skeeetes oe 5, 400 5, 520 5, 400 

Plus Government pension. ...........------ iechiakniiaemddbaictinis Mack TR Bit ea i 
ch oth od nh a ido dad eeeciie $< dbline sl dished cess ON ences ohh. Jd. Rescseces. 





1 1 additional exemption for being blind. 


Hzample No. 2.—In the second example I am going to assume a blending of the 
provisions of Mr. Keogh’s and Mr. Burns’ proposed bills; namely H. R. 1154 and 
H. R. 5648: 

















Veteran Blind Nonveteran 

(1) Income-.-.-. stall Tatts sti tanpan ints alink Mende da beng-osthete ot $6, 000 $6, 000 $6, 000 
(2) Expense of going to and from work and maintenance of 

seeing-eye dog, $600 maximum. -----........-.-.--.-.---- 600 600 600 

ke ed od coeeboeauntdupeakesyek 5, 400 5, 400 5, 400 

pe NIOLIOIN oii Sinden d ngenbinnbb abi Uéudcdee- 600 600 600 

RR ator te oth condnnboabgue mies ceabei 4, 800 4, 800 4, 800 

Ne ee oo, ih. watebamdda bbe temobiam 3, 000 3, 600 3, 000 

a teal 1, 800 1, 200 1, 800 

PIII, 6 Sak chen cs nace cscewesuecnacnsusepugeen 360 240 360 

(6) Net worth after taxes. ........-.......--..----.--------+-- 6, 000 6,000; 6,000 

360 240 360 

onset Ee 2 td ouinde 5, 640 5, 760 5, 640 

PR SIONS, CIRO so oe a Sine sins tein n'a on ss amiss oe , Gp ts. ai Ji. cilia... 
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Erample No. 3.—I will show in this example where it would be necessary for a 
disabled nonveteran to earn approximately $8,000 a year to equal his veteran 
friend who is earning $6,000—part A depicting the present situation, part B 
depicting the situation under a blending of the Keogh-Burns proposals: 





Veteran Nonveteran 





PART A 
tle BPR REL a NS a re Pate gist len agaa cunts $6, 000 $8, 000 
(Ap BE GOGO a sn. 2 es SE Se dace bese b Shoes Jecbbuewese cust li daneus 600 800 
i d 5, 400 7, 200 
(3) Exemptions -__---- Ea a pdn cae cpunontode cnaeenasdtareaaarsess en eeaeoee 2, 400 2, 400 
REE «sink dst ty esch enemas sip bs aphenadeotianhy coh ctldaetehnctiots 3, 000 4, 800 
Ce) ee ee Ne Oe Oe OE a. neintnesewaseecentuenseaneneduntet>uenen 600 976 
(5) Net worth after taxes__....--- netickwasdpened sadag dries timcice sie Otel 6, 000 8, 000 
DOS OS WP OG Ob GP PUTO ee i. oe AA. di cdccdsanbabewerdantoncs 600 976 
in... 52) ”),.205 Siouist hoatphetacnane dete riabehhasmnaaeown 5, 400 7, 024 
Pine Gp Verena ems ssa 6b so Skin dh das 645 sbi de <p tGidnndedeewodés 5 ORE seen 
0 suciowalh aloes SUaeene pbb Jerid Al bddide dddasd bddatitceded OOtOt. L652. 
PART B 
Se I... 4.5. sci din ndenubewundnaee dedkied 1dsébt Giadé-tpi sid ah deen del 6, 000 8, 000 
(2) Expense of going to and from work ..................-..-.-.----------- 600 600 
Subtotal._...._. es say nea ean paliamitiiaen aaeas tetany een 5, 400 7, 400 
ep Ne A oo hk adios seth ia sted A epee ese 600 800 
I hn ddaadagebhqavautnthbb adc shidedabe be bhrenkehesddhdedehdie 4, 800 6, 600 
Ci) II S43. Jae i a Se LO LAA he 3, 000 3, 000 
| Ne Si Gad dine dpeebaad 4a taetwbiaseane eed 1, 800 3, 600 
(5). OE 06S) DADOIE, 0 iene conscnssdcepdcbes « Gpendettndne 360 720 
(@) Net worth after tamem 53455 Jo sP oe sh in ew yids heed. 6, 000 8, 000 
ee Be noc aeenthensaher shana sndoapecditGiunncen specie Miiiieetine aa 360 720 
Subtotal_. bhp edbind inne dened és cin cgulbdatades Oadulnh tals aawneanee 5, 640 7, 280 
ee IIR. oon sn cccdsnacnodensotapewesecess sdleeeiceemaitiieelsiialieaai GW Eo cavcecnpamsot 
i ch ds Secscnnteasdoutcbascchddvhsacesaechctndeactiaeaetebaiicess . Vj ABP bankai ee ntsces 


PART D. SUGGESTED RELIEF 


Suggested relief areas.—To complete this matter, I feel it appropriate to offer 
some suggested relief areas bearing in mind that they are mere suggestions. I 
believe a blending of Mr. Keogh’s and Mr. Burns’ bills would accomplish a great 
deal of what I would suggest. 

I would preface my suggestions by saying there would be a greater equality 
among all disabled taxpayers if the following were allowed: 

(1) An additional exemption of $600. 

(2) A deduction from gross income of a maximum of $600 for “employment 
expenses” which would include transportation expenses to and from work and the 
cost of maintenance of a seeing-eye dog, among other things. 

(3) The allowance of depreciation based on a 5-year life to automobiles of 
disabled taxpayers. Included in the cost of the car would be the price of the 
hand-controlled equipment. 

(4) A deduction for any other expenses incident to securing or performing 
gainful employment, to the extent that such expenses are necessarily incurred 
by the taxpayer by reason of the fact that he is a disabled person. 
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PART E. CONCLUSION 


This legislative matter is of the utmost importance to all disabled people. 
The total effect on Federal tax revenue I believe will be negligible as compared 
to the certain good it will do. Disabled people, as a general rule, do not like to 
be treated specially or given any favors by virtue of their disability. But in the 
race of financial well-being and security, he just can’t compete. Through no 
fault of his own, his earning power is restricted and his expenses are greatly 
increased. For example, if this writer could ride the bus to and from work each 
day it would cost him approximately $2.16 a week. By driving his hand-controlled 
automobile the expense is approximately $12.30 a week. Measured by the year, 
you can see this amounts to over $500 a year difference and a total expenditure 
of over $600 a year, and it doesn’t include the depreciation of the car. As I see 
it, there are only two avenues of relief: one, outright subsidization, the other, 
tax relief. Outright subsidization is definitely disagreeable, but tax relief, along 
the lines here suggested, I believe to be the most practical and acceptable. 

Mr. Houmes. Mr. O’Connor, I was impressed with your statement. 
Do you suppose you could determine fairly well from a study of many 
thousands of cases of disabled people what the average would be in 
relation to personal expense to the physical disability ? 

Mr. O’Connor. In relation to an able-bodied person ? 

Mr. Hotmes. In relation to normal people. 

Mr. O’Connor. It would be my offhand opinion, Mr. Holmes, that 
a a — time that a disabled person employed, gainfully em- 
ploye 

Mr. Hotmes. Yes, I mean actively pursuing to the best of his ability 
what he can do. 

Mr. O’Connor. Will incur expenses of between eight hundred and 
a thousand dollars that able-bodied people do not incur. 

Now, that is on a normal year. That is not the first year or so of 
your disability. 

For example, my disability cost about $8,000 in the first 2 years. 
That has tapered off. 

Mr. Hotmes. I mean as acurrent operating person. 

Mr. O’Connor. As a current operating person, I would say between 
eight hundred and a thousand dollars. 

fr. Hotmes. In order to get at this problem, do you have among 
those people a uniformity of the lack of financial assistance for this 
expense that we are talking about ? 

r. O'Connor. Yes; Iam sure you do. The only assistance given 
to people, as far as this transportation is concerned; there is a case 
on record of a girl that had her doctor prescribe some form of occupa- 
tional therapy in the form of vocational] rehabilitation. That girl was 
allowed to deduct her taxicab expenses, but the Government differen- 
tiated that case and said those were not commuter’s fares. 

That was the doctor’s prescribed treatment. That was narrowing it, 
because, really, all disabled people who are working and trying to 
become taxpayers and useful citizens are in a constant state of rehabili- 
tation. 

Mr. Hotes. Now, this second point: In a currently operating dis- 
abled individual, pursuing his vocation or avocation, if you like, to the 
best of his ability, is it unform throughout that group in society to 
receive no assistance from any outside source ? 

Mr. O’Connor. I would say yes; the group that is pursuing some 
form of occupation. There is a great deal of Federal, State, and local 
aid, sir, that is given to the people, as Mr. McClellan would define 
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them, as unemployables, but I believe any disabled person who is work- 
ing—now, this will not be true in every case—but I do not believe they 
are receiving any type or grant or assistance from a governmental 
agency. They are entirely on their own. 

Mr. Hotmes. That would be a very important problem to consider 
in trying to adjust tax deductions. 

Mr. O'Connor. I believe, so far as the social-security law is con- 
cerned, if a gentleman earns more than a certain amount of money, 
he cannot get the benefits of the social-security law. So, I would say 
that any disabled persons working, 98 percent of them are not re- 
ceiving assistance from any governmental agency, sir. 

Mr. Hotmes. Thank you. 

The Cuatrman. Mr. Curtis will inquire. 

Mr. Curtis. I might say that something such as that occurred in 
Pennsylvania. We Tare a blind pension which is not a means test, 
and we have been trying for years to keep that in the law so that we 
could go ahead with the rehabilitation. There is one thing I want for 
the record. You were quoting from a study that had been made. 
Will you identify that, if it is not identified ¢ 

Mr. O’Connor. Yes, sir. This was a speech given by Miss Grace 
Marie Freymann, psychological social director for Warm Springs, Ga. 
The title of it was “A Followup Study of Warm Springs Patients.” 
She gave the speech at a meeting, I believe, here in Washington, of 
sama in her line of work, psychologists. She took these 216 people 
who were patients down there from 1953 to 1956, and sent these ques- 
tionnaires. 

Her data is comprised of 75 percent of them. There are a lot of 
women in here. 

Mr. Curtis. I wonder, not for the record, Mr. Chairman, but do you 
have an extra copy of that ? 

Mr. O’Connor. Sir, I haven’t, but I can get one in a couple of days. 

Mr. Curtis. Mr. Chairman-—— 

The Cuarrman. Will you make it available to the clerk of the com- 
mittee and let us include it in the record at this point? You have 
referred to it several times, and I think it would be helpful if the 
entire statement appeared in the record. 

Mr. O’Connor. Fine. 

The Cuarrman. Without objection, it will be included in the record. 

(The statement referred to is as follows :) 


A Fottowvup Stupy or WarRM SPRINGS PATIENTS 


(By Grace Marie Freymann, Georgia Warm Springs Foundation) 


Society hag never been without the physically and mentally disabled. 
Historical records relate there was a time when the “unfit” were destroyed. 
History records, too, how some disabled individuals compensated for. their 
disabilities by doing everything in their power to bring woe and misery to 
many, while others worked for the good of their neighbors. Because man is 
dynamic, these changes in attitudes are possible. 

It would be attempting to blind ourselves to fact if we were to say the disabled 
are entirely normal individuals. It is true, all people are more alike than they 
are unlike regardless of the way in which they differ, but the one who deviates 
from the typical is abnormal. Many children suffer the cruelty of nicknames 
because of minor abnormalities, such as being too fat or too thin, taller or 
shorter than others in their group, because they wear glasses or have a speech 
impairment. If these lesser conditions cause comment and are so noticeable, 
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surely the greater disability of permanent immobility and inability to ever 
participate in many activities is abnormal. 

For many years many professions have worked together to assist in restor- 
ing the physically disabled to become as near normal as possible. Medical 
care has been provided, corrective surgical procedures carried out, prostheses 
applied, financial assistance meted out—meager though it may be—and some 
semblance of an effort has been made to provide some kind of work opportunity. 
But relatively little was attempted in effecting the emotional and mental adjust- 
ment of the handicapped, or in discovering how like the normal population he 
remained in intellectual ability, or to what extent he could be helped to make 
the ultimate use of his normal potentials, Although permanent disability, 
whether congenital or acquired, usually has some concomitant emotional 
factors, care frequently ceased when physical treatment had been provided. 

With the impetus given the care of the disabled after World War II, especially 
through the Veterans’ Administration, it was not surprising that psychology, 
a very young science dealing with behavior, should enter this field with its 
contribution. 

Vocational counseling had already been fairly well established. Clinical, 
a newer field in applied psychology, made counselors aware that personality has 
an effect on occupation and in daily living. In 1951 members of the American 
Psychological Association formulated a new job title for a group of applied 
psychologists, that of counseling psychologist. The work of the counseling 
psychologist is defined as being concerned with the normalities of even abnormal 
people, with locating and developing personal and social resources and adaptive 
tendencies so that the individual can be assisted in making more effective use 
of them.* Thus, by definition of his duties, the counseling psychologist con- 
tributes to the rehabilitation of the disabled. 

In the spring of 1951 a psychologist was added to the staff at the Georgia 
Warm Springs Foundation. This was the result of long-term planning on the 
part of the director of physical medicine. Physical therapy and occupational 
therapy, surgery when necessary, were considered only as some phases in the 
complete treatment of the disabled individuals at the foundation. The need to 
study the patient as a person who must eventually return to his home environ- 
ment and again assume the multiple roles of husband or wife, or some family 
member, student or employee, member of clubs, church, and community, was 
recognized. 

The work of the psychologist at the foundation is as comprehensive as the 
needs of the patients demand and the training and experience of the psychol- 
ogist permit. It is principally clinical, counseling, and educational. Because 
of the nature of the work, it is individual and time consuming, so not every 
patient receives the service. Such cases as may be referred by the medical staff, 
or who are self-referred, or for whom it is deemed necessary on the basis of 
information obtained during an admission interview, are the first concern of 
the psychologist. 

The patient receives psychological services concurrently with his medical 
treatment so that evaluation and counseling progress and are completed by the 
time he is ready for dismissal. Upon his dismissal he is referred, by the psy- 
chologist, to vocational rehabilitation or some appropriate agency if indicated. 

The patient is now away from the foundation completely, to return only for 
periodic checkups, brace repairs, etc. But the psychologist’s work does not cease 
when the patient returns to his home, there must be a carryover from the 
foundation to the home and community, there must be some evidence that the 
findings on the patient are being used for his most satisfactory adjustment. 

The psychologist wants to know: 

How effective is counseling? 

How can psychological service better meet the needs of the individual 
after he returns to the problems incidental to daily living in a normal social, 
educational, occupational environment? 

How are his educational needs being met, both in respect to academic work, 
physical features of the school, and financial assistance? 

How is the one who has responsibilities for supporting others being able 


to meet these needs? 
1Gustad, J. The Definition of Counseling in R. F. Berdie (ed.), Roles “4 exeletion: 
ships in Godage Minnesota Studies in Student Personnel Work, No. 3, 
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Is the employee, who before polio had proved to be a capable employee, 
given any opportunity, or even encouragement, to return to work, even 
though work in a different capacity may be necessary? 

How much self-understanding has the patient acquired? 

What are the most difficult adjustments to make? 

From whom does he seek and receive some assistance in making as ade- 
quate an adjustment as possible? 

In what activities can he and does he participate? 

From what activities, hobbies, etc. is it necessary to withdraw—is it 
because of physical difficulties or attitudes? 

To obtain answers to such questions and others would be the means for the 
psychologist to evaluate the goodness of his program, to determine whether or 
not the patient was being helped to live more comfortably on a long-range scale, 
to live with and handle his problems so they will not reduce him to ineffectual or 
inadequate or pathological behavior, or lead to invalidism. Interviews to ob- 
tain answers to these questions would provide unlimited opportunities for getting 
valuable information, but because patients are scattered over all parts of the 
country, it is impossible to maintain a direct personal contact. Thus the follow- 
up study evolved. , 

THE FOLLOWUP STUDY 


Procedure and information 


It is an 8-page questionnaire covering identification and biographical data. 
training and education, work experience, personal evaluation, and psychological 
services. The questions are, whenever possible and practicable, so worded that 
responses can be merely checked, quite like responses on a standardized objec- 
tive test. Only a minimum amount of writing is required, although much may 
be added in comment if the respondent is so inclined. This was so planned be- 
cause the severe upper extremity involvement of many foundation patients pre- 
cludes much writing. 

The questionnaire is sent, not to everyone with whom the psychologist has 
worked, but to a selected group of former patients. The selection is based on 
age and education. In other words, a questionnaire is sent to those who were 
working at the onset of polio, to those who have finished high school who may 
need either additional training or assistance in obtaining work. It is not sent 
to those who are still in high school or to young children, however, when former 
patients who were younger when the psychologist worked with them reached 
an age at which information could be obtained for the study, questionnaires are 
sent to them. The time at which the questionnaire is sent is also considered. 
It is not unusual for some patients upon dismissal to be advised against re- 
turning to school or to work for a period of time, varying according to each 
one’s physical condition. In general, the study is sent a year to a year and a half 
after dismissal. Early June seems to be an opportune time for mailing it to 
patients because those who are attending college are usually home and it has 
been found that fewer unclaimed questionnaires are returned. 

The study is actually meant to be a longitudinal study, with each patient to 
be rather carefully and periodically followed until his success, regardless of 
degree, is assured or until it seems as though no success can be attained, or 
until it can be concluded, quite objectively, that not much more information can 
be learned from repeated contacts with these former patients. It is very ob- 
vious that in such a study some factors may enter to reduce the validity of 
some of the conclusions. Forgetting will operate for those who are contacted 
some years later. Discouragement occuring with time, as well as the reaction to 
attitudes of society, will definitely color some of the responses. But in turn. 
those are valuable factors to know in trying to obtain a complete picture of 
the problems of the handicapped. 

The information presented in this paper is based on data obtained from the 
questionnaires sent to 216 former patients in September 1953 and in June 1955. 
Hight questionnaires were returned unclaimed, 156 were returned, but 1 was 
not completed and could not be used. By a strange coincidence it was sent 
to a man with an identical name for whom the report was actually meant, but 
it reached an entirely different man who had no reason for completing and re- 
turning the questionnaire. Seventy-five percent of those sent out and claimed 
are used in this report. 

It will be noticed, in the interpretation of these data, that the number is not 
the same in all phases of the followup study. This does not indicate incon- 
sistencies, inadequate responses nor errors, nor does it mean that some ques- 
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tionnaires must be thrown out. Because of the nature of the questionnaire 
not all respondents necessarily check all parts, for example, it is definitely not 
necessary for those who did not receive additional training before returning to 
work to fill in all information on the part dealing with training and educational 
data. Comparisons cannot be made between the study population and popula- 
tion in local areas nor the general population since this is not confined to any 
particular geographic location. There is no control group, but actually for this 
kind of work, it was deemed unnecessary. It would be necessary to have an 
experimental and a control group if the effectiveness of the psychological pro- 
gram in assisting a person to adjust were being measured. In years to come 
it may be very possible to have these two separate groups simply because many 
younger children at the foundation and some adults do not receive any kind of 
psychological service at the present time. 


Characteristics of population 


Geographically, 35 different States are represented in this study. Interest- 
ingly enough, States which have no patients are grouped in the Northwest and 
the Northeast. Ohio is represented with 15, the greatest number. Michigan 
is next. Florida, Georgia, Iowa, Kentucky, and Pennsylvania are also high 
ranking States. 

TABLE 1.—Population of followup study 





Male 


Clinical age 








Total number 
of dependents 


Number | Total number Dependents Number 


of dependents | 

















Bb ees CLI eh) des ie hay SOU GO. Jclivstiscy. aces. 4 24 
Bi init. dabembtebee meme thy Tse 1)! i BD Rice dd ~nde pens cwepnen 3 +21 
COE hss Meaton aiianiekareumiichel ! —__|—- 

eeewatespetodticataseces OE Ce OO sae sbccnsasess 48 +185 


One hundred and three males and fifty-two females figure in this study. Table 
1 gives the characteristics of the population. Fifty-six males whose median age 
is Slightly over 22 are single; the 45 married males are older. There are two 
divorced males. The median age of the total male population is 25 years. Among 
the 52 females, 43 are single, 7 are married, and 2 are divorced. The median age 
is 21 years, 9 months. There are 95 individuals living with parents, 54 are in 
their own homes or apartments, 6 live in rooms or nursing homes. Forty-eight 
reported dependents ranging from 2 in number to more than 6, with a total of 
more than 185 dependents. 

The age of onset of polio for all of these people except 14 was from 15 years of 
age to over 39 years of age; therefore, for most of them the crippling condition 
was a relatively recent experience. The length of treatment at the Georgia 
Warm Springs Foundation extended anywhere from 1 to more than 9 months. 





TABLE 2 


Age at onset 


Clinical Age: Number 
a a i, Bend peed ninbaurihe mind “eaiepeh diner aed 14 
salve een onc das ohliguatriatenmegvestibariaaee diam 63 
ii eh ial Beainareie berenneie amined Guitare ane 37 
a hs alacant cee snsisltetidisniiu tenes wigs tein Meeps ahnrbiingn thkenain tires 16 

a a eae TE aa od le data ceras caine hacinnin iinet aiesuananiiniieihnianan 21 
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Georgia Warm Springs Foundation treatment 


Months: Number 
Tallis aliakcvtnatnah-mctenedendip ey letiagtathianietelireninio bith cas aida teaadientnehinanininttamain i teiiaa ane 28 
Ma cteesvieieundheninthstnrnieailtbiiapainmeams tents bishatinialtainiathaintainia ith ietaicietn i tna tibet elaiiaimmae initia ia leiacihd 30 
Uh cersarsouebieeshinst-seuareneenanen-oinaai ehidemeniendiitiaenadinaitaishlianisnenichaientetiainsss Aeiied tinea 23 
or cassie tention: ven cena tibaibeedea emtnentiodnadiiaadiae time ildaahietbiadieaaie demesne einai an eee 29 
Ton caseeniienmniiccaceentehinmnnneonitninesceaspedicelaiiiinielesipa a tiiieh tina a nina ati ace edie 18 
ion ae dai eepnreciletinaianie iG imneediadieniedaiciiaiacad ieememee eimmseteaei naa eden nee 8 
Ti sseies nies evercscersenes empenenivebaereh-enapiiapaeeaitahianekticitsdigmcnieatndaadi adil ali neieneieeieenaa ane 5 
DT, neuci ve ticepin nated tense ~ermebe~atenin ida aanenamammaanieaaiatian 14 


It is difficult to even estimate a median length of treatment period since those 
who were treated longer than 9 months were frequently those who returned 
for surgery. Some of the patients returned as often as 2 or 3 times. Those 
who contracted polio under the age of 15 were also frequently returnees for 
additional treatment, either functional or surgical. If the average length of 
treatment were assumed to be approximately 544 months and if the average 
daily cost is set at $16 per day, the care of this population can be estimated 
at somewhere between $2,500 and $3,000 per person. This does not include equip- 
ment. If treatment were considered a means for merely making the patent as 
functional as possible, or to provide an easier way for him to be handled when 
he would return to his home without thought for the use of his normal potentials, 
the picture would be appalling. In addition to the cost of such treatment would 
be added the cost of supporting these individuals upon dismissal from the foun- 
dation. Parents and other family members would necessarily have to assume the 
support of approximately two-thirds of this group. Those with dependents 
would cost welfare over $6,000 per month.’ The initial care of early hospitaliza- 
tion is over and above these costs. 


Educational and occupational status before onset 


What was the status, both in respect to educational level attained and work 
experience, before the onset of polio for these people? From table 3 we see that 
1.2 percent of the group had professional degrees; over 9 percent had already 
earned college degrees and had some graduate study ; 20 percent attending college 
but had not received degrees. Over 32 percent had completed high school while 
another 30 percent had attended high school but had not graduated. Some of 
these were not old enough to have graduated, but some had dropped out of 
school and had been working with less than 4 years of high school. Only 3 
percent had not entered high school. 


Tasle 3.—Educational background 








Education Number | Percent Education Number | Percent 
Grade school.........-.--.--.- 5 3.0 || College degree. ..............- 11 6.8 
High school nongraduate. ._-. 49 30.2 |} Graduate study....-...-.---- 4 2.6 
High school graduate--__----- 53 32.7 || Professional degree. .._.....-- 2 1.2 
College nondegree-........-.. 33 SB Th CURR Un; hc ptkn das cede 5 3.0 


TABLE 4.—Occupational background 


Occupation Number | Percent Occupation Number | Percent 
Professional and managerial _ - 20 en Oe Te og oo wane stese 3 3. 37 
Sales and clerical. ..........-- 23 25.84 || Unskilled--__- odwkid ew Natwadeu 1 1.12 
BEVIS sisal Ld 8 8.99 || Armed service.._...........-- 5 5. 62 
pS eee aan 9 10. 12 ni enae pipeubaaciteatoae 2 2. 25 
vb Greddndkaetontectsin 18 20. 22 


The jobs these people held are classified according to the Dictionary of Occu- 
pational Titles * and are merely the large groupings. Table 4 depicts the number 


2These fignures are based on welfare assistance provided totally and permanently 
disabled and ADC at current rates in the State of Georgia. 

*The Dictionary of Occupational Titles, vol. 1; U. S. Government Printing Office, 
Washington: 1949. 
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and percent of those employed in various occupations just before their illness. 
Just a few less than one-fourth were engaged in professional, managerial, or 
official jobs; one-fourth were in various clerical jobs or sales work; 9 percent 
were in service, including domestic, personal and protective services ; 10 percent 
were in agriculture which included actual farming as well as the horticultural 
occupations; some 20 percent were engaged in skilled occupations; only 3.4 
percent in semiskilled while only 1 percent were in the unskilled. Over 5 
percent were in the armed services. A very small number reported they were 
not engaged in any occupation before the onset of polio. Seventy-one were 
students, either in high school or college. 

Although each of these patients was severely and extensively involved, it was 
definitely expedient to consider both from the point of view of financial necessity 
and the morale of the patient, the possibilities for him to return to some kind 
of remunerative work. In order to determine what may be best for him, it was 
very necessary to make a very careful appraisal of his interests, personality, 
intellectual level, aptitudes, and limitations. What job could he plan to do 
when he would return to his home, what education or training would he need in 
order to be an effective worker in this occupation, how could he finance such 
training as may be indicated? These were questions which the young adult 
wished to have answered. Only through psychological appraisal and by testing 
could such assistance be given. 


Fieure 1.—CoMPARISON OF INTELLIGENCE or GWSF Patients WITH GENERAL 
POPULATION 


~-- Population 
m~ GWSF Pationts 
—— Follow-Up Study 





-39 -20 -/0O Oo +10 #20 +30 
Scalo Values 


These findings are interesting. Figure 1 shows the intellectual level of the 
patients in the followup study. It also indicates intellectual level of all the 
patients with whom the psychologist worked at Warm Springs to whom intelli- 
gence tests were administered. They in turn are compared with the general 
population on the statistical basis of intelligence classifications‘ according to 
Wechsler’s estimate. This classification was used since the Wechsler-Bellevue is 
the intelligence test used with patients. In the standardization population, 
slightly under 3 percent fall in the category of defective intelligence, the next 
7 percent is borderline, the next 16 percent dull-normal. The middle 50 percent 
is average, the next 16 percent bright-normal, the next 7 percent superior, and 
the highest 3 percent, very superior. In contrast to this normal distribution of 


* Wechsler, David, The Measurement of Adult Intelligence; Williams & Wilkins, Balti- 
more: 1944. P. 40. 
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intelligence, the intelligence of the followup study population is practically en- 
tirely average and above average. There is no one in either of the two lowest 
categories, only 2 percent in the dull-normal. Each of the other classifications 
claims about an equal distribution. It is very apparent from these findings 
that almost unlimited potential exists among postpoliomyelitic patients who 
were treated at the Georgia Warm Springs Foundation. Whether or not these 
potentials can be used is far more important, in many respects, than to merely 
discover them and to point them out to the patient. Has society in general, em- 
ployers in particular, schools and agencies, recognized those potentials and per- 
mitted the handicapped to make full and rich use of them commensurate with 
his physical capacities. 


Educational and occupational status after treatment 

As might have been expected from the past training and work experience of 
some of the individuals, it was possible for them to return to work without 
additional training. Many students returned to their college work; others em- 
barked upon a college program. A number reported they were neither working 
nor attending school nor had they received any training since they left the foun- 
dation. Some of those reporting they were attending school were also doing work 
on a part-time basis during the school year, some did a full time job during the 
summer. 
In training 

Ninety-two reported they were receiving some kind of training, ranging from 
correspondence courses for those unable to attend any school to college at all 
levels. Table 5 indicates over half of those receiving training are attending 
college while a few less than one-fourth are in vocational school—which includes 
technical courses, clerical and secretarial training—and an equal number are 
studying at home. Some are receiving training for the professions with proposed 
length of course to extend longer than 4 years. The majority are planning 
baccalaureate degrees. Those in vocational schools have shorter training periods. 


TABLE 5.—Present training program 


School In Course In Assistance In Satisfac- In 

training training training} tion training 

CO cen sacgatis.e 52 | To 1 year. 17 | Division of Vocational 60 | Yes....-. 80 

Rehabilitation. 
2 years_-_-- 9 Teepe. Administra- 6 | No...--- 8 
on. 

Vocational. .......... 20 | 4 years... OP CE, Lite tvcesodigeows 11 | Unsure.. 4 
Longer __-- 14 | More than 1_____.-.__... D Bis pciieche db aesenind 

Home study-.-...---- 20 | Indefinite- SS ee nee Till. nudaiigalbtaienansens 


Sixty-five percent are receiving help from the Division of Vocational Rehabili- 
tation, 6.5 percent are in training under one of the GI eligibility laws, about 12 
percent are receiving assistance from scholarships or privately set up funds— 
such as one young woman receives from the company for which her father, before 
his sudden death, had worked. He had developed some special processes for 
which, during his life, he received no compensation, so the company set aside 
an educational fund for her 4 years of college. Over 21 percent are receiving no 
help while 6.5 percent are being helped by more than 1 agency or source. 

Almost all, 87 percent, express satisfaction with the objective for which they 
are training, less than 9 percent are not satisfied, and 4 percent are not sure. 
Actually some of those indicating dissatisfaction or undecided feelings have 
no definite objective as a goal. 
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FIGURE 2.—COMPARISON OF EpUCATIONAL LEVEL BrEFoRE AND AFTER ILLNESS 
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Many had changed their educational level noticeably between dismissal and 
responding to the questionnaire. The differences are shown in figure 2. While 30 
percent were high-school nongraduates before the onset, only 10 percent were 
still in this category later. Twenty-seven percent, compared with over 32 per- 
cent before, were high-school graduates. These changes help to account, to 
some extent, for the great increase in college attendance. Adding to this in- 
crease also were those who had had no intention of going beyond high school 
before polio, but who, on the basis of psychological test results, were encouraged 
to obtain more education. More are engaged in graduate study, fewer have 
stopped with an undergraduate degree, but no additional advanced or profes- 
sional degrees have been received. 


TABLE 6.—Present employment 


Number 
NN aire la alana aillelitartincraioninlaecr tener arenas aa cater a BR es ala ts te 20 
sta edb egesibianan nseigticiiminiinaieaataipeiagin 31 
Ne ee en en ee eee nent et ence ree embamp eine 9 
prewar eaane werk Hor Ghme Company ~ 2 33 
ee ry eee eo ee eee ewe een 40 
Meuaed more trate verore Petar oe ee a 36 
Couey Wee Fecarn OF WOGIT MOT GCCCR. oon oe en en ee 6 


Present employment status 


Table 6 shows what those who were able to directly return to work or who 
obtained work after limited training since their discharge were engaged in at 
the time of the follow-up study. Twenty were on their first job, 31 returned to 
the same work without any additional training or any change in actual job 
activities, 9 were accepted by the company which had employed them before but 
they were unable to return to their same work, 40 indicated they could return to 
work without additional training while 36 indicated that in order to return to 
any kind of gainful employment, training was needed. Six reported they could 
not return to work because the company would not accept them. In each of these 
cases the employee had been with the company some time before the onset of 
polio, had proved to be a very valuable worker and actually in some instances, 
had been doing a very specialized work which did not require much physical 
activity. 

Those who returned to the same company but to different work report the job 
opportunities are actually better than the ones they had before their illness. 
Salaries may not have been the same, but opportunities for advancement look 
better. 
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Working conditions were not reported as always being ideal, but many em- 
ployers seemed to make an effort to provide some comfort for the patient and 
some ease for him to get around the place of employment in his wheelchair or 
using the equipment which he needed. Twenty-eight reported they found work 
quite tiring, 19 reported they needed a rest period. All but two indicated the 
employer would cooperate in providing any necessities which the worker needed. 
Several indicated that the employer was more than happy to give a rest period or 
to provide adequate luncheon facilities because the employer himself was a 
handicapped person. Seventy-nine indicated they believe their physical condi- 
tion would present very difficult and definite barriers to some kinds of employ- 
ment, while 30 said their physical condition interfered to some extent with 
their present employment, 41 said there was no interference whatever. 

Of those who left home to work, 24 needed someone to drive them to work 
because they were unable to drive or because the parking facilities were too far 
distant from their place of employment to permit them to walk from the car 
to the office. Thirty-five drive their own car to and from work. Fifteen need 
assistance over and above driving, such as help in getting in and out of a car, 
perhaps by a hoist or by manual lifting. 


TABLE 7.—Present employment classification 


How employed : Number | Locale: Number 
tn, eee : jit snniteaiaes 4 aa I tease atc Beceem dada ste eee 23 
Nn ee a Ee 44 
EO a a ae ee 21 NN 5 oe act atone 5 
Large business._._......... 14 Gombiaation.t 2... suc nnwe 4 
en ce ee 4 ee nn ee 9 

Classification : Salary: 

Professional and manager__.. _ 36 EK ee__~___------------------- 49 

Sales and clerical__........ -— 35 NTI ee 36 

Service__-------.. reapers ” | Satisfied : 

I a inte ita ide 3 int eenindinetetetneneindita 56 

ae ee ee ae 8 Ti ncteanthaatidl nt Malientmialiond 9 
INO TOSPORRC as cow as telcumis 20 


Forty-nine receive a stipulated salary, 36 work on commission or on an output 
basis. Table 7 shows how these workers are employed, their classification accord- 
ing to the Dictionary of Occupational Titles, and the locale of their work, and 
whether or not they are satisfied. It is not surprising to find the majority of peo- 
ple who are working are self-employed. Fourteen reported working for the public 
in some capacity such as school or government jobs. Twenty-one are in small 
businesses, fourteen are in large businesses. Four reported merely other kinds 
of employment. There is a greater number of people who classify their work as 
professional and managerial or official than there were in these occupations 
before polio, while sales and clerical also have increased considerably. Service 
and agriculture have been markedly reduced since each farmer Was completely 
unable to return to the occupation because of the severity of his involvement. 
Only 8 were able to return to skilled work and no one returned to semiskilled or 
unskilled work and obviously no one was kept in the armed services. The great- 
est number of people work in an office. This indicates that even though many are 
self-employed, they do have offices separate from their homes. Twenty-three re- 
main in the home to work. These are the most seriously involved people for whom 
getting to and from work, getting about in an office would be prohibitive. Five 
are required to do some traveling in their work. Four find themslves in a com- 
bination of sites. Nine reported “other,” not indicating what was meant exactly 
by that. The majority are satisfied. Some apparently are not. The downgrad- 
ing in some cases is definitely responsible for this response. Twenty did not 
answer this question. It can be assumed, almost safely, that if they were satis- 
fied, they would have indicated “yes.” 


TABLE 8.—Not working 


Number 
PO CE Re RN  cn sss ise svc vt aaa coe ct an te a ce 4 
PU Se cissiissinsissD casinsitasesininnvet imamate ictaaiaaael eet 3 
Could not oben... (30> Pope et pee ee 7 


Some reported they held more jobs than the one at which they were presently 
engaged. This is not a result of just job dissatisfaction in any case. One man, 
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a chemical engineer with a master’s degree, was not reemployed. He had several 
jobs, each one lost when the entire force was decreased. He is now unemployed. 
Figure 3 summarizes and compares the change in work status before the onset 
and at the time of the followup study. 
Figure 3.—CoMPARISON OF OCCUPATION BEFORE AND AFTER ILLNESS 
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The salary range as shown in figure 4 is perhaps indicative of how adequately, 
or inadequately, the handicapped person is able to meet his financial obligations. 
It is scarcely possible to maintain a bare existence level on from one to two 
thousand dollars—the salary received by over 27 percent of the workers. 
Twenty-three percent receive over $3,000 but under $5,000, but notice and com- 
pare this with the fact, over 36 percent are engaged in professional or managerial 
occupations. 

Figure 4.—SaLary RANGE 
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Ten and four-tenths percent of those working reported they are receiving the 
same salary as they did before the onset of polio. Forty-three and eight-tenths 
percent reported an increase, ranging from 5 to 50 percent. Forty-five and 
eight-tenths percent reported a decrease from under 5 to over 50 percent. Fig- 
ure 5 shows the salary change. It sounds well to say that more than 8 percent 
received over 50 percent increase since they returned to work, but it is rather sad 
to note that over 18 percent received more than 50 percent reduction. Most of 
those who received this reduction were in salary categories which did not pro- 
vide too amply for their needs and their families’ needs when their salary was 
highest. ‘ One may therefore rightfully ask, “Is the handicapped actually 
aecepted ¢” 


Ficure 5.—SaLary CHANGES 
Percent 
Change 
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Figure 6 is a scattergram showing the relationship between intelligence and 
present employment, or prospective employment for which students are being 
trained. It can readily be observed that, with but few exceptions, these former 
patients are realistic about their capabilities for work and their capacities for 
training. It is noteworthy also, that those who show a great discrepancy between 
aspiration and ability to achieve are those who are receiving little or no help 
from any agency, and who express some hostile feelings because of this, and 
toward the recommendations from the psychologist, stating they believe they are 
able to do “better.” This is an excerpt from one such person’s responses. This 
lad states he is not in training for the objective discussed at the foundation, 
“because the type of occupation which I scored the highest on was working with 
my hands, and I thought that I was capable of doing some other than this,” and 
he believes the psychologist could give more help to inpatients in this manner. 
“Have a patient that as many tests possible in deteraming his occupation, and 
once this has been deteramed spend as much time discussing the obstale which 
may arise in this new field, and the ways in which he (or she) may over come 
these obstales.”’ He wants to be a lawyer. 
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FIGURE 6.—RELATIONSHIP BETWEEN INTELLIGENCE AND OCCUPATION AND/OR 
OCCUPATIONAL OBJECTIVE 
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PERSONAL ADJUSTMENT 


Recipients of the questionnaire were asked to indicate a number of problems 
where they found the greatest adjustment was necessary. In the actual ques- 
tionnaire there are subheadings under family—such as parents, wife, siblings, 
in-laws, children. These are grouped for this report. Table 9 shows the greatest 
difficulty was encountered in community acceptance. Over 23 percent found 
families their biggest problem. School and occupation practically shared as 
problem provoking sources. None reported self as his greatest adjustment. 


TaBLe 9.—Personai adjustment 

















Problem areas | Number | Percent | Assistance | Number | Percent 
Watellyy . thes es<. re 34 23. 12 Family ae | 67 | 40. 61 
se 29 19.73 || Therapist-_-_- | 6 3. 63 
SE <n aticncmeses | 30 | 20. 40 Other patients_._- ; | 6 3. 63 
Community -_-_- | 54 | 36.75 || Warm Springs--.- | 24 14. 55 

| | | Self i aca 5 3. 03 


SO eect 57| 34.55 


i 
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It is not contradictory that over 40 percent feel they received from their 
families the greatest help in making an adjustment to a normal society after 
long hospitalization. Over 34 percent indicated greatest help from other 
sources—including special friends, fiance or fiancee, renewed faith, and partici- 
pation in religious activities. Just being at Warm Springs was a big help to 
approximately 15 percent. ‘To lesser extent, therapists, other patients, and the 
person himself provided most help. 


RESULTS OF PSYCHOLOGICAL EVALUATION AND COUNSELING 


To the question, “Do you believe counseling you received at the foundation 
was of value in helping you to adjust more easily?’ 60 percent responded with 
“considerable,” 34% percent “little,” 544 percent “none.” While it is gratify- 
ing to know more than half received much value from the psychological service 
offered, it is hoped that a greater number can eventually learn that counseling 
will not provide a ready solution to a problem, but that it will help the in- 
dividual to better cope with the problems he has. The specific areas in which 
counseling gave the greatest boost are indicated in table 10. 


TABLE 10.—Assistance provided through psychological counseling 


Number Percent 





Face the future more comfortably boa Le batdae idodubds 58 26. 08 
Better realize your abilities 7 «dhcp oleae ccilemae a 61 27.35 
Discover abilities you did not realize you had_ oaeaensees 25 11. 20 
Have greater confidence about returning to work seek otto. bch <n dbeeS 45 20. 17 
Have greater ease and confidence in meeting people socis ally - ae 34 15. 20 


CONCLUSIONS 


The handicapped person, although physically he is different from the average 
individual with whom he lives, retains normal personal and temperamental 
characteristics ; he is as intelligent and capable—or more so—than the nondis- 
abled, but it is evident that he is not competing on equal terms in the occupa- 
tional fields because he is not given the opportunity to produce commensurate 
with his potential ability. Greater concern is exercised in providing him with 
the opportunity to develop his potentials by education and training than is pro- 
vided for his most effective use of his potential for financial and vocational ad- 
justment. He experiences difficulties in adjustment with those close to him 
socially. There are many implications for need of further study in this area. 

The psychological service provided the hospitalized patient has succeeded in 
appraising the individual. in pointing out to him areas of training and work 
which will fill his personality needs and make the best use of his abilities, but 
only when society accepts each disabled person for his worth, and accordingly 
remunerates him in attitude and financially, will he be able to be self-sustaining 
and make a return for what has been done to rehabilitate him. 


SUMMARY 


The psychologist at Georgia Warm Springs Foundation works principally as 
a counseling and a clinical psychologist. Because of the nature of the work, not 
every one of the several hundred patients admitted annually can be worked 
with. The need of the patient determines the referral and the work. But psy- 
chological service does not cease with the patient’s dismissal. A followup study 
is sent all who return to work, to all who have completed high school. 

This report is the interpretation of data that were obtained from 155 who com- 
pleted the questionnaires sent to them a reasonable time after their dismissal. 
The study is so developed that it will be a longitudinal study, therefore this 
report is by no means the complete picture of the adjustment of any of the 
respondents. 

Ninety-two resumed education or are seeking additional training; at least 
half of these are attending college. A few are attending school and working, 
but the majority of those employed are spending full time at this work. Over 
one-fourth of those doing some work are unable to leave their homes, but they 
are earning some money. Approximately equal numbers are employed in profes- 
sional and official occupations, and in the clerical and sales occupations—42 per- 
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cent in each. The physical involvement precludes entirely work as laborer 
and in semiskilled jobs. About one-fourth of those employed are not happy in 
their work. More had reductions in salaries than had increases. 

The handicapped face many social and financial problems which they can 
a surmount unless society accepts them as they are and for what they 
can do. 

Mr. Curtis. I know you recognize the big problem in this area, as 
far as legislation is concerned, on the definition of disability. I won- 
der if you would comment on that, in reference to your bill. How do 
you get over the definition ? 

Mr. O’Connor. I believe Mr. Keogh’s definition of a disabled in- 
dividual, and I told him this this morning, is excellent. I spent 3 
months worrying about this thing, because I had anticipated your 
question. I received a copy of Mr. Keogh’s bill, and I think that is 
excellent. 

Now, this is a disabled individual defined for the transportation- 
expense deduction. He defines a disabled individual for the addi- 
tional exemption. 

Mr. Curtis. You think that, generally, that is the way we will have 
to do for each specific thing we might do; on your transportation, 
attempt to define disability as it applies to that; and that, when we 
go to another area, attempt to define it for that? Is that your 
generalizaion ? 

Mr. O’Connor. Yes, sir; it amounts to that. For the transportation 
expense it will be one definition. For the additional exemption it 
would be another, but they would so closely parallel each other that 
there would not be a great significance, not one that would cause a 
great administrative problem, I am sure. 

Mr. Curtis. That is all. Thank you. 

The Cuarrman. Are there any further questions? 

If not, let me thank you again, Mr. O’Connor, for your very fine 
statement. 

Our next witness is Mr. Brennan Wood. 

Mr. Wood, will you please come forward and give your name, 
rm and the capacity in which you appear for the benefit of the 
record ? 


STATEMENT OF BRENNAN WOOD, REPRESENTATIVE OF NATIONAL 
AMPUTATION FOUNDATION, AND ASSOCIATE OF 15,000 MEMBERS 
OF THE JOINT HANDICAPPED COUNCIL 


Mr. Woop. Mr. Chairman, my name is Brennan Wood, 121 Nixon 
Avenue, Staten Island. 

My capacity here is as a representative of the National Amputation 
Foundation and an associate of the 15,000 members of the Joint Handi- 
capped Council. 

I am the prosthetic specialist at the New York Veterans’ Adminis- 
tration regional office, and I am a disabled veteran. 

I am here also with Veterans’ Administration approval, but not on 
official leave. 

My statement is available to the committee members, Mr. Chairman, 
and, after Mr. O’Connor’s very fine presentation, I do not wish to be 
repetitious, but I would like to point up in mine some of the things 
that, perhaps, he did not stress firmly enough. 
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The CHarrman. Mr. Wood, you may omit in zone oral testimony 
any part of your written statement, with the understanding that the 
entire statement will appear in the record. 


Mr. Woop. Fine. 
(The formal statement of Mr. Wood is as follows :) 


ADDITIONAL EXEMPTIONS FOR PHYSICALLY HANDICAPPED AND DEDUCTIONS FOR 
TRANSPORTATION EXPENSES FOR PHYSICALLY HANDICAPPED TAXPAYERS— 


AMENDMENTS TO SECTIONS 216, 217, 151 of THE INTERNAL REVENUE CODE 
oF 1954 


Mr. Chairman and members of the committee, my name is Brennan Wood and 
I am here as a representative of the members of the National Amputation 
Foundation and as an associate of 15,000 members of the Joint Handicapped 
Council. In your press release of September 11, 1957, you mention that the 
tax laws should be revised to fairly and equitably spread the tax burden. Areas 
of extreme economic hardship exist for the physically handicapped taxpayers of 
our Nation, since they are burdened with heavy and unusual expenses not faced 
by the average physically normal person. Physically handicapped taxpayers 
find themselves in an unfair, inequitable, and often untenable position. 

As recently as October 22, 1957, the Federal Tax Court ruled that the ex- 
penses necessary to operate a specially designed automobile, owned and used by 
a paralyzed person in the course of his employment, are not deductible under our 
present tax law. His car expenses were compared to a commuter’s expenses and 
classified as personal, and, therefore, not deductible. Without his specially 
designed car, however, this taxpayer would not remain a productive worker. He 
would revert to a dependent status. 

Many Congressmen have introduced bills to rectify some of these particular 
tax inadequacies. It is for this reason that I come before you today to strongly 
urge acceptance of the provision of the Keogh bill (H. R. 1154). Its purpose is 
to improve the economic status of the physically handicapped taxpayer by at- 
tempting to provide an increase in his real income. 

The bill aids the physically handicapped taxpayer by permitting him a deduc- 
tion not exceeding $600 per annum for transportation expenses to and from 
work, because of the inability to use ordinary means of public transportation. 
It also provides an additional deduction for unusual expenses resulting from his 
disability. 

UNUSUAL EXPENSES 


1. The purchase, repair, and replacement cost of prosthetic and orthopedic 
appliances is high. The price of an artificial arm or leg ranges from $300 to $600. 

A man who requires a brace to stand or even to sit may pay $75 to $225 for his 
helpful orthopedic support. 

A wheelchair price may be from $100 to $450 with $200 as the average cost 
to the paraplegic. Bathroom, bed, and car lifts for wheelchair patients cost a 
minimum of $250. 

Equipment for the blinded disabled, which can mean the difference between 
taxpaying self-support and nontaxpaying public support, requires the expendi- 
ture of several hundred dollars. 

Orthopedic shoe prices range from $65 to $175, with an attendant exceptional 
cost for repair or replacement. An orthopedically disabled shoe wearer initially 
pays $40 to $60 personalized lasts before he pays for the actual cost of the shoe. 
He again pays as much in cost for lasts and a single pair of rubbers to protect 
his special shoes. 

Cosmetic eyes, or artificial hand replacement commands a high replacement 
charge. Replacement of only a cosmetic glove which provides satisfactory use 
for a limited 3-month period of time is $50. To replace wheels on a wheelchair 
costs $17. 

2. Wear and tear on clothing due to the use of braces, crutches, prosthetic 
devices, and the necessity to provide for extra outer garments, extra linings, 
and in many cases extra tailoring expenses to disguise unshapeliness is very 
costly. 

3. Suitable and special houses, doorways, ramps, and home devices for wheel- 
chair taxpayers. 

4. More costly ground floor and elevator apartments are often required because 
of the inability to climb steps. 
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5. Domestic assistance or attendants in many cases is needed because of a 
particularly disabling condition. 

6. The cost for the use of taxis to and from employment may often average 
$15 to $20 per week. 

7. Life insurance, health and accident premiums are higher. 

8. The handicapped have to buy their own specially equipped automobiles and 
maintain them in A-1 condition at all times. 


FACTORS LIMITING AND LOWERING INCOME 


In addition to the above-listed unusual expenses, many factors tend to limit 
or lower the income of the physically handicapped and severely gravitate against 
their realizing their potential. 

1. The continuing process of rehabilitation demands continuous expenditures. 
These expenses do not cease upon obtaining a job. 

2. Present income taxes reduce already limited income. 

3. Unemployment among the disabled occurs more frequently and lasts longer 
than with the physically normal worker. They are the last to be hired and 
among the first to be fired. They are at an extreme disadvantage in competition 
in a free labor market. 

4, Prejudice and discrimination in public and private employment reduce 
the number of available positions. 

5. Private employment agencies often will not refer qualified disabled for 
position vacancies. 

6. Capable physically handicapped workers are often mistakenly placed in 
low-income jobs by employers who measure disability rather than ability. 

The 800 organized members of the National Amputation Foundation associ- 
ated with the 15,000 organized members of the Joint Handicapped Council are 
not seeking special consideration or special privilege when requesting passage 
of H. R. 1154 (Keogh). They are duly asserting their right to equality in 
sharing the burden of taxation fairly and equitably. 

The ultimate goal of rehabilitation of the handicapped is a job and independ- 
ence. Reliable Government statistics have proved that for every $1 spent for 
rehabilitation, $10 is returned to the United States Treasury. Such aid as is 
contemplated in the Keogh bill would better equip the present taxpaying group 
of disabled to met ever-recurring unusual expenses. Stimulation to more help- 
fully and hopefully assist themselves would be provided those handicapped 
partly or entirely dependent on public assistance. The Keogh bill, H. R. 1154, 
advocates fair and equitable distribution of taxation and continued support of 
the rehabilitated, taxpaying, physically handicapped citizen. Such a bill re- 
quires the full support of all of our congressional representatives. 


The Cuamman. You are here speaking in behalf of the Joint 
Handicapped Council as well ? 

Mr. Woop. Yes, sir. There are separate statements submitted by 
both these organizations. 

The Cuarrman. You go right ahead. 

Mr. Woop. Areas of extreme economic hardship exist for the physi- 
cally Landicapped taxpayers of our Nation since they are burdened 
with heavy and unusual expenses not faced by the average physically 
normal person. 

Physically handicapped taxpayers find themselves very often in 
an inequitable and unfair and very often untenable position. 

Many Congressmen have introduced bills to rectify some of these 
inadequacies for this reason, that I come today to strongly urge ac- 
ongenre of the provisions of the Keogh bill, H. R. 1154. 

ts purpose is to improve the economic status of the physically 
handicapped taxpayer by attempting to provide an increase in his 
real income. 

The bill aids the handicapped taxpayer by permitting him a deduc- 
tion, not exceeding $600 per annum, for transportation expenses to 
and from work and also provides an additional deduction for un- 
usual expenses. 
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This has been covered very thoroughly by Mr. O’Connor, but I 
would like to perhaps reiterate a little more about those unusual ex- 
penses. The purchase, repair, and replacement cost of prosthetic 
and orthopedic appliances is high. The initial price of an artificial 
arm or leg ranges from $300 to $600. These are standard prices 
well over the entire Nation. 

A man who requires a brace to stand or even to sit may pay $75 
to $225 for this helpful orthopedic support. 

A wheelchair, $100 to $450, with about $200 as an average. 

ime bed, car lift for wheelchair patients cost a minium 
of $250. 

Orthopedic shoe prices range from $65 to $75, with attendant ex- 
ceptional costs for repair or replacement. 

In order to fabricate a pair of rubbers to protect the orthopedic 
shoes from inclement weather and thus prolong their life, a par- 
ticular last has to be made just for the rubbers. There again a 
man has two additional costs—for lasts and for rubbers. 

Cosmetic eyes, artificial hand replacements command high replace- 
ment charges. A cosmetic glove which goes over an artificial hand 
provides satisfactory use for about a 3-month period of time and it 
costs them generally around $50. 

no pe wheels on a wheelchair there is almost a standard price 
of $17. 

Then there is wear and tear on clothing due to the use of these 
appliances. Very often extra tailoring is required in order to per- 
haps camouflage or disguise unshapeliness, 

0, suitable and special houses. More costly ground floor and ele- 
vator apartments are often required because of the simple inability to 
pacar steps. Domestic assistance or attendants are sometimes re- 

uired, 
. Transportation has been emphasized by Mr. O’Connor and it is, of 
course, a large part of the Keogh bill. 

I have eee touched upon it in my statement as the cost for the 
use of taxis to and from employment may often average $15 to $20 per 
week. This cost must be borne by many disabled who are absolutely 
unable to function in their jobs without using taxi transportation. 
I still refer to them as physically handicapped taxpayers. 

Without the use of taxi transportation they would again revert to 
a dependent status. Life insurance, health and accident premiums 
are higher and the handicapped have to buy their own especially 
equipped automobiles, and again we stress it, in A-1 condition at all 
times to meet requirements. 

In addition to the above listed unusual expenses, there are these 
other factors limiting and lowering income. The continuing process 
of rehabilitation demands continuous expenditures. It does not end 
when a handicapped person obtains a job. There are replacements. 

Present income taxes reduce already limited income. 

Unemployment among the disabled occurs more frequently and 
lasts longer than with the physically normal worker and this can be 
proved. They are the last to be hired and the first to be fired and they 
are at an extreme disadvantage in competition in a free labor market. 

Private employment agencies often will not refer qualified disabled 
for position vacancies. This I hear in my capacity as the prosthetic 
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specialist because not only do we run up against many problems in 
supplying equipment to our New York disabled, but we hear many, 
many of their other problems. 

Capable physically handicapped workers are often placed in low- 
income jobs by employers who measure disability rather than ability. 

For this reason, gentlemen, I am here to emphasize that we are 
not seeking consideration or special privileges when we request 
passage of the Keogh bill. 

The statement is made by the members of the Joint Handicapped 
Council that they are duly asserting their right to equality in sharing 
the burden of taxation fairly and equitably. 

The ultimate goal of the rehabilitation of the handicapped is a 
job and independence and reliable Government statistics to prove, Mr. 
O’Connor covered the point, of $10 being returned to the Treasury 
for each $1 spent for rehabilitation. 

Such aid is contemplated in the Keogh bill and would better equip 
the present taxpaying group of disabied to meet ever-recurring unusual 
expenses. 

Stimulation to more helpfully and hopefully assist themselves could 
be provided those handicapped partly or entirely dependent on public 
assistance. 

This is hard to put your finger on, but it might well be true. The 
Keogh bill advocates fair and equitable distribution of taxation and 
continued support of the rehabilitated taxpaying disabled and handi- 
capped citizen. 

entlemen, I think, I do hope that you will support with your ef- 
forts, Mr. Keogh’s bill. 

Thank you very much. 

_ The Cuatmrman. Thank you very much, Mr. Wood, for your very 
interesting statement. 

Mr. Keroeu ? 

Mr. Keocu. Mr. Chairman, I should like to express my personal 
appreciation to Mr. Wood for his having come down on his own time 
to appear and give us his informed opinion. 

At this time, Mr. Chairman, I should like to say that mindful of 
the heavy schedule of the committee, Maurice Ward, president of the 
Joint Handicapped Council, which is one of the organizations that 
has been of great assistance in connection with this pending legisla- 
tion, has been nice enough to ask me to ask the committee to insert at 
this point in the record his brief statement, together with some, but 
relatively few, of the letters of endorsement of the principles con- 
tained in the pending bill that have been received by the council, in- 
cluding letters from such well-known personages as Gov. Averell 
Harriman, of New York, and former Governor and Senator Herbert 
H. Lehman, and Mrs. Eleanor Roosevelt, and people like that, to- 
gether with letters from a number of responsible national organiza- 
tions in the country. 

_ The Cuarrman. Without objection, the material will be included 
in the Recorp at this point. 
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(The material referred to is as follows:) 


STATEMENT OF MAURICE WARD, PRESIDENT, JoINT HANpDICAPPED CouNcIL, NEw 
York, N. Y., on TAx EQUITY FOR THE ORTHOPEDICALLY HANDICAPPED TAXPAYERS 


Additional exemptions, and or deductions for expenses to and from work; 
amendments to sections 151, 216, and 217 of the Internal Revenue Code of 
1954 

TAX COURT RULES AGAINST PARALYTIC 


The Federal Tax Court recently denied a paralyzed taxpayer a claim for de- 
duction of expenses for a specially equipped automobile used by the man par- 
alyzed from polio, in traveling to and from work. He claimed his automobile, 
equipped with special hand controls, was necessary for the production for his 
income. The Tax Court ruled they are no more than commuters expenses, which 
are personal in nature, and, therefore, not deductible. Persons with physical 
disabilities practically always have extraordinary expenses in connection with 
the production of income. Many cannot use public transportation and must 
use taxicabs or have specially equipped automobiles. To make these expenses 
deductible would be entirely consistent with basic income-tax principles. The 
salesman, who uses his car for his business, is allowed to deduct practically all 
expenses on his car plus other business expenses. Without his car, or the use 
of taxicabs, the physically handicapped taxpayer could not be productive, and 
would become a dependent, public charge. 


EXTRAORDINARY EXPENSES OF PHYSICALLY HANDICAPPED 


Tht other feature of the Keogh bill, H. R. 1154, the annual exemption of 
$600 for the disabled taxpayer and his spouse (if also orthopedically handi- 
capped) is designed to aid those with extraordinary expenses related to every- 
day living. Some of these expenses are: 

(1) Purchase and maintenance of orthopedic and prosthetic devices (not 
completely deductible under the medical deductions section of the law). 

(2) Wheelchairs—require repairs and maintenance. 

(3 Wear and tear on clothing due to friction of braces and prosthetic devices. 
Purchase of extra trousers because of this wear and tear by braces, etc. 

(4) Extra tailoring expenses due to misshaped bodies, requiring in many cases 
custom tailoring. 

(5) Special orthopedic shoes with buildups, because of distorted shapes of 
feet due to their disability. 

(6) He must often pay extra rent because he cannot climb steps and must 
live on ground-floor levels or elevator apartments. 

(7) Others must invest in ramps and special household equipment, because 
of their disability. 

(8) Must in many cases hire someone to do simple chores around the house, 
because of his disability. He cannot, in many cases, mow a lawn (if he is for- 
tunate enough to purchase a house, with its special and costly parts). 

(9) Extraordinary transportation expenses. One of our members, a book- 
keeper in New York City, earns $50 per week and spends $25 per week for 
transportation to and from work by taxicab, and her nonhandicapped coworker 
spends only 30 cents per day to and from work. 


H. R. 1154 (KEOGH) IS A REHABILITATIVE, PRODUCTIVE MEASURE 


This bill would integrate in our normal society a large group that is pre- 
vented from playing a normal role. It would open the door to encouraging 
additional thousands of physically handicapped to become productive workers 
instead of a public welfare burden. Many thousands of orthopedically handi- 
capped are discouraged, because of their extraordinary expenses (partically 
listed, on page 1 of this statement) from becoming taxpaying citizens, and would 
rather remain a public welfare charge. There have been numerous instances 
in which disabled persons, having been placed in employment after rehabilita- 
tion, actually have less income after their travel costs to and from employment, 
than when they received public assistance prior to their employment. 

This is what the Keogh bill, H. R. 1154, intends to overcome. 

The cost in lost revenue of about $62,555,308, through these tax-relief meas- 
ures, would be greatly offset by the thousands of additional orthopedic handi- 
capped who would become taxpaying citizens. Government statistics show that 
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for every dollar spent on rehabilitation, $10 goes back into the Treasury (al- 
though nothing is spent directly by the Government in the Keogh bill); and 
the ultimate aim of rehabilitation is a job and self-dependency. 

The Keogh bill, H. R. 1154, would act as a stimulus to accomplish such goal, 
through its tax-relief features. 


ORGANIZATIONS AND INDIVIDUALS ENDORSING H. BR. 1154 (KEOGH) 


The endorsements and support for the Keogh bill represent a composite of 
American life. 

The Keogh bill is widely supported by practically every segment of American 
life, such as religious organizations, fraternal, civic, professional, veteran, labor, 
newspapers, business, medical societies, farm organization, prominent public 
officials, governors, women’s organizations and what have you. 

I am enclosing as a supplement to this statement a list of organizations 
and individuals who have, endorsed this bill, plus a copy of the Keogh bill, 
H. R. 1154, and copies of some letters, representing some of these organizations 
and individuals. 





STATEMENT sy Paut R. RAMAGLIA, PRESIDENT OF THE NATIONAL AMPUTATION 
FouNDATION 


DEDUCTIONS FOR TRANSPORTATION EXPENSES FOR DISABLED TAXPAYERS AND 
ADDITIONAL EXEMPTIONS FOR PHYSICALLY HANDICAPPED TAXPAYERS 


Mr. Chairman and members of the committee, in order to correct the present 
inequities in the Internal Revenue Code, we strongly urge passage of H. R. 1154 
introduced by Congressman Keogh. This bill will, if passed, grant tax relief to 
those physically handicapped persons most in need of it. 

The physically disabled practically always have extraordinary expenses in 
connection with the production of income. They encounter considerable diffi- 
culty in using public transportation and therefore must use taxicabs or specially 
equipped automobiles. 

To make these expenses tax deductible would be entirely consistent with basic 
income-tax principles which permit other categories of wage earners to deduct 
certain expenses that they incur as a necessary part of their income producing 
activities. Furthermore, such tax relief would motivate other disabled persons 
to seek employment since under the present tax structure, they are in a better 
position financially if they remain on public assistance rolls. 

With regard to the $600 annual exemption for each disabled person, this bill is 
designed to aid persons with extraordinary expenses because of disability. Ex- 
penses incurred for the purchase and repair of orthopedic and prosthetic devices 
are not entirely deductible under the medical deduction provision of the law. 
The average cost of a commercially produced artificial limb for an above-knee 
amputation is $600. Normally, these limbs require replacement every 3 or 4 
years. 

The clothing of persons using prosthetic appliances is subjected to unusual 
wear. Many require custom-made clothing or alterations on clothing such as 
extra linings at places of extreme wear from the prosthetic device. 

Some disabled persons must pay higher rentals because they require elevator 
or ground floor apartments. Others must add ramps or other special equipment 
in their homes. 

In view of the above, this organization, composed entirely of persons who have 
suffered the loss of a limb, urge this committee to favorably consider revisions 
in the tax laws which would give relief to the disabled and serve as a stimulus 
in their rehabilitation. 

We strongly favor the Keogh bill H. R. 1154 as an effective relief measure. 


[New York Post, June 17, 1957] 
My Day 


By Eleanor Roosevelt 


I have it on good authority that the bill, H. R. 53, now under consideration, 
which consolidates numerous acts concerning veterans’ widows and their pen- 
sions, will not make any difference in the old provisions for the widows of 
veterans of the Spanish, Civil, and Indian Wars. I am glad to hear that this 
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is so, because I think people touched by those provisions are apt to be quite 
old and need whatever the Government can do to help them at least avoid 
starvation in the last years of their lives. 

I also have had drawn to my attention a bill, H. R. 1154, sponsored by Repre- 
sentative Keogh, Democrat, of New York. This bill would provide a deduction 
of up to $600 a year for income-tax purposes in the case of a disabled indi- 
vidual for expenses in traveling to and from work. It also provides an addi- 
tional exemption for income-tax purposes for a taxpayer or spouse who is 
permanently disabled. The reasons given for this bill seem to me to be valid, 
and I think the majority of people will want to see this help given to our 
physically handicapped citizens. 


[The Sioux City Journal, May 18, 1957] 
Tax RELIEF FOR THE HANDICAPPED 


A bill introduced in Congress by Congressman Eugene J. Keogh, of New 
York, which would grant an additional tax exemption and certain deductions 
for orthopedically handicapped persons, has much to recommend it. 

Under its provisions, tax deductions for expenses to and from work for 
those unable to use ordinary means of transportation would be written into 
law, the amount not to exceed $600. 

There can be no disagreement with the bill’s sponsor that by reason of their 
disabilities, the orthopedically handicapped are forced to spend large sums of 
money to continue in their rehabilitated status. Here are some of Congress- 
man Keogh’s reasons for support of his bill: 

1. Expenses incurred for the purchase and repair of orthopedic and pros- 
thetic devices (not entirely deductible under the medical provisions of present 
law). 

2. Unusual wear and tear on clothing caused by constant friction of braces, 
crutches, appliances (not deductible at all). 

3. Extraordinary transportation expenses. Many disabled must hire taxicabs 
in going to and from work. 

4. Disabled persons are, as substandard risks, compelled to pay higher life- 
insurance rates. By the same token, a great majority are denied accident, 
health, and life insurance entirely, and as a result have higher medical and 
hospital expenses than the average taxpayer. 

According to Congressman Keogh, Government statistics on rehabilitation 
show that for every dollar spent on rehabilitation, $10 goes back into the 
Treasury. 

The Keogh bill is now before the House Ways and Means Committee. It 
should be approved as a step forward in rehabilitating the physically disabled. 





{Christian Herald, July 1957] 


Courier’s cues: Box score on Government competition with private business 
since last year, 729 activities ended or curtailed; 19,711 remaining * * *. A 
tax cut in 1958 is almost certain. A new “drive-in” coin-telephone is being field 
tested * * *,. Tax-cutting bill.that looks like a good investment is H. R. 1154 
(Keogh bill) to provide income-tax deduction for physically disabled persons to 
cover transportation to and from work; could make them self-supporting. 


[Electrical Union World, June 1, 1957] 


Support H. R. 1154 


Local 3 members heartily endorse the Keogh tax-relief bill for the orthopedic 
handicapped, H. R. 1154, now going through the legislative mill in Washington, 
Db. C. Business representative John Kelly of our workmen’s compensation de- 
partment has made a special study of this proposed legislation and has found 
it to be socially essential and valuable. 

The bill would provide additional income-tax exemptions and deductions to 
taxpayers who are permanently physically handicapped. Former Congressman 
Andrew J. Biemiller, AFL—CIO legislative director, has said that this bill de- 
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serves consideration by Congress because of its inherent merits. For example, 
the bill would grant deductions for expenses to and from work for those unable 
to use ordinary means of transportation because of their disability. 

The orthopedic handicapped encounter many extra expen-es, not encountered 
by those of us more fortunate, in daily existence—braces, crutches, wear and 
tear on clothing, extra tailoring expenses, use of taxis or cars with special hand 
controls, higher insurance costs. 


OcToBerR 16, 1956. 
Re: H. R. 11546. 
CHAIRMAN OF COMMITTEE ON WaAys AND MEANS, 
House of Representatives, 
Washington, D. C. 


My Dear Sim: I have had my attention drawn to the contents of the above bill, 
which is to provide for a deduction for income-tax purposes in the case of a dis- 
abled individual, ete., and would appreciate it deeply if the same were given 
favorable consideration by your committee. 

It has been my privilege over a period of nearly a quarter of a century to have 
had persons who are so afflicted working with me or for me in the various offices 
which I have had the honor to occupy, and I have found that, despite the disability 
of these individuals, one rarely could find a more cheerful and contented worker 
than such an individual. He or she seems to be proud of the fact that, despite his 
or her disability, that neither is a drag upon the community, but is proud and 
self-supporting. This bill, if enacted, will be especially helpful not only to the 
average individual, but to thousands of disabled veterans and civil-service 
employees. 

I trust the bill meets with the favorable consideration it deserves in the interest 
of such a worthy group. 

Very truly yours, 
MatrHew J. Disekto,* 
Assistant to Commissioner. 


INTERNATIONAL ASSOCIATION OF MACHINISTS, 
Washington, D. C., June 14, 1957. 


Subject: Legislation to provide tax relief for handicapped workers. 


Mr. Maurice Warp, 
President, the Joint Handicapped Council, 
New York, N. Y. 


Dear Mr. Warp: Because of the temporary absence of President Hayes, I am 
taking the liberty of replying to your letter of May 27 relative to the legislation 
pending in Congress to provide tax relief for handicapped workers. 

I have discussed this matter with our legislative representative, and he informs 
me that this has been a subject of active consideration by the AFL-CIO legislative 
committee, on which he serves as a member of the administratice committee. 

Discussions have been held with both Chairman Jere Cooper and with Con- 
gressman Mills relative to this legislation, and both they and other members of 
the House Ways and Means Committee are familiar with our support for this 
proposal. The Ways and Means Committee is holding executive sessions at the 
present time for the purpose of determining future action on this and other tax 
matters and we will lend every support to its approval and enactment. 

With best wishes, I remain, 

Fraternally yours, 
J.C. McGton, General Vice President. 


WuHirTmire METHODIST CHURCH, 
Whitmire, 8. C., July 28, 1956. 
Mr. MAavuRIce Warp, 
New York, N.Y. 
Dear Mr. Warp: My apologies for writing no reply to your letter of July 13, 
until now. But the pressure of work here has been exhausting and very de- 
manding and I have not had time to answer. 


1Formerly justice of the Domestic Relations Court, the city of New York—former 
New York County judge advocate; vice county commander and parliamentarian. 
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Re H. R. 11546: I am happy to inform you that I have written to the Con- 
gressmen you suggested and hope that the bill is favorably passed. I shall be 
happy to be of service at any time during the future. 

Sincerely, 
J. MASON STAPLETON, Jr., 
Assistant Minister. 


INTERNATIONAL UNION, UNITED AUTOMOBILE, AIRCRAFT AND 
AGRICULTURAL IMPLEMENT WORKERS OF AMERICA—UAW, 
Washington, D. C., May 23, 1957. 
Mr. MAURICE WARD, 
President, the Joint Handicapped Council, 
New York, N. Y. 


Dear BrorHerR Warp: Ed Purdy, of our political action department in De- 
troit, referred to us your letter of May 3, in which you ask our support for 
H. R. 1154. 

The proposal contained in this bill has been before the House Ways and Means 
Committee for some time. It may come up for consideration before the com- 
mittee again in June. 

Please be assured that the proposal will have our support. 

We regret delay in replying to you. 

Sincerely, 
Pav Sirron, 
National Legislative Representative. 


JEWISH COMMUNITY SERVICES OF LONG ISLAND, 
Jamaica, N. Y., December 9, 1957. 
Re Keogh bill, H. R. 1154. 
Hon. EuGENE J. KEocuH, 
New York, N. Y. 

Dear Sir: The Jewish Community Services of Long Island is very much in- 
terested in the above bill, which would provide additional exemptions and/or 
deductions for physically handicapped and chronically ill taxpayers through 
amendment to sections 151, 216, and 217 of the Internal Revenue Code. 

The board of directors of this agency has authorized me to write to you to let 
you know of our support of this legislation, and to express the hope that this bill 
will receive favorable consideration. 

Sincerely yours, 
Hersert H. ApreKar, Eerecutive Director. 


EASTERN PARALYZED VETERANS ASSOCIATION, 
New York, N. Y., November 26, 1957. 
Hon. BuGene J. KeocuH, 
Committee on Ways and Means, 
House Office Building, Washington, D. C. 


Dear Str: We urge your support of H. R. 1154, which would provide a deduc- 
tion for income tax purposes in the case of the disabled individual for expenses 
for transportation to and from work. 

The Eastern Paralyzed Veterans is an organization for paraplegic veterans, 
55 percent of whom are employed full time. Each of them must commute to 
and from work by some means. Public transportation, of course, is not only 
impossible, but forbidden to one in a wheelchair. Taxis and hired vehicles 
would eat up more than one could earn. The wheelchair worker must, perforce, 
buy and maintain his own vehicle. In order to assure continuous performance, 
the handicapped individual must keep it in better shape than must the normal 
individual. When it fails, he must wait until it is fixed. He cannot walk away 
from it. Items like power steering, power brakes, snow tires, etc., are acces- 
sories and luxuries to others, but they are required equipment for the car of 
the wheelchair bound. Even these, in turn are taxed by the city and State. 
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The cost of living for the disabled is unusually high in all other fields. It is 
not fair that their only method of earning a living should also be taxed so 
heavily. 

Sincerely yours, 
Harry A. SCHWEIKERT, JT., 
Executive Secretary. 


THE INpDOooR Sports’ Ciup, INc., 
Long Beach, Calif., May 6, 1957. 

Dear Sirk: The members of the Indoor Sports’ Club, Inc., represent many 
physically handicapped people and therefore are deeply interested in the welfare 
and problems of the disabled. 

We are coming to you concerning the Keogh bill, H. R. No, 1154, which will 
grant $600 additional income-tax exemption to the disabled, similar to that 
granted the blind. 

Handicapped people have additional living costs such as means for trans- 
portation, braces, and equipment to make it possible for them to take their 
place in society. 

May we respectfully request your consideration of this bill and your support 
if you deem it worthy? We would appreciate having your comments for or 
against this legislation. 

Sincerely, 
QUEENIE MELVILLE, 
Cochairman, Legislative Committee. 


[Sample letter of extraordinary expenses, etc. ] 


1500 East Turrp STREET, 
Brooklyn 30, N. Y., December 30, 1957. 
To Whom It May Concern: 


I am a physically handicapped person earning $3,480 yearly. However, my 
take-home pay is $45 weekly. My only means of getting to and from work 
is by a specially hand-equipped auto. 

Whereas a nonhandicapped person gets to and from work in the New York 
City area by subway or bus for 30 cents daily, it costs me an average of $1.50 
daily for gasoline; insurance, wear and tear, and depreciation on car, come to 
an estimated amount of $13.50 weekly. My total car expenses to and from 
work, weekly, amounts to an estimated $21. 

I have other expenses, such as crutch tips which cost $1.50 per pair and I 
use 12 pairs plus each year. 

Early this year I had a pair of braces repaired and the charges came to 
$30. 


These are but a few of the extra expenses we handicapped bear. 
* NATHAN SUKON. 


NATIONAL ASSOCIATION VETERANS EMPLOYMENT COUNCILS, 
Washington, D. C., January 16, 1957. 
Hon. EuGENE J. KrEoeu, 
House of Representatives, 
Washington, D.C. 


DEAR CONGRESSMAN KeEoGH: I was pleased to receive your bill, H. R. 1154, and 
would like to let you know that we support you in this endeavor. 
If there is anything our organization can do as far as testifying on behalf of 
the bill is concerned, we would be pleased to make ourselves available. 
Our sincere best wishes to you for a successful and fruitful session in Congress. 
Sincerely yours, 


HaArovp A. KEATS, 
Executive Director. 
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Tue RIVERSIDE CHURCH, 
New York, N. Y., February 20, 1957. 
Mr. MAURICE WARD, 
President, The Joint Handicapped Council, 
New York, N.Y. 

Dear Mr. Warp: I am glad that you brought bill H. R. 1154 (Keogh) to my 
notice. I have written as you suggested I should do to Congressmen Cooper, 
Mills, and Byrnes. As strongly as I know how to do so I have urged support 
of the bill. 

Yours faithfully, 
R. J. McCRACKEN. 


HILLSBOROUGH COUNTY SOCIETY FOR CRIPPLED CHILDREN 
Tampa, Fla., March 18, 1957. 
Mrs. YOLANDA MELNIKER, 
Tampa, Fla. 


Deak Mrs. MELNIKER: Referring to your letter of February 21 1957, wish to 
advise you that we have written Congressman Cooper, Mill, Byrnes and Senator 
Byrd endorsing the Keogh Bill. 

Very truly yours, 
JAMES F’. TayLor, Jr., President. 


NATIONAL INSTITUTE OF SocraL WELFARE, 
Los Angeles, Calif., October 28, 1957. 
Mr. Maurice Warp, 
President, The Joint Handicapped Council, 
New York, N. Y. 


DEAR Mr. Warp: We shall be happy to either appear before the Ways and 
Means Committee or submit a statement re H. R. 1154, when hearings are held 
early next year. Which it will be depends on the time element. 

In the meantime, I would appreciate receiving additional statistics, ete., on 
the subject to aid in preparing the presentation and educating myself on the 
facts involved. You sent a copy of Congressman Keogh’s statement of March 
6, 1957, which will be most helpful. 

Needless to say, we’re happy to help the handicapped in any way possible. 

With best wishes, I remain, 

Sincerely yours, 
FRANKIE CHILDERS, 
Washington Representative. 


First METHODIST CHURCH, 
Bridgeport, Conn., June 20, 1956. 
Mr. MAURICE WARD, 
New York, N. Y. 


My Dear Mr. Warp: Your recent letter addressed to me at our jurisdictional 
conference in Ocean City came toward the end of the conference. I am in- 
structed to write you that while we are in complete sympathy with the idea 
behind the bill you mentioned, nevertheless the sort of conference we were 
holding was not designed to pass on national legislation. For that reason it 
was impossible to bring the bill officially before our conference. 

I am sure that many of the individuals, both ministers and laymen, who were 
in attendance would be in sympathy personally with the objectives this bill 
seeks, but there was no way by which we could take official action on the matter. 

I think you are doing a splendid work in your volunteer capacity as a member 
of the legislative committee, and I hope that Congress may give favorable con- 
sideration to this much-needed relief for those who have been handicapped either 
in the war or in some other way. 

With every good wish to you for the finest of success in this work, I am, 

Sincerely yours, 


W. H. ALpERSON. 
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NATIONAL MULTIPLE ScLeRosIs SocrIety, 
New York, N. Y., June 19, 1956. 
Mr. MAURICE WARD, 
New York, N. Y. 


Deak Mr. Warp: Thank you for your letter of June 9, 1956, regarding the bill 
(H. R. 1154) introduced by Congressman Keogh. I am forwarding a copy of 
your letter to Colonel Quinn and I am certain it will have his attention. 

We, of course, are heartily in favor of this legislation and hope it will become 
the law of the land. 

Sincerely yours, 
Sytv1a Lawey, 
Eevecutive Director. 


INTERNATIONAL BROTHERHOOD OF HLECTRICAL WORKERS, 
Washington, D. C., October 11, 1956. 
Mr. MAURICE WARD, 
Aung Chairman, Joint Handicapped Council for H. R. 1154, New York, 


Dear Mr. Warp: This will acknowledge yours of October 9, 1956, relative to 
legislation for handicapped taxpayers (H. R. 1154). 
We will use our best efforts to support the passage of this bill. 
Best wishes. 
Sincerely yours, 
Gorpon M. FREEMAN, 
International President. 


THE MILITARY ORDER OF THE PURPLE HEAnrt, INC., 
Washington, D. C., February 21, 1957. 
Mr. G. FRANK CURRAN, 
Counselor at Law, New York, N.Y. 


Dear Mr. Curran: For your information please be advised that Mr. Ted Healy 
is no longer the legislative chairman for the Military Order of the Purple Heart, 
Ine. The duties of this office have been taken over by the writer and I wish 
to assure you that I shall do everything possible to endorse H. R. 1154. I am in 
receipt of a communication from Congressman Keogh of the 85th Congress in 
relation to the above and will contact him personally on my next visit to the Hill. 
We have several legislative matters in the hopper and we feel that your petition 
and some of ours can be taken care of practically at the same time. Please rest 
assured that we shall help all we can in this respect. 

Very truly yours, 
Victor F. Kusry, PNG, 
National Adjutant and Legislative Director. 


AMERICAN Wak Daps, INc., 
Kansas City, Mo., April 11, 1957. 
Hon. Frank M. Karsten, 
Washington, D.C. 


Dear Frank: We have been requested by the Joint Handicapped Council, 720 
West 18list Street, New York City, N. Y., to support the Keogh bill, H. R. 1154, 
after recommending this to the National Council of American War Dads who 
approved action on this bill as there are many veterans that are handicapped, 
so we would like you to talk to Congressman Wilbur D. Mills and Congressman 
Daniel Reed, to see if this bill could be reported out of committee favorably and 
on to the floor. 

Thanking you and hoping to hear a favorable report on this bill. 

Sincerely yours, 
A. McCLuskKEY, Chairman Legislative. 
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JULY 10, 1957. 
Hon. Wizzsvur D. MILts, 


House Office Building, Washington, D. C. 
Dear Mr. Mrrts: I understand a bill, H. R. 1154, has been introduced to give 
some tax relief to the orthopedically handicapped. 
It seems to me that the purpose of this bill is a good one, and I hope Congress 
will see fit to pass it. 
Sincerely yours, 
EvuGene Butter, President and Editor. 


[Written on stationery of United Lutheran Synod of New York and New England] 


JUNE 6, 1957. 
Hon. JERE Cooper, 


House Office Building, Washington, D. C. 


Dear REPRESENTATIVE COOPER: It is a matter of real concern to me personally 
and to the organization that I represent that everything possible should be done 
to help the severely handicapped, and I therefore urge upon you the favorable 
consideration of the Keogh tax relief bill H. R. 1154, which I understand is now in 
committee. 

Sincerely yours, 


ees cae . - 


FREDERICK R. KNUBEL. 





INTERNATIONAL CONVENTION OF DISCIPLES OF CHRIST, 
Indianapolis, Ind., June 28, 1956. 
Congressman SAM RAYBURN, . 
Speaker, House of Representatives, 
Washington, D.C. 

DEAR CONGRESSMAN RAYBURN: We have been advised that bill H. R. 1154 
(Keogh) has been introduced to compensate for the extra expenses encountered by 
the disabled in the pursuit of their substantial employment. We have read the 
text of this bill and we believe that its passage would be in line with our Ameri- 
can philosophy of recognizing the necessity for additional exemption for income- 
tax purposes for a taxpayer or spouse who is physically or mentally incapable of 
caring for himself. 

I am writing as the executive secretary of the International Convention of 
Disciples of Christ, a member agency of the National Council of Churches of 
Christ in the U. 8. A. to urge the passage of this bill. 

Very sincerely yours, 
G. M. Coox, 
Executive Secretary, International Convention of Disciples of Christ. 


NATIONAL WOMAN’S ParRTy, 
New YorK City COMMITTEE, 
New York, N. Y., February 21, 1957. 
Mr. MAURICE WARD, 
President, The Joint Handicapped Council, 
New York, N. ¥Y. 


Dear Mr. Warp: In response to your request I have written to Representatives 
Cooper, Mills, and Byrnes of the Ways and Means Committee urging their 
earnest consideration and support for Mr. Keogh’s bill H. R. 1154 as well as 
the Honorable Ludwig Teller, the Congressman from my district. 

These letters have gone on my personal stationery since this organization does 
not take a stand on any matter other than the equal rights amendment. 

Here’s hoping for a speedy and successful hearing for the bill. 

Sincerely, 
(Mrs.) Nrva BropericK PRICE, 
Chairman, New York City Committee. 
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NATIONAL CoUNCIL OF THE CHURCHES OF CHRIST 
IN THE UNITED STATES OF AMERICA, 
GENERAL DEPARTMENT OF UNITED CHURCH WOMEN, 

New York, N. Y., February 15, 1957. 

Re H. R. No. 1154 (Keogh) 

Mr. MAvricE Warp, 

President, The Joint Handicapped Council, 
New York, N. Y. 


Dear Mr. Warp: Thank you for your letter of January 23 in relation to the 
bill H. R. No. 1154. 

I shall be most happy to bring it to the attention of our State chairmen who 
will write to their legislatures and chairmen of the Ways and Means Committee. 

I agree with you that it is a wise and humane bill. 

Sincerely yours, 
EstHer C. STAMATS, 
Director, Christian Social Relations. 


South Daxkora, 
EXECUTIVE DEPARTMENT, 
Pierre, October 21, 1957. 
MAURICE WARD, 
President, The Joint Handicapped Council, New York, N. Y. 


Dear Mr. Warp: I certainly appreciated your explanation of the strategy 
involved in support of H. R. 1154, the Keogh bill. I will have a written state- 
ment in support of this bill prepared for submission to the clerk of the Ways 
and Means Committee not later than December 2, 1957. 

Thanks again for keeping me posted, and best regards. 

Sincerely, 
JoE Foss, Governor. 


NATIONAL GRANGE, 
Washington, D. C., October 8, 1957. 
Mr. Mopire THURMOND, 
Cuba, Mo. 

Deak Mr. THuRMOND: Thank you very much for your October 3 letter con- 
cerning H. R. 1154. The National Grange plans to testify before the Jere 
aie Committee sometime during the 30-day period, beginning January 7, 
1958. 

The committee has not assigned our position as yet for this testimony, nor 
have we decided who will present this organization’s testimony. Both of these 
questions will be settled, however, in the near future. 

As I told you before, H. R. 1154 is “in principle” in line with current Grange 
policies. Therefore, unless our policies are changed at our 91st annual con- 
vention at Colorado Springs in November, you will find the National Grange in 
favor “in principle” with your cause. 

Best wishes. 

Very truly yours, 
Roy BATTLEs, 
Assistant to the Master. 


Aprit 3, 1956. 
Hon. Sam Raysurn, 
Speaker, House of Representatives, 
Washington, D. C. 

Dear SPEAKER RaysurnN: The General Federation of Women’s Clubs supports 
the principle of increased tax exemption for the expense of medical care in the 
low and medium income brackets. We would thus encourage our citizevry to 
strive for the good health that will permit them to be self-sufficient for as any 
years as possible. The general federation also advocates a program of economy 
in government. 

The two bills, H. R. 3874 and H. R. 699, which would provide additional tax 
exemptions for a taxpayer who is permanently physically handicapped, would 
fulfill both of these general federation policies. The average disabled worker 
probably has ne more medical or dental deductions than the normal worker, 
so that he does not specifically benefit from those deductions already provided 
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by law. He does, however, often have many other expenditures, such as wheel 
chairs, braces, artificial limbs, which are essential to earning a living—he may 
need special forms of transportation in order to go to work. Under present 
conditions, the provision of such costly requisites to employment may make 
earning a living “too expensive.” 

We are convinced that a reasonable tax deduction would encourage some to 
go to work who are now being publicly supported, thereby not only saving public 
funds, but restoring self-respect in many instances. We further believe that 
comparable tax deductions should be given disabled people as are now allowed 
for the blind. The general federation urges that you report H. R. 3874 and 
H. R. 699, as reintroduced with amendments by the Honorable Eugene J. Keogh, 
favorably. 

Sincerely, 
Mrs. Turopore 8. CHAPMAN, President. 


WASHINGTON HEIGHTS FEDERAL SAVINGS & LOAN ASSOCIATION, 
New York, N. Y., December 2, 1957. 
Mr. MAURICE WARD, 
President, the Joint Handicapped Council, 
New York, N. Y. 


Dear Mr. Warp: I am very glad to again express myself as being in favor of 
the passage of the Keogh bill which I assume will be up in Congress again during 
the coming year. 

This is the bill which has to do with the treatment of the physically handi- 
capped. I very much hope for passage of the bill and will do all I can to help 
bring this about. 

Sincerely, 
FLoyp CraMER, President. 


Lasor’s NON-PARTISAN LEAGUE, 
Washington, D. C., November 27, 1957. 
Mr. MAURICE WARD, 
President, The Joint Handicapped Council, New York, N.Y. 


Dear Mr. Warp: Your letter of November 19 addressed to Editor McCarthy, 
United Mine Workers Journal, has been referred to this department for 
acknowledgement. 

The United Mine Workers of America is on record as supporting all legislation 
beneficial to the physically handicapped and is a member of the American Federa- 
tion of Physically Handicapped. We have been helpful in the passage of all 
such legislation and you may rest assured that we will do everything we can to 
further the passage of H. R. 1154, known as the Keogh bill. 

Very truly yours, 
Rosert EB. Howe, Director. 


RESOLUTION Fvorine H. R. 1154 (Kroor) 


Whereas the orthopedically handicapped, in order to gain a livelihood, en- 
counters extra expenses in the pursuit of substantial employment which are not 
encountered by the nondisabled, such as necessary prosthetic and orthopedic ap- 
pliances, and their repair; wear and tear on clothing due to friction of braces 
and appliances; extraordinary transportation expenses to and from work (many 
must use taxicabs, or privately owned automobiles with expensive operating ap- 
pliances) amounting to as much as $15 per week, nationally ; and 

Whereas the passage of legislation similar to H. R. 1154 (Keogh), which pro- 
vides for an additional tax exemption to a handicapped taxpayer; and provides 
also for deductions for expenses to and from work for these so disabled as to 
render useless to them the ordinary means of public transportation, thereby en- 
couraging presently employed handicapped persons to continue in such employ- 
ment; and supplying also a needed stimulant to the homebound and institution- 
bound handicapped to seek employment to become useful, taxpaying members 
of society ; Now, therefore, be it 

Resolwed, That the Rocky Mountain Institute of Social Welfare favors the 
intentions and purposes of H. R. 1154 (Keogh), and hereby petitions the Con- 
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gress of these United States of America to pass into law this bill, or legislation 
similar to it in all respects. 

Passed by a unanimous vote of the board of directors of the Rocky Mountain 
Institute of Social Welfare at their fourth quarterly meeting held in Denver, 
Colo., October 26, 1957. 

Evia PHares, Secretary. 


DISABLED OFFICERS ASSOCIATION, 
New York, N. Y., October 23, 1956. 
Re H. R. 11546. 
Mr. Maurice Warp, 
Care of the Lamplighters, New York, N. Y. 

Deak Mr. Warp: I transmitted yours of October 17 to our national adjutant, 
whose reply reads: 

“T ean think of no reason why legislation along the lines of H. R. 1154 should 
not be supported by the DOA—some of our members would qualify for the 
proposed transportation expense. deduction. 

“Should national or chapters take an action by way of resolutions, etc.? It 
is my belief that national could properly support any measure seeking to promote 
the permanent general welfare of veterans and their dependents regardless of 
whether specifically directed by formal resolution (art. II of the constitution). 

“Disabled individual defined,” as used in sections 1 and 2 of the bill, do not 
have the same meaning. It would appear that a person who has lost one arm 
could not qualify under section 1 while he could meet the requirements of section 
2? 

I, therefore, suggest that you communicate directly with the national adju- 
tant, Lt. George D. Tilghman, 1604 K Street NW., Washington, D. C. 

Sincerely yours, 
D. GrorcE Paston. 


LiTTLe Rock, ArK., October 26, 1957. 
Mr. Maurice WARD, 
President, the Joint Handicapped Council, New York, N. Y. 

Dear Mr. Warp: Congressman Hays asked that I write to tell you that due to 
an extremely heavy schedule during the first of next year he will not be able to 
make a personal appearance, but will be glad to submit a statement to the 
committee in support of H. R. 1154, which provides for tax relief for the 
orthopedically handicapped. 

Please be assured that this matter will continue to receive Mr. Hays’ personal 
attention. 

With best wishes, I am 

Sincerely yours, 
JoHN S. McLeEs. 





AMERICAN FEDERATION OF LABOR AND 
CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington, D. C., September 19, 1956. 
Mr. MAURICE WARD, 
Federation of the Handicapped, Inc., 
New York, N. Y. 

Dear Mr. Warp: Your letter of September 3 in regard to a proposal to provide 
additional income-tax exemptions and reductions to taxpayers who are perma- 
nently disabled was referred to me during the absence of Secretary-Treasurer 
William F. Schnitzler. Mr. Schnitzler is attending the ICFTU conference in 
Europe and will not return until some time in October. 

As stated in Mr. Schnitzler’s previous letter, the proposal you refer to has 
merit and I can assure you that appropriate action will be taken on this subject 
by our legislative department in the next session of Congress. 

Sincerely yours, 
W. C. HusHrne, 
Cochairman, Legislative Department, AFL-CIO. 
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AMERICAN FEDERATION OF LABOR AND 
CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington, D. 0., February 8, 1957. 
Mr. MAURICE WARD, 
President, Joint Handicapped Council, 
New York, N. Y. 


Dear Mr. Warp: This will acknowledge your letter of February 6 in regard to 
H. R. 1154 introduced by Representative Keogh, of New York, a bill to provide 
additional income-tax exemptions and deductions to taxpayers who are perma- 
nently physically handicapped. 

While we have not taken any specific convention action dealing with this 
subject, I share the views already expressed by the federation in previous letters 
to you that the proposal you refer to certainly has merit and deserves consid- 
eration by Congress. 

As you know, the trade-union movement has for many years played an active 
role in this field. You can be assured that any appropriate legislation which 
would give added assistance to the physically handicapped will have our con- 
tinued support. 

Sincerely yours, 
ANDREW J. BIEMILLER, 
Director, Department of Legislation. 


AMERICAN FEDERATION OF LABOR AND 
CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington, D. C., October 1, 1957. 
Mr. MAURICE WARD, 
President, The Joint Handicapped Council, 
New York, N. Y. 


Dear Mr. Warp: Thanks for your letter of September 28 regarding H. R. 1154. 

Several weeks ago we made plans for a long statement by the AFL-CIO 
on tax revisions, which will be presented sometime during January to the House 
Ways and Means Committee. In that statement we will be going into a dis- 
cussion not only of the Keogh bill, but of many other tax revision measures 
now pending before the Congress. 

Fraternally yours, 
ANDREW J. BIEMILLER, 
Director, Department of Legislation. 


THE PROGRESSIVE F'ARMER, 
Dallas, Tezx., July 11, 1957. 
Mr. MAvuRICE WARD, 
The Joint Handicapped Council, 
New York, N. Y. 


Dear Mr. Wanp: Thank you for your letter of June 19. 
I have written Congressmen Jere Cooper, Burr P. Harrison, Hale Boggs, and 
Wilbur D. Mills, as per the attached. 
Sincerely yours, 
EUGENE BUTLER, 
President and Editor. 


Unrrep STAtTEs SENATE, 
May 31, 1957. 
Mr. HARotp F.. NELSon, 
Nelson & Stienstra, 
Siouw City, Iowa. 


DearR Lum: I have your letter of May 24 and thank you for apprising me 
of your views on H. R. 1154, a bill to provide a deduction for income tax pur- 
poses, in the case of a disabled individual, for expenses for transportation to and 
from work and to provide an additional exemption for a taxpayer or spouse 
who is incapable of caring for himself. 

You are correct in your understanding that this bill is still pending in 
the House Ways and Means Committee. I have been in touch with that com- 
mittee today and am advised that up to this time no action is scheduled. As 
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you know, the bill being a tax bill, it must originate in the House of Repre- 
sentatives. 

I feel that this legislation has great merit. I favor its principle and I hope 
that action on it can be completed in the present session. 
Yours sincerely, 
| 







B. B. HICKENLOOPER. 











Untrep States SENATE, 
Washington, D. C., October 30, 1957. 





Mr. Maurice WARD, 
President, The Joint Handicapped Council, 
New York, N. Y. 


DEAR Mr. Warp: Thank you so much for your letters with enclosures ex- 
pressing interest in H. R. 1154, designed to grant a measure of tax relief to the 
orthopedically handicapped. 

Please be assured of my support for this meritorious legislation and that I 
shall submit a statement to the House Committee on Ways and Means urging 
favorable action thereon. 








) Your directing my attention to this matter of mutual interest is sincerely 
| appreciated. 
Sincerely yours, 

CHARLES BE. Porter. 


CATHOLIC WAR VETERANS, 
UNITED STATES OF AMERICA, 
Washington, D. C., January 25, 1957. 
Mr. G. FRANK CURRAN, 
New York, N. Y. 
Dear Mr. Curran: This will acknowledge receipt of your note of January 22 
with inclosure of H. R. 1154, introduced by Congressman Keogh. 
We are forwarding your note and bill on to our legislative committee for appro- 
priate action. Many thanks for your interest in this matter. 
With best wishes, we remain, 
Yours in Catholic comradeship, 
Rosario Scrsivra, Hxecutive Director. 





HARVARD DIVINITY SCHOOL, 
Cambridge, Mass., July 25, 1957. 
Hon. Jere Cooper, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Sir: The bill H. R. 1154 (Keogh) has much concerned me for sometime. 
I do not know at this writing what the present status of the bill is, but I write 
to urge upon you its favorable consideration. 
| It seems to me that the purpose of the bill, to allow tax deductions for the 
orthopedically disabled, is entirely consonant with the kind of responsibility 
which our society ought to assume for those of its citizens who are handicapped 
in this way. In addition to the very real medical assistance which such a bill 
would provide and which is, as we all know, very costly indeed, it seems to me 
also likely that the assistance envisaged by the bill would be a stimulus to the 
orthopedically disabled to seek and maintain employment in order to take as full 
a share as possible in the life of our society. 

Yours sincerely, 


PAUL L, LEHMANN, 
Florence Corliss Lamont Professor of Divinity. 
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CATHOLIC WAR VETERANS, 
UNITED STATES OF AMERICA, 
Washington, D. C., November 9, 1956. 
G. FRANK CURRAN, 
New York, N. Y. 


Dear Mr. Curran: The following is in reply to yours of November 7. 

We certainly would be in favor of supporting and endorsing a similar bill 
to H. R. 1154 in the next Congress and can through our news letter on legisla- 
tion, ask our membership and local units to follow through for the passage of 
this legislation. Part of our job as a veterans’ organization is to foster ap- 
propriate legislation which would bring relief to our fellow veterans, especially 
those disabled in the service of their country. 

We have checked our correspondence and find no record of additional com- 
munications from your office since the response of June 14. Admittedly, work- 
iig during the months immediately prior to the close of a congressional session 
is most difficult. May we pledge to you our earnest efforts on behalf of this 
legislation as soon as the 85th Congress convenes. 

With thanks for your interest, we remain 

Yours in veterans’ service, 
Rosario Scrsiwvis, Executive Director. 





GRAND LODGE, 
INDEPENDENT ORDER OF OpD FELLOWS OF THE STATE OF NEW YorRK, 
Buffalo, N. Y., June 27, 1956. 
Mr. MAURICE WARD, 
New York, N. Y. 

DeaR Mr. Warp: As requested in your letter of June 9, I have written to 
Congressman Jere Cooper, copy to Sam Rayburn, requesting passage of bill 
H. R. 1154. 

Very truly yours, 
CLARENCE J. MUNTER, Grand Master. 





JEWISH WAR VETERANS OF THE UNITED STATES OF AMERICA, 
Washington, D. C., May 2, 1957. 
Hon, EvGENE J. Kroon, 
House Office Building, 
Washington, D. 0. 


Dear Mr. Keoau: Please accept my congratulations for introducing the bill, 
H. R. 1154. No doubt you know that this bill effects veterans with non-service- 
connected disabilities and the thousands of others who find it very difficult to 
make ends meet because the expenses as a result of their disabilities are so high 
and the transportation costs to and from work so costly, that by the time they get 
their paychecks with the withholding tax deducted, they have scarcely enough 
to meet the bare necessities of life. I know at least 25 people who are disabled 
and who have made useful citizens of themselves by accepting supposed to be 
gainful employment. Their financial problems, however, are so weighing them 
down that they cannot perform their services as well as they should. 

In my own city of Trenton, N. J., I know three people who are employed by 
the New Jersey State Employment Service who are forced to ride in taxicabs 
to and from work. The cost of these rides ranges from 50 cents to $1 for each 
trip. With an average of 75 cents for each ride, their weekly expense is $7.50 
for transportation alone. One of these three uses heavy braces on her legs, 
and the cost of these braces and frequent repairs runs into an average cost of 
$100 a year. These people earn between $2,500 and $3,200 a year. You can 
well understand that with the deduction of income tax and these added expenses, 
it creates a serious financial problem to every one of them. 

I believe that in all justice the House Ways and Means Committee should report 
this bill out immediately and that there are a sufficient number of aroused Con- 
gressmen who would be happy to pass such a measure. 

I do appreciate your thoughtfulness in introducing this bill, and I hope you 
will press for a favorable report from the committee. 

Respectfully yours, 


Ben KAvuFMAN, 
National Executive Director. 
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STATE oF New York, 
EXECUTIVE CHAMBER, 
Albany, December 16, 1957. 
Mr. MAuRIceE WARD, 
President, the Joint Handicapped Council, 
New York, N.Y. 


Dear Mr. WArD: Thank you for your letter of November 26 and for calling my 
attention to the Keogh bill to grant tax relief for the special-transportation 
expenses of physically handicapped taxpayers. 

As you know, we are working very hard in this State, through the Committee 
To Employ the Physically Handicapped and the department of labor, to encourage 
the employment of handicapped workers. I recognize that one of the great diffi- 
culties in the way of such employment is the fact that some handicapped persons 
have to incur especially high transportation expenses getting to and from work. 

It seems to me entirely appropriate that this situation should be made an excep- 
tion to the ordinary rule that transportation expenses to and from work are not 
deductible as business expenses, and accordingly I am glad to endorse the prin- 
ciple of the Keogh bill which you are pressing for. 

Sincerely, 





AVERELL HARRIMAN, Governor. 


New York, December 17, 1957. 
Hon. JERE Cooper, 
Chairman, House Ways and Means Committee, 
Washington, D. C. 


My Dear Mr. CHAIRMAN: I urge and endorse the passage of H. R. 1154, intro- 
duced by Representative Eugene J. Keogh, of New York. 

I think this bill is wholly desirable, not only from a humanitarian point of 
view, but also from the point of view of simple justice. 

For many years, an effort has been underway to bring more and more physically 
handicapped persons into the productive life of the Nation through the process of 
rehabilitation. Considerable—but not sufficient—sums of Government money 
have been spent, and are being spent, annually to accomplish this purpose. 
Great—but still insufficient—amounts of private money have been, and are being 

provided annually, through foundations, institutes, schools and hospitals, toward 

| the same goal. Physically handicapped persons who have not been rehabilitated 

| are frequently, if not generally, a charge upon our society. They are a costly 
burden. They do not add to the national product, but are a charge upon it. 
It is a well-known statistic, moreover, that the number of physically handicapped 
persons in our population is increasing year by year. 

The effort to provide facilities and incentive for rehabilitation is altogether 
socially and fiscally desirable. Nonproductive persons become productive. They 
cease to be a drain upon society and become, instead, part of the Nation’s most 
precious resources: productive manpower. 

Obviously, it has long been the policy of the United States Government to 
stimulate rehabilitation. But our tax laws have a contrary effect. Many dis- 
abled persons who have been rehabilitated, or who could be rehabilitated, hesi- 
tate to accept gainful employment, and even hesitate to become rehabilitated, 
because their net incomes would actually be less as a result of our tax laws, 
which fail to provide tax inducement, in the way of tax deductions, for disabled 
persons to become rehabilitated and to work after they are rehabilitated. 

These are the practical justifications for H. R. 1154. I do not believe that 
the passage of this bill would result in any loss of revenue to the Government, 
although I am obviously not in a position to predict. My guess would be that, 
in the long run, our tax revenues would be increased. 

Above all, this legislation is more than justified by its humanitarian aspects. 
Surely, the same measure of consideration should be extended to the orthopedi- 
eally disabled as is now extended to the blind. I think the Keogh bill is a very 
conservative measure of justice and humanitarianism. It could be even more 
generous without straining the fabric of reasonability. 

As one who has long worked for the cause of rehabilitation of the physically 
handicapped, both in Congress and out of it, I urge the committee to give prompt, 
early, and favorable consideration to the Keogh bill. Your consideration of my 
views on this matter is greatly appreciated. 

With kind regards. 

Your very sincerely, 
HERBERT H. LEHMAN. 
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New York, N. Y., October 10, 1957. 
Mr. MAURICE WARD, 
The Joint Handicapped Council, 
New York, N. Y. 


Dear Mr. Warp: Thank you for your letter. I fear I did not receive your 
previous communication, as I was abroad. 
Unfortunately, I cannot appear at the tax hearings, but you can say that I 
support the bill. 
Very sincerely yours, 
BLeEANOR ROOSEVELT. 


Cur0aco, Itu., November 7, 1957. 
Mr. MAvuRICE WARD, 
President, The Joint Handicapped Council, 
New York, N. Y. 


Dear Mr. Warp: I am grateful to you for writing to me about the Keogh bill, 
H. R. 1154, and I want you to know that, although I am not familiar with all of 
the details of the bill, I do believe that some income-tax relief should be given 
to the physically handicapped. I favor, particularly, your proposal for a deduc- 
tion for income-tax purposes in the case of a disabled individual for expenses for 
transportation to and from work not exceeding $600 per year. 

With every good wish, I am, 

Sincerely yours, 
Aptal E. STEVENSON. 


CoUNCIL ON CHRISTIAN SOCIAL PROGRESS, 
THE AMERICAN BAPTIST CONVENTION, 
New York, N. Y., January 7, 1958. 
Mr. MAURICE WARD, 
President, The Joint Handicapped Council, 
New York, N. Y. 

My Dear Mr. Warp: In regard to H. R. 1154, known as the Keogh bill. Our 
council at its meeting on Friday, January 3, gave consideration to the anticipated 
bill and to your letter. 

After thorough consideration it was voted by our council that we were in 
favor of the bill and wish to support it in every possible way. We feel that it 
is only fair and just that those who are handicapped should receive added con- 
sideration such as those as are suggested in H. R. 1154. 

Please feel free to call upon us if we can join with you in any further way to 
support this measure. 

Sincerely, 
JoHN W. THoMAS, Pvecutive Secretary. 


MepicaL Socorery or THE STATE or NEw YorRK, 
New York, N. Y., May 29, 1957. 
Hon. Wrgur D. M115, M. C., 
House of Representatives, Washington, D. C. 


Deak Sree: The council (executive body) of the Medical Society of the State 
of New York, has instructed me to notify you of our wholehearted support of 
H. R. 1154 (Mr. Keogh), and we respectfully bespeak your efforts in its support. 

It seems only justice to allow income tax deductions to handicapped individ- 
uals for expenses going to and from their work, and for other necessary expenses 
caused by their physical disability. 

In the name of the Medical Society of the State of New York, representing 
approximately 24,376 members, you are urged actively to work for this bill. 

Respectfully yours, 


W. P. ANDERTON, M. D., Secretary. 
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JANUARY 2, 1957. 
Hon. WIxzur D. M1118, 
House Office Building, Washington, D.C. 


DEAR CONGRESSMAN MiLts: The recent rulings by the Federal Tax Court and 
the Internal Revenue Service disallowing the deduction of expenses for travel 
to work by handicapped people have now clearly pointed out the need for Con- 
gress to write into the law a more equitable provision. 

To accomplish this I urge you to support H. R. 1154. It seems to us this bill of- 
fers the very minimum that the Federal Government should do to bring about a 
consistent practice in the allowance of tax deductions. This deduction for the 
handicapped seems to us fully as justified as that of the salesman or business- 
man who deducts entertainment expenses. It is comparable to the physician 
who is allowed deductions on the cost of operating his car on professional calls. 

This method of helping the handicapped seems bound to encourage rehabili- 
tation and would thus in the long run be more economical and certainly more 
socially and psychologically desirable than direct relief. 

We hope this measure will receive early approval by your committee which 
starts hearings in January. 





Sincerely, 
JAMES G. PATTON, 
President, National Farmers Union. 
AMERICAN ACADEMY OF COMPENSATION MEDICINE, INC., 
New York, N. Y., December 12, 1957. 
Re H. R. 1154 
Hon. Evcene J. Keocu, 
New York, N. Y. 


DeAR CONGRESSMAN KeocH: The officers and board of governors of the Ameri- 
ean Academy of Compensation Medicine at its meeting of November 20, 1957, 
unanimously endorsed the above captioned bill bearing your name. 

Your sponsorship of this humanitarian measure gives meaning to rehabili- 
tation of the handicapped and we urge its passgae. 

Very truly yours, 
SAMUEL M. Peck, M. D., President. 





Tue AMERICAN LEGION, DEPARTMENT OF MISSOURI, INC., 
Jefferson City, March 27, 1957. 
Mr. Mopre H. THURMOND, 
Cuba, Mo. 

Dear Mr. THuURMOND: Enclosed herewith is a copy of a resolution adopted by 
the executive committee of the American Legion, Department of Missouri, at 
the meeting here on March 24. I prepared the resolution, explained the provi- 
sions of H. R. 1154, and adoption was unanimous. 

You are at liberty to use the actions of the committee in support of the pro- 
posed legislation. 

Sincerely yours, 
P. E. WAITE, 
Chairman, Legislation Commission. 


RESOLUTION OF ENDORSEMENT 


Whereas there is now pending in the Ways and Means Committee of the Na- 
tional Congress H. R. 1154; and 

Whereas said bill proposes a reduction for income-tax purposes for disabled 
persons ; and 

Whereas this proposed legislation will benefit many of our disabled comrades; 
therefore be it 

Resolved by the executive committee of the American Legion, Department of 
Missouri, meeting in Jefferson City this 24th day of March 1957, That we urge 
our representatives in Congress to support this bill and to use their influence to 
have it enacted into law. 


i 
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GRAND LopGE, FREE AND ACCEPTED MASONS, 
OF THE STATE OF NEW YORK, 
New York, N. Y., January 29, 1957. 
G. FRANK CURRAN, 
New York, N.Y. 
My Dear Mr. Curran: We have taken care of endorsing the Keogh bill 1154. 
You can count on our cooperation at all times, 
Sincerely yours, 
M. M, WITHERSPOON, Director. 


[The Indoor Sports’ National Hookup, Santa Monica, Calif., December 1957] 
New ENGLAND District Supports KEoGH BILL 
NEW ENGLAND DISTRICT 1 


By Robert Garrity 


Recently, at the home of Suffolk County President Edward Stone, New England 
District No. 3 held a board meeting. Esther H. Blanchette presided. Keene, 
N. H., and Newton-Wellesley chapters were not present at this meeting. 

The district has planned to have their convention in June of 1958 in compli- 
ance with the request from national. It will be held in the Hotel Hawthorne 
in Salem, Mass., on June 1. The convention will be followed by a turkey dinner 
and entertainment. 

It is planned to have the district sell Christmas seals which have been made 
up by national. A banquet is planned for the spring, at a Boston night club. 

It was decided that letters be sent to the various Senators and Congressmen 
urging them to do all they possibly can to pass the Keogh bill, H. R. 1154. Many 
letters such as these were sent at the beginning of this year, but we feel that 
we should send them out again, in order to keep this bill ever present in their 
minds. 

Eddie Stone is really working these days to obtain new members. He has 
appeared on radio and is still plugging for publicity. 

A social was held recently in Chelsea at the Winnisimet Veterans’ Hall under 
the direction of our very capable president, Esther H. Blanchette. This social 
was arranged in order to try and replace some of the money in the treasury, 
which was spent to send two delegates to the national convention this year. It 
was a successful affair, and enjoyed by all who attended. 

We were saddened to hear of the passing of Harry Cooley, president of the 
Lynn chapter. He will be missed by all who knew him. He was a loyal and 
ardent worker for the Lynn chapter. 

On the other hand, we wish the best of luck to his successor, Arlene Turgeon, 
whom we are sure will do a very good job. 

As I think this will be my last report before the end of the year, may I extend 
my best wishes for a merry Christmas and a very happy new year to everyone. 


Mr. Woop. Mr. Keogh, do you have that list of organizations and 
persons? If not, I have a list here which I was going to ask to submit. 

Mr. Krocu. May we include the list of those organizations ? 

The CHarrMan. Without objection, the list may be included in the 
record. 

(The material referred to is as follows :) 


PARTIAL LIST OF INDIVIDUALS AND ORGANIZATIONS ENDORSING Kroeu Br1, 
H. R. 1154 
Adlai Stevenson 
Gov. Averell Harriman 
Hon. Herbert H. Lehman 
Mrs. Eleanor Roosevelt 
Governor Foss of South Dakota 
Governor Meyner of New Jersey 
American Federation of Labor—Congress of Industrial Organizations 
International Brotherhood of Electrical Workers, AFL-CIO 
Transport Workers Union of America, AFL—CIO 
International Association of Machinists, AFL-CIO 
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United Automobile Workers of America, AFL-CIO 


Labors Non-Partisan League 

Catholic War Veterans of U.S. A. 

Jewish War Veterans of U.S. A. 

American War Dads 

American Legion, New York and Missouri Departments 

Veterans of Foreign Wars (Brooklyn Council) 

Disabled American Veterans, Nos. 87 and 45 

Army & Navy Union, U. 8. A., New York County Council 

Masonic War Veterans, State of New York 

American Council of Christian Churches 

International Convention Disciples of Christ 

United Church Women 

United Lutheran Synod of New York and New England 

Riverside Church, New York City 

Whitemire Methodist Church, Whitemore, 8. C. 

Grand Lodge, Independent Order of Odd Fellows, New York State 

Grand Lodge, Free and Accepted Masons, New York State 

General Federation of Women’s Clubs 

Rocky Mountain Institute of Social Welfare 

National Association of Social Workers 

National Foundation for Infantile Paralysis 

National Institute for Social Welfare (Old Age and Pension) 

California Institute of Social Welfare 

Clinical Orthopedic Society, Memphis, Tenn. 

Dr. Henry Kessler, Kessler Institute of Rehabilitation 

New York State Medical Society 

Military Order of the Purple Heart 

Old Age and Public Assistance Union of Illinois 

National Grange 

The Progressive Farmer 

Christian Herald (400,000 circulation) 

Department of Conservation and Economic Development, Division of Veterans, 
State of New Jersey 

Floyd Cramer, president, Washington Heights Savings Bank 

National Amputation Foundation 

American Academy of Compensation Medicine 

Jewish Community Services of Long Island 


The Cuarrman. Mr. Curtis will inquire. 

Mr. Curtis. Mr. Chairman, I would like to ask some questions. 

You mentioned high cost for the repair and replacement of these 
various prosthetic and orthopedic appliances. What is the situation 
in the industry manufacturing those? Are there many companies 
in that business? Is it a competitive market, or do you have to go 
to 1 or 2 companies? 

Mr. Woop. The New York area is perhaps different, sir, from 
others, because we do have in the Veterans’ Administration strategic 
regional office in New York the only limb and brace shop in the 
country. 

Very frequently our braces for veterans disabled are manufactured 
right in that shop. We would, though, on request, use the facilities 
of manufacturers in the area, in the New York area, and do on 
occasion. 

Across the rest of the country all of these brace appliances—and I 
assume you refer to those—are contracted to industry. I do not know 
whether you are familiar with the way it works, but if a man should 
require an orthopedic brace he would be given a choice of perhaps 
4 or 5 limb shops in a wide area. If there are three of those limb 
shops in a large city, so much the better; he can visit them. 

Or he may also go to other neighboring cities and inspect those 
facilities and their products. That is very true of most of the 
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prosthetic and sensory-aid unit offices throughout the country ex- 
ae New York. 
oes that answer your question ? 

Mr. Curtis. Partly. I was trying to get the entire picture. There 
are quite a number of companies over the Nation who are in this 
business; isthat true? It is fairly competitive ? 

Mr. Woop. Yes, sir; it is. 

Mr. Curtis. I wanted to be sure of that and I thought I was right 
in making that statement. 

Mr. Woop. And these companies do submit close bids to the Supply 
Division of the Veterans’ Administration on their own. 

Mr. Curtis. Thank you. 

The Cuarrman. We thank you again, Mr. Wood, for a very fine 
statement. 

Mr. Woop. Thank you. 

Mr. Stmpson. I ask unanimous consent that our onetime colleague 
in the 85th Congress and in many other Congresses, the Honorable 
Samuel K. McConnell, be heard now, out of order, on behalf of the 
most worthwhile occupation he now is engaged in. 

The CHarrman. Let the Chair state that the clerk of the committee 
advises me that Mr. McConnell will have to leave the city by 12 o’clock 
and that he will not be able to testify later this afternoon when his 
name would be reached on the calendar. 

Is there objection to the request of Mr. Simpson ? 

The Chair hears none. Mr. McConnell, although we have known 
you for many years very favorably, for the purpose of the record will 
you please give your name, address, and the capacity in which you 
appear for the benefit of the record. 


STATEMENT OF SAMUEL K. McCONNELL, EXECUTIVE DIRECTOR 
OF THE UNITED CEREBRAL PALSY ASSOCIATIONS, NEW YORK 
CITY 


Mr. McConnewui. Mr. Chairman and members of the committee, 
my name is Samuel K. McConnell, Jr., and this is my first appear- 
ance before any committee of the House of Representatives since I 
resigned last year to assume the post of executive director of United 
Cerebral Palsy Associations, Inc. 

Gentlemen, I am truly grateful to you for the opportunity of 
presenting this testimony on behalf of the hundreds of thousands 
of parents of handicapped children and adults and also on behalf of 
severely handicapped persons. 

United Cerebral Palsy Associations is a nonprofit membership 
corporation, organized in 1948, the only nation-wide organization 
devoted exclusively to a united attack on cerebral palsy, a general 
term for a group of disorders caused by injury to the motor centers 
of the brain which result in the loss or impairment of voluntary 
muscle control. Our humanitarian work is supported by voluntary 
public contributions. 

Your committee now has before it H. R. 5017, introduced by Mr. 
Herlong, and H. R. 7036, by Mr. Machrowicz, both of which bills 
are designed to amend the Internal Revenue Code of 1954, to pro- 
vide an additional exemption for a taxpayer or spouse who is per- 
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manently disabled, and an additional exemption for a taxpayer sup- 
porting a dependent who is permanently disabled. 

My attention has been called to the fact that members of the House 
of Representatives have, for many years, introduced bills to grant 
additional income-tax exemptions and deductions to taxpayers who 
are permanently disabled and to allow additional income tax exemp- 
tions to taxpayers supporting dependents who are permanently dis- 
abled. However, the definition of a permanently disabled person 
contained in those bills varied greatly. In March 1955, at the request 
of United Cerebral Palsy, the National Health Council, composed 
of about 50 outstanding national health organizations, held a meeting 
for the purpose of devising an acceptable definition of a physically 
handicapped person for legislative purposes. Nothing much was 
accomplished but it was generally agreed that there was an urgent 
need for an additional tax exemption for a handicapped person or a 
person supporting one. 

The skies cleared and the obstacles appeared to be removed from 
our path when the late revered Jere Cooper introduced H. R. 7225, 
which became Public Law 880, cited as the Social Security Amend- 
ment of 1956. Public Law 880, defined the term “disability” as mean- 
ing inability to engage in any substantial, gainful activity by reason 
of any medically determinable physical or mental impairment which 
can be expected to result in death or to be of long-continued and 
indefinite duration. This specific amendment of the Social Security 
Act is for the benefit of disabled children of deceased or retired in- 
sured workers if the child is permanently and totally disabled, even 
though the child may be over the age of 18. 

The bills introduced by Congressman Herlong and Congressman 
Machrowicz in 1957 for an additional tax exemption contain the same 
definition of disability as is contained in Public Law 880. 

On March 20, 1957, the chairman of your committee received from 
the Treasury Department its views on H. R. 7036, the bill introduced 
by Mr. Machrowicz, and I quote from that paragraph of the letter 
which, I believe, summarizes the reason why the Treasury Depart- 
ment recommended against the enactment of H. R. 7036: 

A widespread grant of additional exemptions for disabled taxpayers and 
disabled dependents would involve a considerable loss of revenue and would not 
necessarily provide relief where it is most needed. An additional exemption 
would be a comparatively crude method of providing relief since much of the 
additional relief might be received by taxpayers who are not unusually hard 
pressed, while those with little or no income would be unable to take advantage 
of the special treatment. Generally, the provision of relief through tax con- 
cessions is necessarily less efficient than assistance granted directly independent 
of the tax system. 


The letter further stated: 


While the Treasury is sympathetic with the objective of providing assistance 
to the disabled, it does not believe that a tax concession is the proper method 
of attaining this objective. 

It is my humble belief that the suggestion in the report by the 
Treasury Department that relief can be obtained through social secu- 
rity is somewhat farfetched. What these bills ask for is an additional 
tax exemption for a severely handicapped person, or for a parent who 
supports one. 
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At the present time the blind are given an additional tax exemption, 
and surely the Treasury Department would not permit the deduction 
unless there were attached to the return a certificate stating that the 

erson is blind. This is by regulation of the Treasury Department. 

he same can be true in the case of the severely handicapped person 
who is able to earn little or nothing, or who is so handicapped that 
his parents must spend hundreds of dollars more each year than if 
he were a normal person. 

We cannot tie together this request for an additional tax exemption 
with vocational rehabilitation, although you may take my word for 
it that the various vocational rehabilitation facilities throughout the 
country, both public and private, are doing everything within their 
power to help these people, and that the people themselves are begging 
for some help to enable them to make just a few dollars, and thereby 
become respectable citizens. 

It is my further opinion, therefore, that the production of the cer- 
tificate of 1 or 2 doctors, as the case may be, would be dependable. 
The penalty for fraud is severe, and it can be applied in the case of 
the handicapped, although, I believe, that no two doctors are going 
to place their professional standing in jeopardy so that a severely 
handicapped person may receive $600 more exemption per year or so 
his parents may obtain such a benefit. There may be fraud—there 
always is—but the possibilities are negligible. 

I do not think it is necessary for me to tell you what it costs to 

maintain a severely handicapped child. Most of the expenses are not 
deductible as medical expenses and there is no provision in the regula- 
tions of the Internal Revenue Service that gives any relief to these 
parents. 
I respectfully submit that something should be done for these handi- 
capped and their parents and it is our earnest hope that the one 
obstacle that appeared to be in the way of good legislation on this 
subject has been removed by the definition of a severely handicapped 
person, set forth in Public Law 880. 

Gentlemen, this concludes my formal presentation. 

The Cuatrman. Are there questions ? 

Mr. Krocu. I have no question, Mr. Chairman, but I am informed 
that witnesses listed as Nos. 11 and 12 will address themselves to this 
same general subject. I think that for the convenience of the interested 
public the testimony of those witnesses should follow Mr. McConnell’s, 
whether at this point or as coming later. 

The Cuarrman. As far as the record is concerned the gentleman 
makes a good suggestion and it is so ordered if there is no objection. 

Mr. Krocu. May I ask one question? As I understand it, Mr. Mc- 
Connell, you are directing yourself mainly to those physically handi- 
capped people who are unemployable. 

Mr. McConne uz. That is correct. 

Mr. Krocu. And there are pending suggestions that would give some 
relief to those who while employed are by reason of their physical 
handicapped condition subject to greater additional expenses. Has 
your association taken a position on the latter suggestion ? 

Mr. McConneti. We have taken no position on that. We feel this 
would give the greater help to the disabled and to the parents of 
severely disabled people. We would have no objection to inclusion 
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of the other either. We feel that some type of relief really should be 
granted. 

Mr. Keocu. Thank you. 

The Cuamman. Are there any further questions ? 

Mr. Reep. I have just one comment. We carry on a large program 
in this country of rehabilitation. I am wondering how the two inter- 
lock. Would these people be able to be rehabilitated ? 

Mr. McConne.u. If a person could be rehabilitated so that he 
would be reasonably self-supporting the provisions here would not 
apply. We are talking about those who are so severely handicapped 
that they will not be able to engage in substantial income types of 
employment. 

Mr. Reep. I want to congratulate you on your statement and the 
work you are engaged in. 

Mr. McConnetu. Thank you. 

The Cuarrman. We regret exceedingly that you are no longer a 
Member of the House but we do think it is fortunate for the organiza- 
tion you are now representing that since you cannot be with us you 
can be with them. 

Thank you so much for your appearance and the information you 
have given the committee. 

_ Mr. McConne tu. That isa very gracious statement and I appreciate 
it. 

The Carman. Our next witness is Mr. Ambrose B. Kelly. 

Mr. Kelly, will you please come forward and give your name, ad- 
dress, and the capacity in which you appear? 


STATEMENT OF AMBROSE B, KELLY, GENERAL COUNSEL, ACCOM- 
PANIED BY HOVEY T. FREEMAN, CHAIRMAN, LEGAL COMMITTEE, 
ASSOCIATED FACTORY MUTUAL FIRE INSURANCE COMPANIES, 
AND PRESIDENT OF THE MANUFACTURERS MUTUAL FIRE 
INSURANCE CO. 


Mr. Keitiy. I am Ambrose B. Kelly, counsel of the Associated 
Factory Mutual. Our office is in Turks Head Building, Providence, 
R. I. 


I am accompanied by Hovey T. Freeman, president of the Manu- 
facturers Mutual Fire Insurance Co., who is the chairman of the 
legal committee of the Associated Factory Mutual Fire Insurance Co. 

We have already filed with the committee a statement. I know it 
is quite late. I would like to ask your permission to have the state- 
ment, together with the proposed legislation, included in the record 
and then in an effort to save the committee’s time I though I might 
comment very briefly on the highlights of our presentation rather 
than reading the entire statement. 

The Cuairman. Without objection your entire statement will be 
placed in the record and the appendix will appear in the record. 

(The material referred to is as follows:) 


STATEMENT OF THE ASSOCIATED Factory Mutual Fire INSURANCE COMPANIES, 
PROVIDENCE, R. 1., RE FepERAL INCOME TAx REVISION 


The statement of Chairman Cooper with reference to the purpose of these 
hearings emphasizes the fact that they are for the purpose of formulating 
proposals contemplating future revisions of our Internal Revenue Code which, 
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in his words, are intended “to obtain a revenue system which is fair, equitable, 
neutral in impact between similar dollars of income, responsive to changes in 
economic conditions, and capable of compliance and administration with a 
minimum of taxpayer and governmental effort, and which will at the same time 
produce the needed revenues for the Government.” He also pointed out that it 
is highly important that the Congress periodically review the operation of the 
Federal tax system and the relative tax burdens imposed on the citizens. 

The Associated Factory Mutual Fire Insurance Companies, hereinafter re- 
ferred to as the Factory Mutuals, feel that it is, therefore, an appropriate time 
to call attention once again to their unique method of operation and the unfair 
result of the application to them of the tax computation set out in section 821 
of the Internal Revenue Code of 1954. 

For a better understanding of the income tax which has been imposed upon 
the Factory Mutual Cos. since 1942, it is necessary to review past history of the 
act and its impact upon these companies. Federal income taxation started with 
the Corporation Excise Tax Act of 1909. From then until 1942, Congress 
progressed from limited taxation of mutual insurance companies to absolute 
exemption on the theory that nonprofit companies should not be taxed. The 
pressure for revenue arising from World War II resulted in the passage by Con- 
gress of a law in 1942 which specifically imposed an income tax upon mutual 
insurance companies. 

Prior to the passage of the 1942 act, representatives of these companies ap- 
peared before members of congressional committees and pointed out that the 
basis of taxation for mutual insurance companies, such as the Factory Mutual 
Cos., as proposed in the bill, would place an unfair burden on those companies 
because of their unique plan of operation which results in an investment income 
much larger in proportion to their premiums than that of other mutual companies. 
They were asked by members of the committees to try to operate under the act, 
and were given definite assurance that if experience proved that their tax base 

vas unfair and discriminatory the whole matter would be reopened and corrected 
at a subsequent session of Congress. 


EFFORTS TO CORRECT THE INEQUITY 


Prior to 1954 the Ways and Means Committee of Congress, in considering 
amendments to correct inequities, appeared to be trying to keep away from matters 
which were considered to be controversial which undoubtedly explains, in view 
of the tremendous competition which exists between stock and mutual companies, 
why no legislation has been passed. In 1954 the Ways and Means Committee, 
recognizing that an inequity did exist, approved an amendment which, if passed, 
would have corrected most of the injustice. Unfortunately, the omnibus tax bill 
to which the amendment was attached failed passage in the dying days of the 
session. All that the amendment would have done was to put the Factory Mutual 
Cos. on a similar tax basis to that of their competitors. Certainly there is nothing 
unreasonable or controversial about that. 

Having failed to obtain legislative relief, the Factory Mutual Cos. then con- 
sidered the possible application of section 831, instead of section 821, of the 
Internal Revenue Code to the Factory Mutual Cos. Section 831 of the 1954 Code 
was based upon section 204A of the 1939 Code which had been amended in 1943 
to provide that certain unusual types of mutual companies should pay taxes upon 
the same basis as stock companies. Included are mutual marine companies and 
“every mutual fire-insurance company exclusively issuing either perpetual poli- 
cies or policies for which the sole premium charged is a single deposit which 
(except for such deduction of underwriting costs as may be provided) is refund- 
able on cancellation or expiration of the policy.” The Factory Mutual Cos. 
issue policies for a premium deposit, which, except for deduction of underwriting 
costs, is refundable on cancellation or expiration of the policy. The matter was 
taken up with the Treasury Department and the Internal Revenue Service in 
an effort to secure a clarification which would establish the right of the Factory 
Mutual Cos. to compute their income taxes on a basis similar to that of the stock 
companies under section 831 of the 1954 Code. By a ruling dated July 2, 1956, 
the Acting Commissioner of Internal Revenue held that the quoted language from 
section 831 was intended to be descriptive of policies which are substantially of 
the same general nature as perpetual policies. 

In order to test the position taken by the Commissioner of Internal Revenue, 
a case has been started in the courts in the name of the Philadelphia Manufac- 
turers Mutual Insurance Co., one of the Factory Mutual Cos., and is presently 
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pending in the Tax Court. However, it is the feeling of the Factory Mutual Cos. 
that, although the present wording of section 831 is applicable to these companies 
(an opinion which is not shared by the Internal Revenue Department at the 
present time), it would be preferable if Congress, by a change in the law, would 
make its intention to have the Factory Mutual Cos. taxed under section 831 
perfectly clear. In accordance with the expressed wish of your committee for 
definite suggestions, we have prepared a bill which will amend section 831 to 
make it crystal clear that mutual companies operating on the premium deposit 
plan should be taxed under this section with proper provision for the calculation 
of their earned premiums. A copy will be found attached to this memorandum 
with the proposed changes underlined. 


PRESENT BASIS OF TAXATION 


The Factory Mutual Cos., in accordance with the rulings of the Internal Reve- 
nue Department, are presently paying taxes under the provisions of section 821 
of the 1954 Internal Revenue Code and under similar provision in earlier acts. 
As this provision of the code disregards the unique methods of the Factory 
Mutual Cos., its application to these companies results in the imposition of tax at 
a rate, proportionate to their premiums, very much in excess—in fact, more than 
double—the average tax imposed on stock fire-insurance companies who are 
competing with the Factory Mutual Cos. Section 821 results in the Factory 
Mutuals being taxed on their investment income and disregards their underwrit- 
ing results. It is, therefore, possible for these companies to have substantial 
underwriting losses and still be called upon to pay an undiminished income tax. 
As showing what can happen, in the 3-year period from 1954 to 1956, inclusive, 
due to heavy catastrophe losses, the Factory Mutual Cos. had a loss in surplus 
of $8,635,865 but still paid Federal income taxes of $4,961,173. If they had been 
taxed on the same basis as their stock company competitors their total tax liabil- 
ity would have been only $20,877. We respectfully submit that such an unfair 
income-tax burden, under which companies losing money from operations are 
still required to pay substantial taxes, was never contemplated by any Member 
of Congress or any congressional committee. 


THE PREMIUM-DEPOSIT SYSTEM 


Under the Factory Mutual premium-deposit system, the companies require a 
deposit from each policyholder of about 8 to 10 times as much as normal expe- 
rience has shown to be necessary to meet losses, expenses, and reserve costs in a 
given year. Through such deposits the necessary underwriting capacity is 
secured for the large single-loss exposures created by the growth of American 
industry which these companies undertake to insure. The tremendous expansion 
of American industry, together with the increase in value due to inflation, has 
made the problem of adequate insurance capacity of major importance to many 
concerns. The deposits of the policyholders, as and when received, are invested 
in income-producing, readily marketable securities, and the investment income 
which results is credited against the cost of the insurance. Such cost reduction 
ultimately results in increasing the taxable income of those insureds who operate 
and pay taxes as corporations, who represent well over 90 percent of the total 
Factory Mutual business. The Factory Mutuals are, therefore, paying taxes on 
investment income which merely passes through their hands to increase the tax- 
able income of policyholders, even though the losses and expenses of these 
insurance companies have far exceeded total income during the year. Clearly 
this is not a realistic concept of income taxation. 


COMPARISON OF FACTORY MUTUALS AND STOCK FIRE INSURANCE COMPANIES 


In order to compare the taxes paid by stock and mutual fire insurance com- 
panies, it is necessary to find some common-measuring stick. As all insurance 
companies have one thing in common; namely, their absorbed premiums (net 
premiums retained from their policyholders) that is the basis used herein and 
constitutes the only fair basis for comparison. 

Fifteen years have now elapsed since the enactment of the present section 821 
(sec. 207 of the old code) and on the basis of absorbed premiums the 377 stock 
fire-insurance companies have paid taxes at an average ratio of 2.56 percent, 
whereas the Factory Mutuals have paid taxes at an average ratio of 5.66 percent. 
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377 stock fire Factory 377 stock fire Factory 





Year companies Mutual Year companies Mutual 
companies companies 
0. 21 6. 82 3. 26 5.39 
2.74 6. 07 3. 81 6. 82 
1. 26 5.79 3. 95 6.14 
1.45 6.75 4. 24 6.71 
. 50 5. 88 3.10 4. 68 
. 57 4.40 . 94 5.32 
2.72 3. 37 
5. 76 3. 65 15-year average. 2. 56 5. 66 
3. 86 7.15 





Had the factory mutuals been taxed on the stock company basis with proper 
provision for the computation of their income on the basis of actual absorbed 
premiums their tax liability over the 15-year period would have amounted to 3.21 
percent of their absorbed premiums, a figure more than 25 percent in excess of 
the average paid by their competitors, but much closer to the realities of the 
situation. 

Attached hereto as appendix A will be found the draft of a bill which, if 
adopted by Congress, will give proper recognition to the unique methods of the 
factory mutual companies and more nearly equalize their tax obligations with 
those of competing insurers. It will also provide a tax based on their operating 
results, as a substitute for the present situation in which the tax paid is entirely 
divorced from underwriting realities. It will not affect the tax status of any 
other insurance companies. 

Respectfully submitted on behalf of Arkwright Mutual Fire Insurance Co., 
Blackstone Mutual Insurance Co., Boston Manufacturers Mutual Insurance Co., 
Firemen’s Mutual Insurance Co., Industrial Mutual Insurance Co., Manufacturers 
Mutual Fire Insurance Co., Philadelphia Manufacturers Mutual Insurance Co., 
and Protection Mutual Insurance Co. 

Hovey T. FREEMAN, 
Chairman, Legal Committee for All Companies, and President, Manu- 
facturers Mutual Fire Insurance Co. 


APPENDIX A 


A BILL To establish an equitable basis for the application of the Federal income tax to 
mutual fire insurance companies which operate on the premium deposit plan 


[New matter in italic] 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled: 

Section 1. That sections 831 (a) and 832 (b) Internal Revenue Code of 1954 
relating to tax on insurance companies (other than life or mutual), mutual 
marine insurance companies, and mutual fire insurance companies issuing 
perpetual policies, be amended to read as follows: 

“SEc. 831 (a). IMPOSITION OF TAX.—Taxes computed as provided in section 11 
shall be imposed for each taxable year on the taxable income of every insurance 
company (other than life or mutual insurance company), every mutual marine 
insurance company, every mutual fire insurance company exclusively issuing 
perpetual policies, and every mutual fire insurance company whose principal 
business is the issuance of policies for which the premium deposits are the same, 
regardless of the length of term for which the policies are written, and the 
unabsorbed portion of such premium deposits not required for losses, expenses or 
establishment of reserves, is returned to the policyholder on cancellation or 
expiration of the policy. 

“Sec. 882 (b). DEFINITIONS.—In the case of an insurance company subject to 
the tax imposed by section 831— 

“(1) Gross incomg, The term ‘gross income’ means the sum of— 

“(A) the combined gross amount earned during the taxable year, from 
investment income and from underwriting income as provided in this sub- 
section, computed on the basis of the underwriting and investment exhibit 
of the annual statement approved by the National Convention of Insurance 
Commissioners, 
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“(B) gain during the taxable year from the sale or other disposition of 
property, and 

“(C) all other items constituting gross income under subchapter B, except 
that, in the ease of a mutual fire insurance company issuing perpetual 
policies, described in section 881 (a), the amount of premiums paid to such 
company shall not be included in gross income. 

“(2) INVESTMENT INCOME.—The term ‘investment income’ means the gross 
amount of income earned during the taxable year from interest, dividends, and 
rents, computed as follows: To all interest, dividends, and rents received during 
the taxable year, add interest, dividends, and rents due and accrued at the end 
of the taxable year, and deduct all interest, dividends, and rents due and accrued 
at the end of the preceding taxable year. 

“(3) UNDERWRITING INCOME.—The term ‘underwriting income’ means the 
premiums earned on insurance contracts during the taxable year less losses 
incurred and expenses incurred. 

“(4) PREMIUMS EARNED.—The term ‘premiums earned on insurance contracts 
during the taxable year’ means an amount computed as follows: 

“(A) From the amount of gross premiums written on insurance contracts 
during the taxable year, deduct return premiums and premiums paid for 
reinsurance. 

“(B) To the result so obtained, add unearned premiums on outstanding 
business at the end of the preceding taxable year and deduct unearned pre- 
miums on outstanding business at the end of the taxable year. 

“For the purposes of this subsection, unearned premiums of mutual fire 
insurance companies described in section 831 (a) whose premium deposits are 
the same regardless of the length of term for which the policy is written, shall 
include the amount of unabsorbed premium deposits which the company would 
be obligated to return to its policyholders were all its policies terminated on 
that date based upon the schedule of unabsorbed premiums or premium deposits 
then in effect. 

“For purposes of this subsection, unearned premiums shall include life in- 
surance reserves, as defined in section 806, pertaining to the life, burial, or fu- 
neral insurance, or annuity business of an insurance company subject to the 
tax imposed by section 831 and not qualifying as a life insurance company under 
section 801. 

“(5) Losses INcURRED.—The term ‘losses incurred’ means losses incurred dur- 
ing the taxable year on insurance contracts, computed as follows: 

“(A) To losses paid during the taxable year, add salvage and reinsur- 
ance recoverable outstanding at the end of the preceding taxable year and 
deduct salvage and reinsurance recoverable outstanding at the end of the 
taxable year. 

“(B) To the result so obtained, add all unpaid losses outstanding at the 
end of the taxable year and deduct unpaid losses outstanding at the end 
of the preceding taxable year. 

“(6) EXPENSES INCURRED.—The term ‘expenses incurred’ means all expenses 
shown on the annual statement approved by the National Convention of Insur- 
ance Commissioners, and shall be computed as follows: To all expenses paid 
during the taxable year, add expenses unpaid at the end of the taxable year and 
deduct expenses unpaid at the end of the preceding taxable year. For the pur- 
pose of computing the taxable income subject to the tax imposed by section 
831, there shall be deducted from expenses incurred (as defined in this para- 
graph) all expenses incurred which are not allowed as deductions by subsection 

Sec. 2. This amendment shall be effective with respect to taxable years 
beginning on and after 


Mr. Ketiy. At this morning’s session, I was quite interested in the 
fact you reviewed some of the history of the taxation of insurance 
companies and particularly mutual companies. 

There was an original presentation by the committee on insurance 
taxation and then at its close Mr. Mills summarized the present posi- 
tion with reference to the taxation of the various types of insurance 
companies. 

At that time you emphasized the fact that mutual companies have 
two alternative bases of taxation and pay on whichever basis will 
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develop the larger amount of tax, while the stock companies pay as 
all other corporations based upon their o erating results. 

One of the points which I think needs to be stressed most OEY 
is that all mutual insurance companies are not alike. They differ 
wey widely in their constitution and in their method of pRssaeen 
and the factory mutual companies whom Mr. Freeman and I repre- 
sent, are a unique type of insurance company which has had over 
‘ 100 years of development in this country, which serves a very im- 
portant place in the insurance business and which we feel has been 
discriminated against since the first taxation of mutual insurance 
companies in 1942. 

Let me explain that our companies operate on a premium deposit 
plan which is unique to them. Under their plan they collect at the 
time the policy is written a very large deposit and at the end or 
termination of the policy most of this at the present time, for exam- 
ple, on annual policies, roughly 88 percent, is returned to the policy- 

older and we merely keep from that deposit the amount we need to 
pay our losses and expenses. 

This method of operation is necessary for our companies because 
we have been called upon by American property owners to afford 
very substantial underwriting capacity. 

This is particularly true in the field of industry where under 
current conditions larger and larger values must be insured in single 
areas subject to loss or destruction in a single fire. 

But it is equally true in the other fields in which our companies 
have been operating. You may not know it, but we are the largest 
insurer of housing projects for example. We insure many schools 
and colleges and hospitals. We have now been active in practically 
all types of insurance where the unique loss-prevention work of our 
companies can be most effective. 

We have developed what is perhaps the best loss-prevention serv- 
ice, and I speak without modesty, in the world today and men come 
from other companies, from Sweden, from Japan, from all over the 
world, to study our methods and see how it is possible through the 
application of sound engineering principles to risks, to curtail and 
reduce the amount of fire loss. 

As a result of this premium deposit system our companies are 
holding large sums for their policyholders and these sums are not left 
idle, but are invested and in consequence our companies have a larger 
investment income in proportion to their true premium, their final 
absorbed premium, than almost any other group of companies in the 
entire insurance field. 

Because of this large investment income we realized from the very 
beginning that the two alternative bases proposed in 1942 would re- 
sult in an undue tax upon our companies and since that time there has 
never been a single year in which our companies have not paid their 
tax on their investment income which has been substantially higher 
than the one percent which would be developed on the other basis. 

As a result of this quirk in the law and its applications to our un- 
usual companies, our group, as distinguished from the presentation 
made this morning, has consistently paid larger taxes than would 
have been paid if we were on the same basis as the stock companies. 

Let me point out that at the present time the mutual companies pay 
their tax under section 821. The stock companies pay their tax under 
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section 831. However, at the time the law was adopted and shortly 
thereafter, when it was amended, it was realized that certain types 
of mutual companies would more properly pay their tax under sec- 
tion 831, the section applicable to the stock companies, which is based 
on operating results, so that at the present time the law provides for 
the taxation of stock companies, for mutual marine companies, and 
for perpetual companies under section 831, as Mr. Mills brought out 
this morning, while the mutual companies are under 821. 

Now, our proposal issimple. It applies only to our own companies. 
It does not involve anyone else. We are not trying to change 
anyone else’s taxes. We are merely trying to move our companies 
from what we now feel is an inequitable position to one which will be 
the same as that of our competitors. All we want you to do is to 
change the wording of section 831 so that it will apply to mutual 
marine companies, to perpetual companies, and to mutual fire insur- 
ance companies operating on a premium deposit plan, which is the 
plan used by our companies. 

If that is done it will change our tax status. It will not change 
the status of any other group of companies. It will put us on exactly 
the same basis as our competitors. 

Let me say very quickly the fundamental reason why we need this 
change. At the present time our tax, as I have said, is on investment 
income, disregarding our operating results. In the last few years 
we in common with nearly all fire insurance and other companies— 
there may be exceptions—have had a poor underwriting experience. 
The fire insurance business is from its very nature somewhat cyclical. 
We have periods of heavy loss. We are always exposed to the risk 
of catastrophe and in the last 4 or 5 years our companies have had 
such catastrophies almost to overflowing measure. We had, for ex- 
ample, this year the largest single loss in the over 100 years history 
of the factory mutual system. We are forced to pay exactly the same 
tax, whatever our operating result. 

In 1957, although we do not have the final figures in, it looks as 
though our companies will suffer many millions of dollars in loss 
from operations because of our catastrophy experience, and at the 
same time our income taxes will continue unreduced, so that it is 
quite likely when the final figures are tabulated that our companies 
will face a reduction in surplus of perhaps as much as $5 million. At 
same time we are paying income taxes of $1.5 million, perhaps more 
than a million and a half. 

In other words, you have a situation which I think was never con- 
templated by any Member of Congress or any congressional committee 
in which at the very time when we are losing money we are paying 
income taxes without any reduction or credit whatever, and all we 
are asking in this proposal is that we be placed on the same basis 
as our competitors and that this old inequity be removed, and in the 
future we pay our taxes on the basis of our operating results so that 
in those years in which we have favorable experience—and we are 
looking forward hopefully to the fact that there will be such years— 
we will pay a larger tax. 

In those years in which our experience is unfortunate, as it has 
been, where we have heavy catastrophe loss, our tax will be corre- 


spondingly reduced. . 


a 
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I thank you very much. If there are any questions I would be 
happy to answer them to the best of my ability. 
e Cuarrman. Mr. Kelly, Mr. Forand desires to interrogate. 
Mr. Foranp. Before I ask questions I want to state for the record 
that I have known both Mr. Kelly and Mr. Freeman for many years. 
I am happy to testify here that they are among the most highly re- 


spected citizens of the State of Rhode Island and I am happy to see 


them here. 

Mr. Ketry. Thank you, Mr. Forand. 

Mr. Foranp. Mr. Kelly, is the proposal that you are advancing 
today the same proposal for a change which was made in prior 
sessions ? . . 

Mr. Keuxy. No; it is not, Mr. Forand. Because of the inequity 
which resulted from the old law our feeling was that it should be 
changed and we have been before Congress in the past. The pro- 
posal which we had before the Ways and Means Committee in 1954, as 
a matter of fact, in the bill sponsored by yourself and Mr. Goodwin, 
was different from this one, in that at that time we proposed that the 
factory mutual companies be allowed to elect which basis of taxation 
they would follow. 

In this bill, or in our present proposal, we have stricken out that 
election and said very simply, “Let us be taxed on the same basis as 
our competitors.” 

Mr. Foranp. I thought that your proposal was different because 
Iremember the other one pretty well. 

Mr. Ketry. Yes. 

Mr. Foranp. Would your proposal result in any loss of revenue, 
and, if so, how much ? 

Mr. Ketiy. That is an extremely difficult question to answer be- 
cause our ee would put our tax on our operating result. I 
have gone back over the last 15-year history since the tax law was 
adopted in 1942. For the first 8 years, from 1942 to 1949 inclusive, 
if we had been taxed on the basis which I am here proposing, our com- 
bined tax would have been a half million dollars more than we 
actually paid. 

In 1 year, 1949, we would have paid over $2 million in tax, while 
our actual tax that year, which was a good year for the fire-insurance 
business, was only $700,000. In the last several years in which our 
experience has been bad because of our heavy catastrophic loss, the 
basis which I am proposing would have substantially reduced our 
taxes. 

Going back over the whole 15-year period, if we had been on this 
basis the average annual reduction would have only been about $600,- 
000 a year. If our experience is good, and we should be near the bot- 
tom of this bad cycle, in the future it is entirely possible that we 
will actually pay more taxes on the basis I am proposing than we 
would on the present basis, so that there would be an increase in rev- 
enue rather than a decrease. The difference is that in the future 
we will pay on our operating results. In the past we have paid on our 
investment income, which has always been constant. 

Mr, Foranp. Have the factory mutuals tried to have the present 
wording of section 831 interpreted so as to apply to them? 








920 GENERAL REVENUE REVISION 


Mr. Ketiy. Yes; we did. After I became General Counsel succeed- 
ing Senator Hébert, our legal committee was reviewing the 1954 code 
and our attention was called to the fact that under the wording of the 
code as it was amended to take care of the perpetuals—the wording 
refers to perpetuals or other companies operating on a premium de- 
posit plan whose single deposit is returned to the policyholder after 
deduction of underwriting expenses—it seemed to us that was a pretty 

- good definition of the way in which we operated, so we did the natural 
thing; we took it up with the Department of Internal Revenue, asked 
for an opinion, had the usual Washington conferences, and it was 
given careful study and then an opinion was written in the name 
of the collector, signed by the acting collector, that the wording did 
not mean us. That is why we are here before you. We weren't 
quite willing to take the collector’s word for it. We started a test 
case in the tax court in which we are trying to contend as vigorously 
as we can, and we think in accord with Congress’ intent, that as sec- 
tion 831 is now worded it should include us, but in view of the fact 
that the collector of internal revenue has in a formal opinion said 
it doesn’t, I felt it was only fair to come before you and to ask you 
to rewrite the section so clearly that there couldn’t be any question 
about it. 

Mr. Foranp. In the meantime you are attempting to have a test 
case made ? 

Mr. Keir. In the meantime we are trying to have the matter 
tested in the courts. 

Mr. Foranp. It has sometimes been stated that the present provisions 
of the income-tax law give the mutual companies an advantage over 
the stock companies. While you argue that the reverse is true, can you 
explain this a little bit further? 

Mr. Ketxy. I tried to as I was going along. Those of you who were 
here this morning heard a presentation which was based on the basic 

remise that the stock companies are now being discriminated against 
in the law and a proposal to change the law to put taxes on a new and 
uniform basis. 

As far as our group is concerned, we can prove from the figures, and 
they are in the filed statement that I have already submitted to the 
committee, that we are paying more tax in proportion to our premium 
than the stock fire companies with whom we compete, so that that is 
pretty clear from the record as far as our group of companies are 
concerned. 

The exact reverse of what you heard this morning is true, and I am 
only speaking for ourselves now. We have actually paid more in pro- 
portion to our premiums than the stock fire companies. The figures 
that were presented to you this morning, and I should say paren- 
thetically that I haven’t had a chance to review the proposal in detail, 
but on quick review it was not one that would be acceptable to us at all. 
However, the figures submitted to you this morning for mutual com- 
panies were for all mutual fire and casualties combined and they did 
not attempt to differentiate between the different types of mutual com- 
panies, and there are as many kinds of mutual fire insurance companies 
as there are companies in any other kind of business. You do not have 
a uniform impact on them as a result of tax law. 

Mr. Foranp. However, in your statement you have the figures you 
just mentioned ¢ . 
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Mr. Keuxy. In the statement which I have filed I have the figures. 
Mr. Freeman calls my attention to the fact that 377 stock fire com- 
panies—and we use the figures from Bests, which is the known au- 
thority in the business—paid taxes which amounted to 2.56 percent of 
their net premiums, while in the case of our companies over the same 
15 years, we were paying 5.66 or twice as much, which explains why 
we are here. 

Mr. Foranp. I recall that your group appeared before the Joint 
Congressional Committee on Atomic Energy when the Federal indem- 
nity bill was under consideration at the last session. Does your group 
insure nuclear risks? 

Mr. Keir. Yes. It has nothing to do with this point except it is 
one of those things that involves us in expense. We have been one of 
the leading groups of insurance companies in the atomic-energy pro- 
gram. I appeared before the joint congressional committee several 
times. Our group is now insuring as many nuclear risks, both power 
reactors and research projects, as any group of insurance companies 
in the country. It is work in fields of that kind which involves us in 
substantial expense which leaves us out on the limb on this tax proposal. 

We have actually spent thousands of dollars in that field in trying to 
provide insurance facilities for industry and for colleges for research, 
and nevertheless as the tax law is written there is no way in which we 
can charge those in as business expenses since our tax now is entirely 
on our investment income. 

Mr. Foranp. I have one more point I would like to clear up. I 
understood that your basic proposal is that the amount of income tax 
paid by your companies should be based on operating results and that 
the tax paid should be based upon their addition to surplus. Is that 
correct ? 

Mr. Ketriy. That is what it will amount to, Mr. Forand. That is 
our whole case. If the law is changed as we suggest, in those years 
in which we have favorable results, in which we are able to add to 
surplus and reserves, there would be a substantial tax paid. In those 
years like this year in which we have catastrophic losses our tax will 

very substantially reduced. In other words, that is exactly what 
happens to the other stock fire companies with whom we compete. 

Mr. Foranp. Thank you very much. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Curtis will inquire. 

Mr. Curtis. Mr. Chairman, let me see if I can’t in my own mind 
reconcile the testimony this morning with the testimony that the 
witness is now giving. As I understand the basis of the testimony 
this morning, it was that the mutuals that they were talking about 
had actually gone through nonassessable policies, but as I understand 
your operation, it in effect amounts to assessment, is that right? 

Mr. Ketiy. Mr. Curtis, we gave up assessment liability, but what 
we do is collect the money in advance. It is almost like an advance 
assessment. ‘Then we hold it and it is that money which our policy- 
holders give us which gives us the underwriting capacity we need, 
so it is almost an advance assessment. 

Mr. Curtis. That is what I was getting to. It seems to me there 
is a distinguishing feature, that if we took the mutuals that actuall 
write nonassessable policies, maybe what was said this morning woul 
apply to them and then separate from them the mutuals like yours. 
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As I understand, your business in essence amounts to assessment 
policy. However you work it out, it means that the premium isn’t 
set ; is that right ? 

Mr. Ketty. Our premium is not set. It fluctuates with our experi- 
ence and over the last few years as we have been having an adverse 
experience our cost has had to go up. I don’t want to get into the 
other argument. 

Mr. Curtis. I am not trying to get you into that. All I am trying 
to do is find out if I am right in trying to make this distinction: That 
yours really amounts to a policy where you have almost a prepayment. 

Mr. Ketty. It is prepayment. It is a deposit plan which is pretty 
much unique with us and distinguishes our companies, and in the lan- 
guage which I have suggested for section 831 I have tried to use lan- 
guage which does not apply to our companies but applies to any 
companies operating on that deposit plan. 

Mr. Curtis. The next question is—I guess this is because I am com- 
pletely ignorant of this—your customers are, I imagine, in essence 
a group of people who normally might be self-insured, but who pool 
together through your formula ? 

Mr. Ketry. Some of them might be, although in the fire-insurance 
business it is difficult to successfully operate a self-insurance plan be- 
cause of the possibility of large loss. We do write a very substantial 
amount of insurance on a deductible plan under which the policy- 
holder takes some of the loss himself and we cover him for the excess 
loss above that amount, but our type of business is somewhat unique 
in that we are insuring the big properties, both public and private. 
We have many governmental properties in our companies. We insure 
a great deal of State property, but in those cases in which you success- 
fully apply an engineering service to the reduction of loss, our type 
of operation with its many unusual features is pretty difficult to 
match. 

Our competitors do reasonably well, but we think they are still 
trying to catch up with us. 

Mr. Curtis. I think I get the picture. Thank you very much. 

The Cuarrman. Are there any further questions ¢ 

If not, Mr. Kelly, we appreciate both you and Mr. Freeman being 
with us and the information you have given the committee. Thank 
you very much. 

Our next witness is Mr. John Z. Schneider. 

Mr. Schneider, will you please give your name, address, and the 
capacity in which you appear, for the benefit of the record. 


STATEMENT OF JOHN Z. SCHNEIDER, CHAIRMAN, COMMITTEE ON 
FEDERAL LAW AND LEGISLATION, NATIONAL ASSOCIATION OF 
LIFE UNDERWRITERS 


Mr. Scuneiwer. I am John Z. Schneider, of Baltimore, Md., and 
I am appearing before your committee today in my capacity as chair- 
man of the committee on Federal law and legislation for the National 
Association of Life Underwriters. 

For your further information, let me say that my association is a 
trade organization representing a membership of over 75,000 life- 
insurance agents. 
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I have filed a full statement with your committee. 

The Cuarrman. At this point if you are going to deviate from your 
statement, let us understand that the full statement will appear in the 
record. Without objection it will appear in full. 

(Mr. Schneider’s prepared statement follows :) 


STATEMENT OF JOHN Z. SCHNEIDER OF THE NATIONAL ASSOCIATION OF LIFE 
UNDERWRITERS 


I am John Z. Schneider, of Baltimore, Md., and I am appearing before your 
committee today in my capacity as chairman of the committee on Federal law 
and legislation of the National Association of Life Underwriters. For your 
further information, let me say that my organization is a trade association 
representing a membership of over 73,000 life-insurance agents. 

In this statement, I shall deal with two subjects of particular interest to my 
association, namely, the income-tax treatment of (1) debit life-insurance agents 
under section 62 (2) (D) of the Internal Revenue Code and (2) the proceeds 
of life-insurance contracts in the hands of certain transferees for value under 
section 101 (a) (2). 


1, DEBIT LIFE-INSURANCE AGENTS AS OUTSIDE SALESMEN UNDER SECTION 62 (2) (D) 


Under section 62 (2) (D) of the code, an outside salesman, in computing his 
adjusted gross income, is permitted to deduct from his gross income all of 
his ordinary and necessary business expenses, For the purpose of this sec- 
tion an “outside salesman” is defined as an employee whose “trade or business 
is to solicit, away from the employer’s place of business, business for the em- 
ployer.’ 

Contrary to our expectation and belief at the time this section was enacted as 
part of the new code, it appears that, by and large, the Internal Revenue Serv- 
ice has taken the position that the term “outside salesman” does not include 
so-called debit life-insurance agents, of whom there are many thousands in this 
country. On this point, former Internal Revenue Commissioner T. Coleman 
Andrews, in a letter dated June 1, 1955, wrote to one of our members as 
follows: 

“The report of the Senate Finance Committee on this section (i. e., sec. 62 
(2) (D)) makes it clear that it is intended to apply only to full-time outside 
salesmen. It does not apply, says the report, to ‘a salesman, a principal part 
of whose activities consist of service and delivery.’ Since it is our understand- 
ing that a very substantial portion of the activities of a debit agent consists 
of servicing and collecting premiums on outstanding policies, we have found it 
necessary to conclude that he is not an ‘outside salesman’ within the meaning of 
this section of the law.” 

Despite this statement of the Service’s position, we are advised that an 
increasing number of debit agents, upon having their income-tax returns audited, 
have been successful in establishing their right to be treated as outside salesmen 
under section 62 (2) (D). 

Nothing in the Treasury regulations recently promulgated under section 62 
(2) (D) appears likely to dispel the uncertainty which has thus been created 
with respect to the status of debit agents generally. Therefore, we urge that 
the section itself be clarified by an amendment which will leave no doubt that 
such agents are indeed outside salesmen. 

For your information, a debit agent is one who is assigned by his company 
to take care of both the existing and the new insurance needs of a group of 
policyholders residing in a particular area or district, which is known as a 
debit. Normally, he spends part of his time collecting premiums from the policy- 
holders in his territory on a weekly or monthly basis. For this function of 
conserving existing business, he of course is compensated by his company. 

Of more importance, however, is the fact that the debit agent spends a great 
deal-of his time selling new insurance both within and outside his assigned 
territory. According to the latest figures that we have been able to get from the 
Life Insurance Agency Management Association in Hartford, Conn., debit agents 
accounted for 42 percent of all new life-insurance business sold in the year 1955. 
Such new business may and usually does include not only weekly or monthly 
premium life insurance (commony known as industrial life insurance), but also 
the very same kinds of insurance sold by so-called ordinary agents, namely, 
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ordinary life insurance, group life insurance, individual accident-and-health 
insurance, group accident-and-health insurance, individual annuities, and group 
annuities. Most debit agents receive a large part of their compensation from 
the sale of such new insurance. Many of these agents, in fact, receive the major 
share of their compensation from this source. Nevertheless, while ordinary 
agents are definitely regarded as outside salesmen within the meaning of section 
62 (2) (D), it would appear, I repeat, that debit agents have not been given 
similar treatment in most cases. 

With respect to the collection activities of a debit agent we should first like to 
point out that he collects only the premiums due on the industrial life insurance 
in force among the policyholders in his assigned territory, and not those due on 
the various other above-mentioned types of insurance which he sells. Further- 
more, it must be borne in mind that even when he is collecting the premiums on 
existing industrial business, he is really still selling insurance. In this connec- 
tion, it must be understood that he is not collecting from a policyholder a debt 
which the latter is under any legal obligation to pay. The policyholder is free to 
elect not to pay and thus to lapse his policy. Often, he may be thinking of drop- 
ping the policy and taking his insurance from another company. Accordingly, in 
many a case, the agent, in order to collect a premium, has to make as thorough a 
sales presentation as was made when the policy was originally placed in force. 
Therefore, unlike such outside employees as the “bread driver-salesman” and the 
“milk driver-salesman”, who actually collect debts, and whom the recent Treas- 
ury regulation specifically exclude from the definition of the term “outside sales- 
men,” the debit agent’s “collection” function is truly a sales function. 

We should also like to point out that in every State, the debit agent must be 
licensed as a life insurance salesman. Indeed, in virtually all States he must 
qualify for and is given exactly the same type of license as the ordinary agent, 
who, as I have already stated, is definitely regarded as an “outside salesman” 
within the meaning of section 62 (2) (D). Under such a license, the debit agent, 
like the ordinary agent, can and does sell any kind of life insurance anywhere in 
the State where he is licensed. 

As contrasted with the purchase of such products as clothing, food, auto- 
mobiles, television sets, et cetera, the purchase of life insurance is rarely sought 
by the individual prospect. Indeed, it is axiomatic that life insurance must 
almost always be sold. Accordingly, debit agents as well as their fellow ordinary 
agents are selected and appointed by their companies because of their qualifica- 
tions as salesmen. Most companies employing such agents maintain extensive 
training programs designed solely for the purpose of developing and improving 
them as salesmen. Such expense would be totally unjustified in the absence of 
the unquestioned fact that the value of a debit agent to his company lies in his 
sales ability and not in purely routine, mechanical contacts with policyholders. 

In addition to their company training programs, most debit agents take out- 
side and more advanced training courses, such as conducted by the Life Under- 
writer Training Council, a nonprofit educational organization. The LUTC course 
is a 2-year affair, and its only aim is to improve the skills of life insurance agents 
as salesmen. In the 1956-57 school year, 70 percent of the more than 12,000 
agents enrolled in this course were debit agents. 

Finally, let me add that sales made by the debit agent are made outside his 
company’s place of business, usually at the prospect’s home or place of business. 
Indeed, as I have already pointed out, such sales may be and often are made any- 
where the company does business within the State which has issued the agent’s 
license. By and large the prospect is determinative of the time when, and the 
place where, the agent must go to make a sale. The agent decides and provides 
for the means of transportation to be used in reaching his prospects, and if he 
travels by automobile, it is his own automobile. Furthermore, the general rule 
is that he must undertake on his own, and without reimbursement, any entertain- 
ment, telephone, and other expenses which may be necessary to his sales activi- 
ties. Thus, I repeat that the job functions of the debit agent differ in extremely 
important respects from those of the bread driver-salesman or the milk driver- 
salesman, who makes routine and recurrent deliveries of merchandise for his 
employer, who collects debts legally owed for such merchandise, who ordinarily 
is furnished with company-owned transportation and supplies, and who is limited 
in his operations to a specific route established by his employer. 


Conclusions and recommendations 


To summarize, a large—often a major—part of the activities of debit life 
insurance agents, from the standpoint of both time spent and compensation 
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received, consists of the solicitation of new business rather than the collection 
of premiums on existing insurance. Moreover, on many occasions even the 
collection of premiums involves reselling existing insurance to policyholders. 
Consequently, virtually all of the activities of such agents entail salesmanship 
of a high order, and it is because of their sales ability that they are employed 
and retained by their companies. Necessarily, all of their activities in solicit- 
ing and conserving business are carried on away from their employers’ places 
of business. 

Therefore, in every sense of the word, debit life-insurance agents are clearly 
and unquestionably “salesmen” and should, like ordinary agents, be recognized 
as “outside salesmen” for the purposes of section 62 (2) (D). Accordingly, we 
recommend an appropriate amendment to that section and suggest that the 
section, as amended, might read somewhat as follows: 

“(D) OvuTsipe SALESMEN.—TH® deductions allowed by part VI (sec. 161 and 
following) which are attributable to a trade or business carried on by the tax- 
payer, if such trade or business consists of the performance of services by the 
taxpayer as an employee and if such trade or business is to solicit, away from 
the employer’s place of business, business for the employer. For the purposes 
of this paragraph, the term ‘outside salesman’ shall include full-time employee 
insurance agents, including those operating on a so-called debit agency basis.” 
{New matter italicized.] 


2. TRANSFERS OF LIFE INSURANCE POLICIES FOR VALUE UNDER SECTION 101 (A) (2) 


Under section 22 (b) (2) (A) of the 1939 Internal Revenue Code, where a 
life-insurance policy had been transferred for value, the proceeds paid there- 
under by reason of the insured’s death were generally includible in the trans- 
feree’s gross income to the extent that they exceeded the aggregate of the con- 
sideration and the premiums subsequently paid by the transferee. This “trans- 
fer-for-value” rule produced unjustifiably harsh income-tax consequences and 
effectively blocked the transfer of policies in many situations where such 
transfers would have served unquestionably proper ends, particularly in busi- 
ness transactions. 

One important result was that persons who would otherwise have taken trans- 
fers of existing policies often found it necessary instead to buy new insurance 
on the lives of the insureds. In a typical case, the new insurance generally 
required materially higher premiums than the old if only because the insured’s 
age had increased in the meantime. In addition, it frequently happened that 
the premium rates on new insurance would be even higher than those normally 
changeable on account of the insured’s advanced age where, for example, he had 
developed physical impairments. Finally, of course, it often happened that new 
insurance was not available at any price because of the insured’s complete 
uninsurability. 

A further important point to be remembered is that since transfers for value 
were rarely made on account of the resulting severe income-tax consequences, 
the transfer-for-value rule produced practically no Federal revenue. Thus, 
the rule not only hampered an important and proper use of life insurance but 
also was a useless appendage to the Federal-tax structure as a producer of 
income for the Government. 

The House Ways and Means Committee, in drafting the Internal Revenue 
Code of 1954, very wisely deleted the transfer-for-value rule in its entirety. 
(See sec. 101 (a) of H. R. 8300, 83d Cong., 2d sess., dated March 9, 1954.) 
This section remained as drafted by the Ways and Means Committee when the 
House of Representatives subsequently passed H. R. 8300. 

To the best of our knowledge, the question of eliminating the rule aroused 
no controversy either in the Ways and Means Committee or in the House itself 
but apparently was deemed completely proper and justified by all concerned 
on the House side. Consequently, neither this association nor any other advo- 
cate of the rule’s elimination felt the need to say anything further on the point 
when hearings were thereafter held on H. R. 8300 by the Senate Finance 
Committee. In fact, we were given to understand by the Senate Finance 
Committee that that body was not interested in receiving testimony or state- 
ments on features of the bill with which we agreed, but only on those with 
which we disagreed. And, of course, as already indicated, we very definitely 
agreed that the House’s version of section 101 (a) properly deleted a frustrat- 
ing inequity of long standing. 
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Moreover, there were no apparent signs that elimination of the transfer-for- 
value rule would be questioned by the Senate Finance Committee, and so far 
as we have been able to determine, the matter seemingly did not occasion any 
serious controversy during the course of the hearings held by that body on 
H. R. 8300. Thus, we were surprised when the Finance Committee recommended 
that section 101 (a) be amended so as to retain the transfer-for-value rule ex- 
cept, generally speaking, in situations where the transferee was the insured, a 
partner of the insured, a partnership in which the insured was a partner or a 
corporation in which the insured was a shareholder or officer. The reason given 
by the Finance Committee for this change was to facilitate the transfer of life in- 
surance policies “for certain legitimate business reasons” but to curb transfers 
“for speculation purposes.” (See p..14 of Senate Finance Committee’s report 
on H. R. 8300, dated June 18, 1954, Rept. No. 1622.) The Finance Committee’s 
amended version of section 101 (a) was eveutually included in the 1954 code 
as finally enacted. 

We can confidently state that even in the absence of the income-tax con- 
sequences imposed by section 101 (a) (2), transfers for speculative purposes 
would be so rare as to be a negligible consideration. However, it is not our 
purpose to belabor that question in this statement. Rather, we wish to point 
out that the rule contained in section 101 (a) (2), although admittedly a great 
improvement over the old rule, continues to block transfers to a number of 
classes of would-be transferees who have as valid an insurable interest in the 
insureds concerned as is found in the case of transferees now exempted by this 
section. 

For example, the section still applies the transfer-for-value rule where policies 
have been transferred between stockholders of the same corporation. Now life 
insurance is commonly used to fund stock purchase agreements entered into 
between individual stockholders, as well as agreements of this kind made be- 
tween corporations and their shareholders. In the latter type of situation, 
section 101 (a) (2) very properly does not impose an income tax on the death 
proceeds received by a corporation under policies that have been transferred to it 
by the shareholders to fund a stock retirement agreement. Unaccountably, how- 
ever, the section does not recognize that in the former situation, transfers of 
existing insurance between the stockholders themselves serve an equally legitim- 
ate business purpose. 

In addition, the transfer-for-value rule discriminates against many other 
classes of transferees or would-be transferees who also have a recognized insur- 
able interest in the insured, such as the spouse, former spouse, parents, children, 
employer, ete. This discrimination would seem to be based on completely 
illogical grounds, for these is no good reason why insurance proceeds should be 
taxed merely because a policy has been the subject of a transfer to such in- 
dividuals. Thus, for example, if the wife of an insured pays value to him for the 
transfer of a policy, she is subject to the income tax on the proceeds imposed 
by the rule. On the other hand, if the insured gives the policy to her or if 
she applies for and buys a policy on his life, she does not face the adverse 
income tax consequences prescribed by the rule. 


Recommendations 


Accordingly, we recommend that section 101 (a) (2) be amended so as to 
make the transfer-for-value rule inapplicable to any transferee who has an in- 
surable interest in the insured. We further recommend that since the definition 
of the term “insurable interest” varies somewhat among the several States, the 
section should list certain specific classes of transferees who are generally con- 
ceded to have such an interest. To accomplish this, we recommend that section 
101 (a) (2) (B) be deleted and the following language substituted therefor: 

“(B) if such transfer is to the insured or to a transferee who at the time 
of the transfer had an insurable interest in the insured. Without limitation, 
a transferee shall be considered for the purposes of this subparagraph to have 
an insurable interest in the insured if such transferee is a spouse, former 
spouse, parent or lineal descendant of the insured, an employer of the insured, 
an employee of the insured, a trustee of a trust the beneficiary or beneficiaries 
of which have an insurable interest in the insured, a partner of the insured, a 
partnership in which the insured is a partner, a corporation in which the in- 
sured is a shareholder or officer, or a corporate shareholder who is a party to 
a buy-and-sell agreement relating to the stock of the corporation in which the 
transferee and the insured are shareholders.” 
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This amendment would remove virtually all the remaining inequities result- 
ing from the application of the present transfer-for-value rule. At the same 
time, it would continue to apply the rule to those rare situations involving 
transferees who have no insurable interest in the insured and who, therefore, 
may conceivably have had a speculative motive in mind. Further, the amend- 
ment would result in virtually no loss of Federal revenue for the reason, al- 
ready mentioned, that the rule produces little or no revenue to begin with. 

In conclusion, I should like very much to express to you our appreciation for 
giving me this opportunity to present our views on these two subjects. If you 
wish any further information relative to them, our association’s headquarters 
staff and I will do our best to furnish it to you. 

Mr. Scunemer. In respect of limitation of time, I was going to 
say I will only summarize the contents of the statement and ask leave 
that it appear in the record. 

The Cuamman. It will. 

Mr. Scunewer. In that statement I deal with the particular inter- 
est of the association, namely, the income-tax treatment of (1) debit 
life-insurance agents under section 62 (2) (d) of the Internal Reve- 
nue Code and, secondly, the income-tax treatment of proceeds of life- 
insurance contracts in the hands of certain transferees for value 
under section 101 (a) (2), as to debit life-insurance agents as outside 
salesmen under section 62 (2) (d). Under that section of the code 
an outside salesman in computing his adjusted gross income is per- 
mitted to deduct from his gross income all of his ordinary and neces- 
sary business expenses. 

For the purpose of this section an “outside salesman” is defined as 
an employee whose “trade or business is to solicit, away from the em- 
ployer’s place of business, business for the employer.” 

A considerable amount of uncertainty and confusion exists in the 
application of this section to so-called debit life-insurance agents. 
On the one hand it appears that by and large the Internal Revenue 
Service has taken the position that such agents are not outside sales- 
men within the meaning of section 62 (2) (a). 

On the other hand, we are advised that in a growing number of 
cases debit agents have managed to get rulings from their local di- 
rectors of internal revenue that they are outside salesmen. Nothing 
in the Treasury regulations recently promulgated under section 62 
(2) (d) seems likely to clear up the resulting confusion and uncer- 
tainty and we therefore urge that the section itself be clarified by an 
amendment which will leave no doubt that such agents are indeed 
outside salesmen. 

For your information a debit agent is one who is assigned by his 
company to take care of both the existing and the new insurance needs 
of a group of policyholders residing in a particular area or district, 
which is known as a debit. 

Normally, he spends part of his time collecting premiums from the 
policyholders in his territory on a weekly or monthly basis. For this 
function of conserving existing business he, of course, is compensated 
by his company. 

In a moment I shall point out why the collection activities of a 
debit agent should in no way disqualify him for treatment as an out- 
side salesman. Before getting into that, however, I should like to 
stress some of the more obvious factors that stamp him as a true out- 
side salesman. 
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First of all, the debit agent spends a great deal of his time selling 
new insurance, both within and outside his assigned territory. 

According to the latest figures that we have been able to get from 
the life-insurance agency management association in Hartford, Conn., 
debit agents accounted for 42 percent of all new life-insurance busi- 
ness sold in the year 1955. Such new business may and usually does 
include not only weekly or monthly premium life insurance, commonly 
known. as industrial life insurance, but also the very same kinds of 
insurance sold by so-called ordinary agents, namely, ordinary life in- 
surance, group life insurance, individual accident and health insur- 
ance, group accident and health insurance, individual annuities, and 
group annuities. 

Most debit agents receive a large part of their compensation from 
the sale of such new insurance. In fact, many of thea agents re- 
ceive the major share of their compensation from this source. 

Secondly, in every State a debit agent must be licensed as a life- 
insurance salesman. In virtually all States he must qualify for and 
is en exactly the same type of license as the ordinary agent who 
is definitely regarded as an outside salesman within the meaning of 
section 62 (2) (d). 

Under his license a debit agent like the ordinary agent can and 
does sell any kind of life insurance anywhere in the State where he is 
licensed. 

Third, debit agents as well as their fellow ordinary agents are al- 
ways selected and appointed by their companies because of their 
qualifications as salesmen. Most companies maintain thorough and 
extensive training programs designed solely for the purpose of de- 
veloping and improving them as salesmen. 

In addition, many of these agents take outside, and more advanced 
training courses, such as that conducted by the Life Underwritin 
Training Council, a nonprofit educational organization. The LUT 
course is a 2-year course of study, and its only aim is to improve the 
skills of life-insurance agents as salesmen. In the 1955-57 school 
year, 70 percent of the more than 12,000 agents enrolled in this course 
were debit agents. 

Fourth, the debit agent makes his sales away from his company’s 
place of business, and it is the prospect, not the insurance company, 
who is determinative of the time when and the place where the agent 
must go to make a sale. The agent provides for his own means of 
transportation and, as a general rule, he must undertake on his own, 
without reimbursement, any entertainment, telephone, and other ex- 
penses which may be necessary to his sales activities. 

To get back to the collection activities of debit agents, I should like 
first, to point out that he collects only premiums due on the industrial 
life insurance in force among the policyholders in his assigned terri- 
tory. He does not collect premiums on the various other types of 
insurance which he may sell; namely, ordinary life insurance, group 
life insurance, accident and health insurance, annuities, and the like. 

Furthermore, it must be understood that, even when he is collecting 
premiums on existing industrial insurance, he is still really selling 
insurance. This is because he is not actually collecting debts that are 
legally owed to his company. Instead, each policyholder has a perfect 
right to elect not to pay his premium and let his policy lapse or, per- 
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haps, replace it with a policy in another company. Thus, in many 
a case debit agent, in order even to collect a premium, must make 
as thorough a sales presentation as was made when the policy was 
originally placed in force. dl 

From what I have said it is obvious that the job functions of a debit 
agent differ in extremely important respects from those of the bread 
driver-salesman or milk driver-salesman referred to in the Treasury 
regulations who makes routine and recurrent deliveries of merchan- 
dise for his employer and collects debts legally owed for such 
merchandise, who ordinarily is furnished with company-owned trans- 
portation and supplies, and who is limited in his operations to a spe- 
cific route established by his employer. For the reasons given, we 
think that there could be no doubt that the debit agent like the ordi- 
nary agent, is an outside salesman and that he should be recognized 
as such in section 62 (2) (d), and on page 6 of my filed statement you 
will find a suggested amendment to this section which, we believe, 
will accomplish this purpose. 

The second point, transfers of life-insurance policies for value under 
section 101 (a) (2). Under section 22 (b) (2) (A) of the 1939 In- 
ternal Revenue Code, where a life-insurance policy had been trans- 
ferred for value, the proceeds paid thereunder by reason of the in- 
sured’s death were generally includible in the transferee’s gross income 
to the extent that they exceeded the aggregate of the consideration 
and the premiums subsequently paid by the transferee. 

This transfer-for-value rule produced unjustifiably harsh income- 
tax consequence and effectively blocked the transfer of policies in 
many situations where such transfers would have served unquestion- 
ably proper ends, particularly in business transactions. 

In addition to hampering an important and proper use of life 
insurance, the rule was a useless appendage to the Federal tax situa- 
tion as a producer of revenue for the Government. The House Ways 
and Means Committee, in drafting 101 (a) of H. R. 8300, the Internal 
Revenue Code of 1954, very wisely deleted the transfer-for-value rule 
in its entirety. This section remained as drafted by the Ways and 
Means Committee when the House of Representatives subsequently 
passed H. R. 8300. The Senate Finance Committee, however, in a 
somewhat surprising move, thereafter voted to amend section 101 (a) 
so as to retain the rule except in situations where the transferee was 
the insured, a partner of the insured, a partnership in which the in- 
sured was a partner, or a corporation in which the insured was a 
shareholder or officer. 

The Finance Committee’s amendment was ultimately incorporated 
into the 1954 code as section 101 (a) (2). 

While this new transfer-for-value rule admittedly is a great im- 
provement over the old one, it continues to block transfers to a number 
of would-be transferees who would have as valid an interest in the 
insured’s concern as is found in the case of transferees now exempted 
by section 101 (a) (2) (B). 

Included among such penalized transfers are those which might 
otherwise be made between stockholders of a corporation in connection 
with a buy-and-sell agreement relating to the stock of the corporation. 
Other penalized transfers are those where the transferee is an insured 
spouse, former spouse, parent, child, employer, employee, or the 
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trustee of a trust beneficiary or beneficiaries of which have an in- 
surance interest in the insured. 

It is our recommendation that section 101 (a) (2) be amended so 
as to make the transfer-for-value rule inapplicable to the foregoing 
types of transferees, and you will find a suggested amendment on 
page 10 of my filed statement. aes 

In our opinion, this amendment would remove virtually all of the 
remaining inequities resulting from the application of the present 
rule. Moreover, it would not result in any loss of Federal revenue, 
since the transfer-for-value rule provides little or no revenue to begin 
with. 

In closing, I should like very much to express to you our apprecia- 
tion for giving me this opportunity to present our views on these two 
subjects, and, should you wish any further information relating to 
them, our association’s headquarters staff and I will both do our best 
to furnish it to you. 

The Cuarrman. Are there any questions? 

If not, Mr. Schneider, we appreciate your coming to the committee 
and making a fine statement. 

Mr. Scunewer. Thank you. 

(The following statement was filed with the committee :) 


STATEMENT OF GEorGE L. Russ, PRESIDENT, INSURANCE AGENTS’ INTERNATIONAL 
Unton, AFL-CIO, on THE INCLUSION oF DEBIT INSURANCE AGENTS IN THE 
“OutTsIpE SALESMAN” UNDER SeEcTION 62 (2)(D) oF THE INTERNAL REVENUE 
CopE 


I am making this statement on behalf of the almost 15,000 members of the 
Insurance Agents’ International Union, AFL-CIO. We have been representing 
insurance agents, principally those who operate a “debit,” for over 20 years. 
We now are administering collective-bargaining contacts with approximately 20 
insurance companies. Our most extensive contract is with the Prudential Life 
Insurance Company of America, with which we have a contract covering debit 
agents of that company in 34 States and the District of Columbia. Our mem- 
bership also includes debit agents who are employed by the Metropolitan Life 
Insurance Co., as well as by other companies. 

I have myself been a union organizer or official representing debit agents 
for over 20 years; and before that time was in the business for an additional 
20 years, as both agent and supervisor. On the basis of this experience, I feel 
I am very well aware of the duties of the insurance agent, and particularly 
the debit agent, and that I know firsthand the relationship between his work 
and that of other insurance agents. 

We believe that there is no such actual difference between the work of the 
debit insurance agent and other insurance agents, as would provide any justi- 
fication for excluding debit agents, and apparently debit agents only, from cover- 
age as outside salesmen under section 62 (2) (D) of the Internal Revenue 
Code of 1954. It is our position that there can be no doubt, realistically, that 
debit insurance agents fulfil the statutory definition of outside salesmen, that 
is, any employee whose trade or business is to solicit, away from the em- 
ployer’s place of business for the employer. I can certainly assure you that 
our members who are debit agents are definitely in the business of selling the 
insurance of their employer, away from their employer's offices. 

We were surprised by and we respectfully disagree with the position of the 
Internal Revenue Service, which has excluded debit agents from the coverage 
of this section. We are advised that the apparent basis for this position is 
the impression that the debit agent devotes the principal portion of his time 
to activities other than pure sales efforts. A further assumption appears to 
be that some line can and should be drawn between sales efforts and those 
other activities such as collecting premiums and servicing policyholders. The 
actual facts are contrary to both of these attitudes. 

First, there can be no doubt that the debit insurance agent is an insurance 
salesman. He devotes the bulk of his time to sales efforts. A major propor- 
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tion of his income is directly dependent upon the sale of new insurance. While 
there are of course variations in the foregoing statements, as betwen 1 agent 
and another, and as between 1 insurance company and another, and there is in 
the nature of things no possible way of reducing any of these facts to exact 
percentage or other precise terms, it can be stated categorically that there is 
no employer and no agent for whom the principal activity is not sales. 

A debit agent is trained to sell each and every type of insurance policy of- 
fered by his company. He is expected to sell each and every type of insurance 
polify offered by his company. He counsels sales prospects as to the most de- 
sirable type of insurance for them to purchase. In none of these particulars 
is there any distinction between the debit insurance agent and any other type 
of insurance agent. 

Further, no realistic distinction can be drawn between sales, and servicing 
and collecting. There can be no sales without personal and individual contact. 
Collecting and servicing have of course value and purpose in themselves, but 
they are also and very significantly the occasion and method for regular and 
intimate personal and favorable contact by the agent with policyholders, for the 
purpose of effectuating sales of new insurance. For a debit agent the most 
fruitful list of prospects for new insurance is the list of policyholders from 
whom he collects and for whum he performs insurance services. 

Again, there is no distinction here between the debit insurance agent and any 
other type of insurance agent. If a policyholder calls the insurance agent from 
whom he has purchased the policy for some type of insurance servicing, that 
insurance agent will provide the service. It makes no difference what type of 
insurance agent is involved. And that agent will provide that service principally 
for the purpose of maintaining the good will of that policyholder as a prospec- 
tive purchaser of new and additional insurance. Exactly the same process and 
attitude are involved, whether the insurance agent is a debit agent, an ordinary 
agent, or any other type of insurance agent. It obviously arises from the nature 
of the insurance business and from the nature of any sales enterprise. 

The only distinction between a debit insurance agent and any other type of 
insurance agent is that the former has assigned to him a list of policyholders 
from whom he is to collect premium and for whom he is to provide insurance 
servicing. The principal advantage of this system to the company and to the 
agent, as indicated above, is that the regular and favorable contact between the 
policyholder and the agent creates a bond between them which is favorable to 
further sales efforts. It is of course true that the collection and servicing func- 
tions require the expenditure of time and effort on the part of the debit agent. 
But this does not means that this time and effort is non sales effort, any more 
than any other service which is performed for people as part of the sales proc- 
ess. During a single visit, or a single conversation, the debit agent may collect, 
may service, and may also make a sale of new insurance. 

Collection or servicing on an old policy may be the most favorable and ap- 
propriate oceasion for pointing out the advantages and benefits of a new 
policy. Collection and servicing calls are of course not the only occasion when 
the debit insurance agent sells insurance. Like any other type of insurance 
agent, the debit agent engages in entertaining, community activity, and the 
other variety of well-known activities and processes by which the business of 
selling life and health and accident insurance is pressed forward. Likewise, 
the other types of insurance agents make use of each of these type of activity, 
including servicing and collecting. If an existing policyholder wishes the non- 
debit insurance agent to accept the collection or to provide some service such 
as changing a beneficiary, there can be very little question that the agent will per- 
form readily, and with the prospect of new sales in mind . There is no distinc- 
tion in fact, and there should be none in law, between the various types of 
insurance agents. 

The committee should be fully aware that the debit insurance agent is an out- 
side salesman. Virtually his full working time is spent outside his employer’s 
offices. All types of insurance agents must perform a variety of detail and 
paper work, as the entire business is a signature and documentary business. 
While it is true that the debit agent is generally bound to report to his em- 
ployer’s offices about two mornings a week, there is no evidence suggesting that 
in fact he spends more time in the office than any other type of insurance agent. 
Sales meetings, sales reports and the other activities typically performed at the 
office are part and parcel of the insurance agents’ work, whether he be a debit 
agent or any other type of agent. 
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We all know that life and health and accident insurance must be sold profes- 
sionally. And it must be sold personally—each prospect’s needs, as well as 
capacity to pay, are unique. Sales and servicing in the life insurance business 
are not and cannot be handled on a delivery route basis. The insurance business 
is not like the dry-cleaning business, or the milk business. 

To be an insurance agent is to serve a highly trained and responsible pro- 
fesison. The agent requires a license from the State, and he must pass a 
professional-level examination in order to obtain it. Very many of our members 
continue with that professional training, taking courses which are the equiva- 
lent of college courses. Again, there is no distinction here between debit in- 
surance agents and other types of insurance agents. 

The debit insurance agent comes within the plain terms of the statute. There 
is no basis in the actual duties which he has, and his actual course of work in 
fulfilling those duties, which genuinely justifies any distinction between the debit 
insurance agent and any other type of insurance agent. 

It is unrealistic and unfair to continue the exclusion from coverage of debit 
insurance agents. Inasmuch as it has not been possible to obtain administrative 
clarification, the Congress is urged to amend the statute so as to make clear 
beyond any doubt that there should be no discrimination against debit insurance 
agents. 

Debit agents are in fact and should be in law “outside salesmen” within the 
meaning of the Internal Revenue Code. On behalf of members of the Insurance 
Agents’ International Union, AFL-CIO, I urge you to recommend a legislation 
which will grant debit insurance agents the status under the tax laws to which 
they are entitled by their work in selling insurance. 


The Cuarmman. Our next witness is Mr. Raymond L. Adams, from 
New York City. 

Mr. Adams, will you piesee come forward and give your name, ad- 
dress, and capacity in which you appear, for the benefit of the record? 


STATEMENT OF RAYMOND L. ADAMS, NEW YORK CITY, N. Y. 


Mr. Apvams. Thank you, Mr. Chairman and members of the sub- 
committee. 

My name is Raymond L. Adams, and I am engaged in tax manage- 
ment and planning at 350 Broadway, New York City. I appear here 
in my personal capacity. 

I would like to have my statement incorporated in the minutes, and 
I would like to give a change in my concept of relief from withhold- 
ing tax. 

e Cuarrman. Your entire statement will be included in the 
record, Mr. Adams, and you may proceed in your own way. 

(Mr. Adams’ prepared statement follows :) 


STATEMENT OF RayMonpD LL. ADAMS, NEw York, N. Y. 


Mr. Adams, Mr. Chairman, and members of the subcommittee, my name is 
Raymond L. Adams and I am engaged in tax management and planning at 350 
Broadway, New York City. 

While I was Executive Assistant, Audit, in the New York regional office and 
Chief, Audit Division, Lower Manhattan District of the Internal Revenue Serv- 
ice, I became concerned with the discrimination against the small taxpayer in 
the Federal income-tax law and regulations. I resigned from the Internal Reve- 
nue Service in January 1956. 


THE INCOME TAX LAW DISCRIMINATIONS AGAINST THE SMALL TAXPAYERS 


There are two flagrant discriminations in the law and regulations against the 
lower and middle class of workers: 

1. Failure to allow necessary automobile expense to workers in traveling to 
and from their place of employment. 

2. Failure to make allowance to homeowners for tax and interest on their 
income tax withheld from wages. 


t 
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TRAVEL EXPENSE OF WORKERS TO PLACE OF EMPLOYMENT 


Sections of the code affected 

This testimony is directed to code sections: 

Section 62: Adjusted gross income defined: Amend so as to allow a limited 
commutation expense as a deduction from gross income to arrive at adjusted 
gross income. 

Section 212: Expenses for production of income: Amend so as to allow a 
limited commutation expense as an expense for production of income. 

Section 3402F: Withholding exemptions: Amend so as to allow an additional 
exemption for commutation expenses if in excess of $500. 


NONDEDUCTIBILITY OF COMMUTATION IS BASED UPON WORLD WAR I CONDITIONS 


In 1919 the Treasury Department published an opinion* that commutation 
expenses were personal and not deductible from taxable income. An English 
court decision? was given as a precedent for this opinion. Since that time this 
reasoning has become embedded in our Federal tax regulations and court 
decisions. This ruling stated: 

“Obviously an individual is free to fix his residence wherever he chooses. 
He fixes it according to his personal convenience and inclinations as a matter 
separate and apart from business. Any expense therefore, incident to such 
residence as fixed by the individual is a matter personal to him. If he prefers, 
for personal reasons to live in a different city from that in which his business 
or employment is located, any expense incident to so doing is the result of de- 
cision based upon personal convenience and preference, and is not the result 
of anything undertaken for business purposes and, therefore, is not a business 
expense.” 

The foregoing memorandum was cited with approval in the appeal of Frank 
H. Sullivan to the Board of Tax Appeals (1 BTA 93 (1924)). The Board 
stated in part: 

“Business expenses are those incurred in producing, or in the expectation of 
producing revenues to the business, as distinguished from expenses incurred 
for the convenience, comfort, or economy of the individual in pursuing his 
business. They are the expenses necessarily incurred in the performance of his 
business duties, and not those incurred by the individual for his personal com- 
fort or convenience.” 

The Board further stated in the appeal of Sarah Backer et al (1 BTA 214 
(1924)): 

“We have already decided in the appeal of Frank H. Sullivan (1 BTA 93), 
that the cost of operating an automobile between one’s place of business and 
his residence is not an ordinary and necessary expense. Fundamentally, the 
reason for this is that the proximate cause of the automobile transportation is 
not the place of location of the business but the place of location of the resi- 
dence. Nevertheless if one ignores the element of personal choice in the selec- 
tion of a place of residence, it is possible to support a claim for a deduction 
such as that in Sullivan’s appeal with persuasive reasoning * * *.” 

The foregoing position was finally affirmed by the United States Supreme 
Court in the Flowers case.* 


In 1919 workers walked to work or used the 5-cent trolley 


In 1919 when the precedent was set that all commutation expenses were 
personal, workers usually lived close to their place of business and walked. If 
living at a distance from their place of work they used streetcars having a 
5-cent fare. In addition there were then relatively high personal exemptions 
and low wages, therefore, this early rule was of little or no consequence to the 
low or middle class of wage earners. 


REASONING FOR ORIGINAL DISALLOWANCE OF COMMUTATION EXPENSE AS A 
PERSONAL CONVENIENCE NO LONGER VALID 


During World War II, tax rates were increased, exemptions were lowered 
while war plants were being erected in low-density residential areas. The lack 
of public transit facilities compelled the wage earner to use private means of 


? Solicitor’s memorandum 1048, Commutation Bulletin No. 1, p. 101 (1919). 
? Cook v. Knott, GT Bn. Tax Cases, 246; Revell v. Directors, 3 GT. Bn. Tax Cases 12. 
* Commissioner v. J. N. Flowers, 326 U. S. 465, rev’g. 148 F. (2d) 1638. 
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transportation at a greatly increased cost with no compensating allowance 
against taxable earnings. 

After the end of the war industry accelerated its dispersal of plants to isolated 
areas thereby necessitating increased use of private automobiles as a means to 
get to and from work. The 1919 reasoning of the Treasury Department that 
commutation expenses were a personal convenience, was no longer true under 
these changed conditions. 


Formula for granting relief 

To secure proper relief provisions a limitation should probably be placed on 
the amount of the deduction such as: 

A proper proportion of the expense would be borne by the worker, and 
A ceiling would be placed upon the amount allowable. 

The formula used for the allowance of medical expense would meet these re- 
quirements by having say 2 percent of gross income considered as a personal 
expense ($100 for a $5,000 employee or 40 cents per day for a 250-day year) the 
balance of the to- and from-work expense being allowable as a deduction from 
taxable income. For example: 


NN accel ee tiecgtcngcie doen ge Ninth eso when b ees $ 
Coenen en a aceasta an hii csendnasheinet deere 200 


Balance, to- and from-work expense___-. 600 
Taxpayer's share (2 percent of $5,000) .._-_______.-_..-__----____ 100 


ens MI cS SS a Bat ett ee 500 


ALLOWANCE SHOULD BE A DEDUCTION FROM GROSS INCOME 


It is important that this deduction be considered as a deduction from gross 
income to arrive at adjusted gross income, otherwise it would be ineffective on 
returns claiming the optional deduction. 

This would give relief to wage earners from a discriminatory tax and thereby 
give them more money to purchase and to maintain their automobiles. 


CREDIT AGAINST TAXES WITHHELD WOULD AVOID OVERWITHHOLDING 


The foregoing proposal will give relief after the return is filed, audited, and 
a refund check issued the following year. An additional exemption for material 
commutation or auto expense from the withholding tax at the time the wages 
are paid would avoid overwithholding. 


EXCESSIVE WITHHOLDING FROM WAGES OF HOME OWNERS 


This testimony is directed to code sections: 

Section 151, Allowance of deduction for personal exemptions: Amend to allow 
additional exemption for taxpayer owning home. 

Section 3402 F, withholding exemptions: Amend to allow additional exemption 
for taxpayer owning home. 

Excessive taxes are now withheld from the wages of the medium and lower 
salaried worker that owns his home and pays interest and taxes on such home 
in excess of the 10 percent optional allowance. No provision is made in the 
internal revenue laws for any foreseeable, or fixed deductions from taxable 
income in excess of the nominal 10 percent in the computation of the with- 
holding tax. Most individual taxpayers that do not own their homes accept 
the optional deduction instead of detailing such items as interest, taxes, con- 
tributions and medical expenses. The homeowners find that if deductions are 
detailed they will usually secure a refund of a part of the taxes withheld from 
their wages. 

The excessive withholding from homeowners is, to a great extent, the cause 
of the fact that over 35 million taxpayers were due a refund on their 1954 tax 
returns.* Over two-thirds of these taxpayers earned less than $5,000 per 
year. These returns showed excess tax withheld of $3,700 million,‘ or over 
$100 per taxpayer. Other reasons for excessive withholding would include 
large medical bills, uninsured casualty losses, thefts, and other losses. 
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The United States Treasury does not pay any interest on excess tax withheld 
unless it fails to make a refund within 45 days from the date the return is due. 
Interest does not start running until after this 45-day period. These 35 million 
taxpayers‘ have been deprived of their money $3,700 million for nearly 1 year 
without compensation of interest by the Government for the use of their money. 


MAJORITY OF TAXPAYERS RECEIVING REFUNDS EARN LESS THAN $5,000 PER YEAR 


The majority of taxpayers receiving refunds earn less than $5,000 per year— 
they have been deprived of some $10 per month of their wages through excessive 
withholding without their consent. Returns showing a refund are subject to a 
thorough screening by the Treasury and are often subject to a detailed pre- 
refund audit. The homeowner is thereby doubly discriminated against first by 
being compelled to lose the use of his money and second by the likelihood of 
being required to prove every item on his return to be able to recover his own 
money. 


HIGHER SALARIED EMPLOYEES MAY UNDERESTIMATE THEIR TAX BY PERCENT WITH- 
OUT INTEREST OR PENALTY 


The withholding tax on the higher salaried taxpayers is not adequate to pay 
their total income tax at the time the return is filed; this underwithholding is 
partially made up by filing an estimated tax return. Generally if this estimate 
is within 70 percent of the total tax due no interest or penalties are asserted by 
the Treasury Department. 

No tax is withheld on dividends, interest, rents, profits, gains, or professional 
fees. Everyone except the lower or middle salaried wage earner may file an 
estimated tax return and retain and use 30 percent of the total amount of his 
tax due until the filing date the following year and interest free. 

Sixteen million five hundred thousand taxpayers owed additional taxes of some 
$3 billion* or nearly $200 each on their 1954 returns. This was largely due 
to underestimation of tax. 


ADDITIONAL EXEMPTIONS FOR HOMEOWNERS AND COMMUTERS 


Relief to homeowners could best be effectuated by an additional exemption 
allowance of $600 called homeowners’ exemption. This would give timely relief 
to many homeowners and at the same time be easy for both the employer and the 
Treasury to administer. 

As set out above it would be highly desirable to provide a similar exemption 
to workers using their automobiles regularly to get to and from work with per- 
haps a minimum annual mileage or expense to qualify. This method would elim- 
inate excess withholding from this class of worker if remedial legislation is 
enacted. 

PAY-AS-YOU-GO SYSTEM NOW A HARDSHIP ON MOST WORKERS 


The pay-as-you-go system to withhold taxes from wages represented the most 
drastic change in the taxing of individuals since the inception of the United 
States income tax. This plan was originally proposed as a means to enable wage 
earners to pay their taxes without hardship and borrowing at the year end when 
their tax and return was due. It now develops that this very plan is imposing a 
hardship on more than one-half of the individual taxpayers filing returns. 

The Internal Revenue Code provides that an employee may omit claims for 
exemptions from his withholding certificate and that he may agree with his 
employer to withhold an additional amount from his wages to apply on taxes 
expected to be due when his return is filed for the purpose of having 100 percent 
of tax withheld during the year. Why not similar provisions in the code to be 
applied when overwithholding is expected such as after large medical bills are 
incurred or other material deductions are sustained. At present, tax is with- 
hold from the wages of these taxpayers and they do not have to use of the 
amount withheld until the following year after a return is filed. The worker 
does not have full use of his wages when he needs the money most. 


*Lines 42 and 43, cols. 58, 59, 60, 61, 62, and 63, p. 17, Statistics of Income for 1954, 
Preliminary, Treasury Department, 
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SUMMARY 


Excessive taxes withheld from homeowners’ wages 

The computation of income taxes withheld from wages makes allowance only 
for the optional deductions of 10 percent. There are no provisions in the Internal 
Revenue Code for an allowance to homeowners who usually detail deductions 
(such as interest and taxes on their homes) in excess of the flat 10 percent al- 
lowed by the code. A large proportion of the 35 million taxpayers filing returns 
showing refunds due in the amount of $3.7 billion (1954) are homeowners having 
more taxes withheld from their wages than was due under the Internal Revenue 
Code. 

Provision should be made to allow homeowners an extra exemption to avoid 
this discriminatory treatment. 


Commutation expenses of wage earners to and from their work 


Wage earners are not now permitted to claim travel expenses to and from their 
work based upon a 1919 ruling of the Treasury Department issued at a time when 
this expense was either nonexistent or trivial. Conditions have now changed 
due to dispersal of manufacturing plants to low-density residential areas. This 
necessitates long-distance travel by private automobile to place of work. 

Provision should be made to allow a portion of such expenses as a deduction 
Tr taxable income and to give proper credit for such expenses in the tax with- 

eld. 


Mr. Apams. Thank you very much, sir. 

Our concept of commutation expenses originates back in the First 
World War. We obtained that concept from the English law. Since 
that time the worker has moved away from next door to the place 
he works or where he could take a 5-cent trolley and after a short 
ride be at his place of business. 

During World War II industrial plants were decentralized and 
dispersed into low-density residential areas. I have an article from 
the Atlanta Constitution by Mr. Jim Montgomery in their issue of 
November 21, 1957. Mr. Montgomery says: 

It’s hard to imagine that anyone would take a job so far from home that 
they would have to drive some 200 miles every morning to get there and back. 

Yet just such a situation exists in the employment ranks of Lockheed Air- 
craft Corp.’s Marietta plant. 

But it is so rare that no one would have dreamed it possible if Lockheed 
hadn’t been so interested in its employees that it decided to pinpoint their 


hometowns. 
The company’s tabulation also reveals that its Cobb County facility has work- 
ers who commute daily from 39 other counties. 


Georgia has a lot of counties, about 160, I believe, but still 39 out 
of 160 isa lot of counties. 

Do you want this article for the record ? 

The CuHairman. Without objection that article will be included 
with your testimony, Mr. Adams. 

(‘The article referred to follows :) 


{Atlanta Constitution, November 21, 1957] 


GEORGIA BUSINESS: AID IN COMMUTER SURVEY Is ASKED 
By Jim Montgomery 


It’s hard to imagine that anyone wouid take a job so far from home that 
they would have to drive some 200 miles every working day to get there and 
back. 

Yet just such a situation exists in the employment ranks of Lockheed Air- 
craft Corp’s Marietta plant. 

But it’s so rare that no one would have dreamed it possible if Lockheed hadn’t 
been so interested in its employees that it decided to pinpoint their hometowns. 
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The company’s tabulation also revealed that its Cobb County facility has 
workers who commute daily from 39 other counties. 

This information, added to other significant data on Georgia’s resources, has 
helped the State’s industrial developers in their dealings with prospective new 
industries. 

At the same time, however, it does not provide an adequate picture of the 
commuting habits of workers throughout the State. 

As a result, Georgia is hindered in— 

1. Accurately tabulating the labor resources of its communities and counties. 

2. Calculating the number of workers that can be depended upon to commute 
to jobs in prospective new plants. 

That’s why the Georgia Labor Department’s Employment Security Agency 
and Georgia Tech’s Industrial Development Branch are launching a new survey 
of where the State’s manufacturing, construction, trade, finance, and service 
firm employes live. 

Questionnaires will go out Friday to a sample number of firms in each 
category. 

“It is highly important to obtain replies from every firm which receives one,” 
State Labor Commissioner Ben T. Huiet emphasized Wednesday. 

For one thing, he said, industrial developers with accurate information on 
this score will be much more convincing in dealing with prospects. 

Furthermore, such data will enable public agencies, municipal planners, and 
others to do a more fully effective job providing roads, access highways, street 
improvements, parking areas, and other facilities which industrial expansion 
requires. 

The survey holds an additional implication for Atlanta, since a redefinition of 
Metropolitan Atlanta (meaning a possible extension into such likely border 
counties as Gwinnett) is under consideration for the 1960 census. Actual county 
selection will be based on the extent of commuting from counties now adjacent to 
the area. 

The new survey may or may not turn up some other commuting habits as im- 
probable as discovered by Lockheed. 

But it is expected to provide on a statewide basis important new facts like 
those uncovered by the Georgia labor department in a 1956 survey of Clayton 
County commuters. 

It found that while some 7,200 workers living in Clayton were commuting to 
jobs in Fulton and De Kalb Counties, they were passing another 2,100 persons 
driving from those 2 counties to jobs in Clayton. 

Inasmuch as there are frequent changes of addresses by employees, employers 
are being asked to have supervisors, section chiefs, or others personally canvass 
each worker in order to obtain the most accurate possible information. 

The results will be analyzed by Dr. John L. Fullmer, technical director of the 
study and research professor of economics at Georgia Tech’s industrial develop- 
ment branch, assisted by Mrs. Maria Mallet of the Georgia labor department’s 
employment security agency. 


Mr. Apams. Here is another article from the Atlanta Constitution 
in their issue of December 19, 1957 : 

The Under Secretary of Agriculture, Mr. True D. Morse, today urged more 
farmers to diversify their farming with industry. 

Morse said the proportion of farmers with part-time employment of 100 days 
or more a year had climbed from 47 to 58 percent in 15 years. 

These farmers usually find it necessary to use their private auto- 
mobiles to and from their part-time jobs. 

(The article referred to follows :) 


[The Atlanta Constitution, December 19, 1957] 


TAKE PART-TIME JOBS IN INDUSTRY, USDA OrrictaL Urcrs FARMERS 


MEMPHIS, TENN., December 18.—The Under Secretary of Agriculture, True D. 
Morse, today urged more farmers to diversify their farming with industry. 

Morse said that when adversity strikes, “as it has the unharvested cotton and 
other crops this fall and as it did during the disastrous drought years, the need 
for more diversity of income and jobs off the farm becomes even more important.” 
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In an address prepared for delivery at the Commercial Appeal’s plant to prosper 
forum, Morse said the proportion of farmers with part-time employment of 100 
days or more a year has climbed from 47 to 58 percent in 15 years. 

“These people stayed on their farms and diversified their incomes by more com- 
plete employment,” he said. “Small families on small farms are diversifying 
and expanding their sources of income.” 

Mr. Apams. Mr. John L. Lewis has stated that over the past years 
many of the miners have been able to move out of the primitive com- 

any houses having no conveniences into their own homes that do 
ae the necessary facilities for decent and sanitary housing of their 
families. Due to lack of suitable sites for their homes adjacent to the 
mines the miners were compelled to move some distance from their 
place of work. This necessitates the use of an automobile to get to 
and from their place of work. 

There is no public transportation facility, and no decent place to 
live around the mines. 

The Cuarmman. Mr. Adams, as I understand, if I may interrupt you 
at this point, you are making the point that because of the great change 
that has occurred since the original determination that commutation 
expenses were personal expenses we should take cognizance of the 
change and now say that those expenses are business expenses ? 

Mr. Apams. That is right, sir. The worker no longer has a choice 
of selecting a home adjacent to his business as he did in 1919 and as 
he did in England from which we patterned our first ruling. 

Now, in the excessive withholding tax, for the period ended June 30, 
1954, 35 million taxpayers received refunds or filed returns for refunds, 
of $3.7 billion. 

In my written statement I took up the plight of the homeowners. 
They usually overpay their tax and have to wait and get a refund of 
their tax the next year after filing a return and claiming interest they 
paid on mortgages, real-estate taxes, and so on. 

The Cuatmrman. That amounts to about $100 per person, according 
to these figures. 

Mr. Apams. That is the average, but of course averages mean very 
little. I tried to get the Internal Revenue Service to say how many 
$5 checks were refunded, and how many $50, and so on, but they do 
not have that information. However, while the homeowners are 
a good percentage of the total taxpayers having excess tax withheld, 
there are many other people that have more taxes withheld than they 
owe. 

T now realize I have brought out only one facet of the discriminatory 
withholding provision against the wage earner. I overlooked the 
fact that the Internal Revenue Code now has a double standard in 
such withholding provisions and that there are presently two classes of 
taxpayers. They are segregated as follows: 

The first class receives a large salary and/or nonwage income. He is 
permitted to pay only 70 percent of his tax in the year in which it is 
earned without interest or penalty on the remaining 30 percent payable 
on the following April 15. His tax withheld does not cover any tax 
liability above the lowest bracket. 

This is the taxpayer that has a nonwage income, such as dividends, 
interest, rents, professional fees, profits from business, and gains from 
sales, or salary over $5,000 if single, and $10,000 if married. He is 
supposed to take care of current payments by tax estimates and 
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quarterly payments in addition to the withholdings on any wages or 
salary he might receive. 

The second class receives a wage in the lower tax brackets; that is, 
less than $10,000 if married, or less than $5,000 if single. The highest 
possible tax is generally withheld from his wages. This provision 
in the code was largely the cause of the 35 million taxpayers being 
due a refund on their 1954 taxes of $3.7 billion. He can not reduce 
the amount of tax withheld from his wages by large permissible deduc- 
tions in excess of the minimum standard deductions. He does not 
receive any interest on the excess money withheld from him unless his 
refund is not made until after June 1 of the following year. That is 
the calendar-year basis returns. 

To place these two classes of taxpayers on the same footing, why not 
reduce the withholding rates on the wage earner a certain percentage, 
say 30 percent, so as to give the wage earner in the lower brackets the 
same privilege of filing necessary estimated tax returns and to pay any 
balance due when the final income-tax return is filed the following 
year ¢ 
: In addition to the fairness and equity of this suggestion, it would to 
a large extent eliminate the overpayment of tax by some 35 million 
taxpayers and the necessary refund of the excess tax paid. This lee- 
way would also avoid overwithholding from homeowners, victims of 
large medical bills and casualty losses. 

Thank you very much, gentlemen. 

The Cuaarrman. On the one hand, you have underpayments where 
estimates occur to the extent of about $3 billion ? 

Mr. Apams. That is right, sir. That is about 16 million taxpayers. 

The Cuarrman. Then you have the situation of the overwithhold- 
ing. There is nothing the taxpayer can do about it. That amounts 
to approximately $3.5 billion. 

Mr. Apams. About $3.7 billion for this fiscal year ended June 30, 
1954. The next 2 years it drops down some. 

The Cuarman. Your point is that between the two groups, there is 
considerable discrimination in the effect of the withholding tax. You 
made a suggestion as to how that can be corrected. 

Mr. Apams. Yes, sir. 

The Cuamman. We appreciate very much, Mr. Adams, your taking 
the time to come to the committee. I know personally that you were 
in the Internal Revenue Service in the lower Manhattan district in 
New York for a number of years prior to the time you resigned to go 
into private business, and these suggestions coming from you as a 
former employee of the Service are very helpful to us, I am sure. 
We appreciate very much your being with us. 

Are there any questions ? 

If not, thank you, sir, for coming. 

Mr. Apvams. Thank you very much, gentlemen. 

The Cuarman. We will now hear from our colleague, the Hon- 
orable George M. Rhodes, of Pennsylvania. 


STATEMENT OF HON. GEORGE M. RHODES, A REPRESENTATIVE IN 
CONGRESS FROM PENNSYLVANIA 


Mr. Ruopes. Mr. Chairman, distinguished members of the commit- 
tee, I appreciate this opportunity of presenting my views on the im- 


SaAAAIAAnTTEIEEEREEREEEEREERERRERERRaEEeemEE ET SSS SS TS 








940 GENERAL REVENUE REVISION 





rtant subject of these hearings, the revision of the Internal Revenue 
Code of 1954. 4 

I specifically desire to express my support for several] of my bills 
now pending before this committee. They include— 

H. R. 382, a bill to increase the normal tax and surtax exemp- 
tion and the exemption for dependents from $600 to $800; 

H. R. 910, a bill to establish corporate income tax rates of 22 
percent normal tax and 33 percent surtax; 

H. R. 5396, a bill to grant a deduction, for income tax pur- 
poses, to handicapped individuals, for expenses for transporta- 
tion to and from work, and to provide an additional exemption 
for a taxpayer supporting dependents who are so handicapped 
as to be unable to care for themselves; 

H. R. 4594, a bill to amend the Internal Revenue Code of 1954 
to provide a 30 percent credit against the individual income tax 
for amounts paid as tuition or fees to certain public and private 
institutions of higher education; 

H. R. 10503, a bill to amend the Internal Revenue Code of 1954 
to allow a deduction from gross income for certain amounts 
paid by a teacher for his further education. 

Before proceeding to a brief discussion of each of these bills, I 
would like to make a few observations on the overall need for tax 
relief at the present session of Congress. 

Unemployment in my district has reached its highest level since the 
end of World War II, almost 9 percent of the labor force. This does 
not include those persons on short workweeks. In the State of Penn- 
sylvania there are about 435,000 unemployed, some 9.4 percent of the 
entire labor force. According to the Bureau of Labor Statistics, there 
are 14 labor market areas in Pennsylvania having in excess of 6 per- 
cent of the labor force unemployed. Nationwide, there are some 30 
States which have over 6 percent of their workers unemployed. 

Unemployment in our Nation is on the increase and totals more 
than 414 million persons; the other symptoms of economic decline are 
also present. Production, personal income, and retail sales have been 
falling steadily since last summer. Consumer spending for hard 
goods items such as automobiles, 4 Swear and farm implements 

ave dropped. The home building industry has also declined. Other 
industries such as steel, aircraft, machinery, railroading, lumber, tex- 
tiles, and clothing have also experienced sharp downturns. 

By the end of the year 1957 almost a quarter of productive capacity 
in most industries was idle. There has also been a drop in business 
investment, in new plant and equipment. The manufacturers’ back- 
log of unfilled orders has declined sharply. By every term of eco- 
nomic measurement, we are in the midst of an economic downturn 
which is now reaching alarming proportions. 

Yet the cost of living continues to rise. In less than 2 years the 
cost of living index has risen by over 6 percent. The purchasing 
power of factory workers’ weekly earnings has been tonite declin- 
ing, further reducing the demands for goods and services needed to 
keep our economy on an even keel, The higher living costs are most 
harmful to persons living on pensions and other types of fixed in- 
come and have created untold human misery in every city, town, and 
village in our Nation. 


a 
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Mr. Chairman, I am convinced that our current economic decline 
was directly caused by the high interest rate, “hard money” policies 
of the Eisenhower administration. Many of us in Congress have 
warned of the consequences of these policies which have proved to 
be so disastrous in the past. They were initiated on the grounds that 
something must be done to curb inflation. It is abundantly clear that 
“hard money” policies have not stopped the inflationary spiral, and 
actually have helped to increase this trend. We now pay more for 
interest on the national debt, it costs our taxpayers more to finance 
local bond issues, and more to purchase homes and goods on time. 
High interest rates have also contributed to the rising cost of living in 
numerous other ways. 

The basic economic problem is the lack of balance between the 
economy’s improving ability to produce and its lagging ability to 
consume. We ru.ust restore this balance so that American workers 
can go back to work, to fully utilize our full productive capacity, 
to bolster our sagging consumer expenditures, to create new demands 
for products, and thus, to complete the cycle, to stimulate new pro- 
duction and rehiring of the unemployed. In these crucial days we 
cannot afford to have idle men, idle machines, and abandoned factories. 
We must have an expanding, full employment economy if our Nation 
is to meet the needs of national defense and our growing population. 

Mr. Chairman, it seems to me obvious that the best and quickest 
way to provide the needed stimulant for our sagging economy is to 
enact legislation raising personal income-tax exemptions, This would 
put needed purchasing power in the hands of persons in the lower 
and middle income groups, so-called high velocity dollars which 
would be quickly fed into the economic bloodstream. 

Aside from the importance of this type of tax legislation from an 
economic viewpoint, it is also justified on the basis of equity. The 
last revision of the tax laws in 1954 provided generous relief to cor- 
porations and to upper middle and high income groups, but largely 
ignored the vast majority of American taxpayers, For this reason 
I feel that the exemption increase method is much preferable to the 
percentage tax reduction or combination exemption-percentage method 
in providing needed tax relief for the average taxpayer. 

t is my hope that this committee will give much serious considera- 
tion to reducing personal income taxes along the lines provided for 
in my bill H. R. 382 in view of the serious unemployment problem 
which threatens our economic structure. 

A closely related tax problem is that of small businesses. There 
have been numerous studies by the House and Senate Small Business 
Committees which show the ever-increasing number of small business 
failures, the abnormally high rate of bankruptcies, and the correspond- 
ing increase in absorption of small businesses through mergers. It 
is quite clear that small businesses, whether they be partnerships or 
corporations, are sorely in need of tax relief. 

Many of these small enterprises have been unable to finance capital 
improvements, necessary for them to expand their markets and to 
sustain a pattern of growth. Again, the “hard money” policies have 
made it difficult if not impossible for them to expand their operations. 
Operating on shoestring profit margins, many of these small busi- 
nesses have also been unable to finance their expansion out of profits 
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and consequently have been unable to provide the new job oppor- 
tunities which are so important to the economic growth and prosperity 
of the community. 

There have been many aes for supplying the type of tax relief 
urgently needed by small businesses. My bill, H. R. 910 offers one 
em which I feel is worthy of consideration by this committee. 

s proposal would establish a 22 percent normal tax and 33 percent 
surtax on corporate earnings over $25,000 a year, thus giving the bulk 
of the savings to small companies having less than $50,000 income 
subject to both normal and surtax. Table I below, prepared by the 
Joint Committee on Internal Revenue Taxation, shows the com- 
parison of tax liability under H. R. 910 with the tax liability under 
the present law for selected levels of corporate incomes: 


Taste I.—Comparison of taw liability under proposal with taw liability under 
present law on selected incomes 


(Proposal: Corporation rates—22 percent normal, 33 percent surtax, $25,000 
surtax exemption) 


Increase (+-) or 
Taxunder | Tax under decrease (—) 
Income subject to both normal and surtax proposal | present law 


GUNN ok ih a ile ke $1, 100. 00 $1, 500. 00 —$400 —26.7 
agin he SS ocovnaficiny paint naprionanaiamestp 2, 200. 00 8, 000. 00 —800 —26.7 
BEDE beth enschocdsclescchabevubsheekdpteatone 5, 500. 00 7, 500. 00 —2, 000 —26.7 
OID vgs cog scsesenwoviceseocbsresunmieesee 19, 250. 00 20, 500. 00 —1, 250 —6.1 
SE Gcaceneppccclcaasbunphsosnasqmaratnan 42, 166. 67 iy MEE Veonpdondiveradawaspapede 
ike oak cad ae hh nha cee chiebddinm icin 46, 750. 00 46, 500. 00 +250 +.5 

thndbacnnniiocdpaanne=pdeemnnstinbennndinde: 115, 500. 00 111, 500. 00 +4, 000 +3. 6 

TO buiivbwnreccscnsscvenswewetdswctbiuescce 266, 750. 00 254, 500. 00 +12, 250 +4.8 
TA oie witenpecrtineddo ints csendmcaceregeeuse 541, 750. 00 514, 500. 00 +27, 250 +5. 3 
TE dat sinugiap ass hepecepacraprdancobalis 5, 491, 750. 00 5, 194, 500. 00 +297, 250 +5.7 
SOR hs oh kiss eek coded 54, 991,750.00 | 51, 994,500.00 | -+2, 997, 250 +5. 8 


The next tax measure I would like to mention is H. R. 5396, a bill 
relating to income tax deductions for handicapped persons. 

It is apparent from any study of the present tax law that there are 
areas where some special Gideon should be given to groups of 
taxpayers because of unusual circumstances over which they have 
no control. This is especially true in the case of handicapped persons. 

Over the years great emphasis has been placed on the useful services 
which handica ped citizens can and do perform in our economy. 
“Hire the Handicapped” campaigns are siieieeaeti annually with great 
success, not only for the individuals themselves but also for industries 
which employ physically handicapped individuals. 

However, this has brought about a distinct hardship since these 

rsons are not entitled to deduct transportation expenses to and 
Pros work under the present law. Most handicapped individuals 
are not able to use public transportation and are forced to use other, 
more expensive private conveyances. The bill would merely recognize 
this fact and make possible more equitable treatment of the relatively 
few number of handicapped taxpayers. 

It would also provide additional exemptions for handicapped per- 
sons, their spouses, and dependents, in recognition of the added costs 
of providing special facilities and care required by these persons. I 
sincerely hope that the committee will give serious consideration to 
the needed tax exemptions provided for in H. R. 5396. 
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The final two bills I would like to mention both deal with education. 
The first of these is H. R. 4594, which would provide for tax credit up 
to 30 percent for amounts paid in tuition cud: fees for the higher edu- 
cation of taxpayers’ dependents. 

All of us agree that higher education of our children is desirable 
from a personal standpoint. Studies show that the potential lifetime 
earnings of college graduates exceed by many times the potential 
earnings of those without the opportunity for advanced education. 
Of course, in the long run, this is closely related to the potential tax 
yield many years hence. It is also important in encouraging the higher 
education of hundreds of thousands of our young people. The rising 
cost of higher education in recent years has made it more difficult for 
many parents to send their children to college. 

The challenges presented by recent Soviet advances in the educa- 
tional and scientific fields make the need for this type of legislation 
even more pressing from the standpoint of our national security. 
While I do not feel that tax incentive for education is sufficient in it- 
self to meet this challenge, it would certainly be a big step in the 
right direction. 

The last bill to be discussed also deals with education, but from a dif- 
ferent approach. My bill, H. R. 10503, identical to H. R. 4662 intro- 
duced by your distinguished colleague on the committee, Congress- 
man Cecil King, of California, would allow tax deductions for teach- 
ers who take advanced courses to further their education. 

Our educational system is only as good as the caliber of our teachers. 
Teachers who spend their time and money on graduate courses to im- 
prove their academic standards are the dedicated type of professional 
educators we need in our school systems. They should be encouraged 
in these efforts in every way possible. 

The method of encouragement offered in this bill is reasonable and 
could pay big dividends in the raising of our educational] levels. It 
is generally conceded that teaching is a grossly underpaid, yet ex- 
tremely important profession. While the deductions provided for in 
this bill would not add greatly to the income of teachers, they would 
nevertheless be an incentive for more teachers to take advanced 
courses. For this reason I hope that this measure will be given care- 
ful study by the committee. 

The long-run benefits to individuals, to the economy, and to the Na- 
tion which would result from the enactment of these five tax measures 
would, in my opinion, far surpass the immediate revenue losses. Yet 
we cannot ignore these short-run losses in view of our efforts to achieve 
a maximum degree of fiscal stability. 

Therefore, we should endeavor to balance, as nearly as possible, the 
losses in tax revenue resulting from these equitable and urgently needed 
changes in the tax law with the additional revenues which could be 
obtained by closing inequitable tax loopholes which favor certain se- 
lect groups or industries. These obvious loopholes have already been 
called to the attention of the committee by numerous witnesses. A 
series of articles by Mr. Jack Steele, entitled “Our Income-Tax Sieve,” 
appearing throughout the country in the Scripps-Howard newspapers 
have brought these loopholes to public attention. 

Various loopholes in the present tax law are estimated to cost the 
Government about $9 billion in lost revenue a year, more than enough 
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to pay for the cost of the tax proposals I have discussed, as well as 
other meritorious measures being considered by your committee. 
There would even be enough of the $9 billion left over to pay the costs 
of increased spending for national defense and to balance the budget 
in the coming fiscal year. 

What are some of these loopholes? They include the percentage 
depletion device, which has permitted oil millionaires to avoid pay- 
ment of billions of dollars in taxes each year; the rapid tax writeoff 
device; the special depreciation allowances on new plant and equip- 
ment; the split-income device; the family partnership device; the 
stock option device; and the failure to withhold taxes on dividend and 
interest income. ) 

Mr. Chairman, I urge that the committee give full consideration to 
the legislation I have discussed and to the need for closing the tax 
loopholes which perpetuate inequities in our tax laws. 

The CHamMan. We will now hear from our colleague, the Hon- 
orable Brooks Hays, of Arkansas. 


STATEMENT OF HON. BROOKS HAYS, A REPRESENTATIVE IN 
CONGRESS FROM ARKANSAS 


Mr. Hays. I believe that H. R. 1154, introduced by Mr. Keogh, of 
New York, will do much to adjust present inequities in the income- 
tax status of orthopedically handicapped taxpayers. Such handi- 
capped people are compelled to spend large amounts of money for 
such items as special orthopedic and prosthetic devices not entirely 
deductible under the medical deduction provision of the law; extra 
clothes; suitable living accommodations; special arrangements for 
transportation ; and many other necessary extras. It would seem only 
just and equitable to grant some tax relief to these people who are 

urdened with such heavy expenses in addition to their dificult 
adjustment to their disability, H. R. 1154 calls for the provision of 
an additional exemption for income-tax purposes for a taxpayer or 
spouse who is physically disabled and a deduction allowance of up to 
$600 a year for expenses for transportation to and from work. I feel 
that this granting of tax relief would not only provide needed finan- 
cial assistance to the recipients, but would also be in the public interest, 
since it would encourage the return to and stability in the labor force 
of many rehabilitated persons. 


The Cuamman. The last witness, ) i i 

. ss, Mr. Nathaniel Miller, } 

a note to the Chair stating that he would not be able to isan tn 
the city and asking permission that his statement be filed in the 


record in lieu of his personal appearance. Without. objecti 
statement will appear in the record at this point mone sete ra 
(Mr. Miller’s prepared statement follows :) 


. 


SUMMARY OF TESTIMONY BY NATHANIEL MILLER 


Since 1921 when I first entered inde 
pendent professional practice, the i - 
tax laws have achieved a dominant position in our Spmastic aslomaniinn is 


only natural that the project of administration shoul 
t : d have grown in pr ti 

The growth has not been painless and it is tia Ecete that 
cerietnmaneinate aera it is about one of these developments that 


et agg} peasy 9 administration of the law has de 
es. Many decisions have been made by the Dep: 

partment on fine 1 - 

aon pd mae oe a font ay the courts on grounds totally talies ta tao 

riginal dispute. Actually this law has often been gi 
punitive effect in its civil administration. Bec the hieaaie selieiae te 
5 ause the Depa > 

acquiesce in appellate court decisions, for example, cular tas ane eae oe 

payers are required to pay double penalties for failure to file a declaration; 

, 


veloped along highly legalistic 


one for failure to file and the other for underpayment. 
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It frequently happens that the life of an issue, once it is raised between the 
Department and the taxpayer, mushrooms as successive administrative groups 
feed on the impotency of the taxpayer to dispose of the dispute except by com- 
plete surrender and slavishly demand adherence to restrictive foibles. In a 
report on the work of the Tax Division of the Department of Justice for 1957, 
Assistant Attorney General Charles K. Rice says: “There has been an enormous 
rise in the amount of litigation involving taxes during the past decade, and there 
is every indication that the upward trend will continue for some time. Since 
1947, the number of new cases commenced each year has nearly tripled and the 
increase in the coming year will probably amount to an additional 10 percent 
over the year just ended.” The report further comments on the fact that the 
Tax Division was able to reduce by more than a full year the time required in 
1952 to process the average tax case. This inferentially indicates the slow 
development and solution of current tax disputes. There is scarcely an ex- 
perienced practitioner who does not have a story to tell of some pyrrhie victory 
gained by the Government because by the time the dispute was disposed of, the 
taxpayer was penniless, although during the course of the dispute the taxpayer 
was prepared to make substantial payments to dispose of the dispute. There is 
no estimate available for the very considerable loss in time and valuable man- 
power from present Department procedures. 

The formal legal machinery for the settlement of a dispute provides for a start 
with the Tax Court where the initial cost of filing is nominal; but this is not so 
of the other costs and requirements in which a taxpayer becomes involved when 
he seeks to have his day in court, for retaining of counsel, preparation of evidence 
in legal form, attendance of witnesses, presentation of testimony all combine 
to disfranchise the taxpayer unless he is prepared to pay heavily for his ideals, 
or the benefits to be obtained are substantially in excess of his costs. 

I propose a more informal approach, to establish a tax settlement board along 
the lines of H. R. 7 introduced in the House of Representatives on January 5, 
1955, but not heretofore acted upon. 

A statement of intent by Congress should be made (in the bill) outlining the 
functions of the Tax Supplement Board and establishing the power of this 
Board to dispose of any disputed questions between the Department and the 
taxpayer, on parallel lines, that is to say, with power to act on any disputed 
point. This Tax Settlement Board should receive its information in an informal 
statement submitted by the taxpayer in writing, and submitted to the Depart- 
ment in advance of an oral hearing. By the time this point has been reached, the 
Department has had ample opportunity to determine the truth and/or correc- 
ness of the taxpayer’s claims. The taxpayer’s efforts at his hearing would be 
concentrated on clarifying the points at issue. This Tax Settlement Board 
should make a statement of findings of fact and a decision, without prejudice 
to the taxpayer if he chooses to proceed legally thereafter and take issue with 
the Board’s findings. 

To provide that the composition of the Tax Settlement Board would lend 
itself to this informality of procedure, in my opinion this Board should be 
composed of men appointed in equal number by the Senate Finance Committee, 
the House Committee on Ways and Means, and the President and the number of 
appointees should be equally divided between the two dominant political parties. 
Members of this Board should be selected from the large group of people who 
have never had any official connection with the tax departments of the Federal 
Government or of any of the States. Each member should be permitted to serve 
only a limited term, perhaps of 10 to 15 years, to permit rotating appointments. 
The Senate and House committees might be required to appoint nonlawyers so 
that the legal questions might be deemphasized and so that the taxpayer might 
be assured of a businessman’s approach to the question. The salary should be 
substantial to attract the best quality of members. By its composition such a 
Board would be strongly inclined to follow the intentions of Congress. There 
should be no privilege of secrecy attached to any of the Board’s activities since 
equity under the law would be its primary consideration. Being under public 
observation, the newspapers would amply protect the interests of the people. 

Decisions of this Board would be quickly made and there would be very 
considerable savings of time and expert manpower in administration by the 
Department. All manpower in direct contact with a case is necessarily multi- 
plied into substantial additional and costly administrative procedures and 
requirements. 

There would be tremendous savings of time for the taxpayer and the Govern- 
ment, savings of interest costs to the taxpayers, and savings of losses to the 
Government. 
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MEMORANDUM OF SUGGESTED CHANGES IN H. R. 7, INCLUDING COMMENTS THEREON 


Section 1150. Establishment 


A statement of intent should be made as part of the law. I have always felt 
that extreme legalistic interpretations presently applied to the tax law by the 
Department and the courts should be tempered by equitable principles. The De- 
partment frequently makes the claim that its position is necessary for “protection 
of the revenue.” “Protection of the revenue” is a responsibility and function of 
the Congress and President in conjunction with each other and is too often 
interferred with by extreme legalistic interpretations, before Congress has an 
opportunity to clarify a position. Doubts should not be resolved per se against 
the taxpayer and in favor of the Government, as this procedure has penal over- 
tones and there have been too many instances where Congress has been called 
upon to correct the damage caused by the combination of a zealous administrative 
official and involved legal interpretation by the courts, in violation of ordinary 
business and everyday living procedure. I have always felt that the Government 
should be like Caesar’s wife, above suspicion, and matters not specifically covered 
by the law should be resolved in favor of the taxpayer. The public is amply 
protected by newspapers and other periodicals and pressure groups which con- 
tinuously point up loopholes discovered in the law. It is for Congress to decide 
whether or not these so-called loopholes should be corrected. I feel sure that 
Congress will protect the best interests of the country and a general statement 
of intent would be helpful in guiding and determining the trend of decisions by 
the Tax Settlement Board. 


Section 1151 (a). Petition to Taw Settlement Board 


The taxpayer should be required to set forth the pertinent facts to be relied 
on by him in his case, and a brief statement (limited to a maximum content) of 
the law and argument to be presented by him. The Department could then 
submit a rebuttal or denial of those statements to which it takes exception, stating 
any other facts which it has learned during the course of examination which 
may be pertinent to the case. The issue would then be drawn, so that the Board 
could notify the taxpayer in advance as to the facts agreed upon by the Depart- 
ment and what additional proof would be required from the taxpayer. During 
the course of an examination by the Department it is most unlikely that any 
pertinent factors could remain hidden from the Department. This procedure 
would cut down the time required for presentation of any evidence and would 
enable the Board to move much more swiftly in making decisions. 


Section 1151 (b). Settlement 


The Tax Settlement Board should make findings of fact. This suggestion is in 
direct opposition to the present proposed section 1151 (b). Nor should the 
Board be limited by the taxpayer’s petition nor the Department’s answer in pre- 
paring its findings of fact. On further appeal to the Tax Court and/or statutory 
courts, the taxpayer and/or the Department would find it unnecessary to take the 
time of the court except to bring out other points or facts which, in their opinion, 
might effect a change in the decision. 


Section 1151 (c). Proceedings after settlement 


The statement of facts prepared by the Tax Settlement Board would become 
part of the judicial record. This procedure would materially reduce the amount 
of time necessary and the cost of presentation, and is consistent with the state- 
ment in the previous paragraph. 


Section 1152 (a). Number 


I suggest that 30 members might be a better number to compose this Board. 
This will permit the selection of 6 new members each year and form a bipartisan 
approach by equal division (by law) between the 2 dominant political parties 
of our country. 


Section 1152 (b). Appointment 

So that the congressional point of view will be more effectively translated into 
being, I propose that the Senate Finance Committee and the House Ways and 
Means Committee each nominate 10 citizens each year for membership on the 
Tax Settlement Board. It should be required that one-half of each of the nomi- 
nees by each group be Democrats and the other half Republicans. From these 
20 nominees the President would actually appoint 6, 3 of them would be Republi- 
cans and 8 would be Democrats. 
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It should also be required that in the selection of nominees by the respective 
committees and in the final appointment to the Board by the President that half 
of the nominees nominated and appointed should be nonlawyers. It should be 
required that none of the appointees to this Board should have had any previous 
official connection with the Federal and/or any State income tax department. 

These procedures and restrictions would insure a fresh, nonlegalistic approach. 
A member’s tenure should be limited to two terms so that a constant flow of 
fresh thought would be insured. 


Section 1152 (c). Salary 


To insure the appointment of the most competent personnel available, the 
salary paid should be not less than $15,000 per year. In these recent years of 
expanding and inflationary pressures $15,000 is a relatively reasonable salary 
payment for the importance of the work here involved. 


The Cuarrman. That completes the calendar for today. Without 
objection we will adjourn until 10 o’clock in the morning. 
(The following letters were filed with the committee :) 


UnitTep States SENATE, 


Washington, D. C., January 8, 1958. 
Hon. WILBvR D. MILLs, 


Acting Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


My Dears Mr. CuairMAN: I wish to urge favorable action on H. R. 1154, de- 
signed to provide a deduction for income-tax purposes, in the case of a disabled 
individual, for expenses for transportation to and from work not exceeding $600 
per annum; and to provide an additional exemption for a taxpayer or spouse 
who is physically disabled. 

Many persons who are orthopedically handicapped must, of necessity, spend 
substantial sums of money in connection with traveling to and from their work. 
Many are required to use taxicabs. Others must use automobiles fitted with 
special equipment. Paraplegics often must equip their homes with special equip- 
ment, such as ramps, to enable them to enter and leave the premises. 

Enactment of H. R. 1154 would remove an inequity in the Internal Revenue 
Code and help ease the heavy expenses and burdens of the physically handicapped. 
In addition, I am confident that one of the most important results of this legisla- 
tion would be an increase in employment of the physically handicapped, who 
could use the tax savings for traveling to and from a job, while now many are 
forced to remain at home, idle. 

Again, I respectfully urge your committee’s sympathetic consideration of 
H. R. 1154. 

I will appreciate my letter being made a part of the record of the hearings on 
this proposal. 

Sincerely yours, 
CHARLES FE. Porter, 
United States Senator. 


THE CHICAGO PoLiIo Swim Crus, 
Chicago, Ill., November 29, 1957. 
Re H. R. 1154, the Keogh bill. 
CLERK, COMMITTEE ON WAYS AND MEANS, 
New House Office Building, Washington, D. C. 


GENTLEMEN: The officers and members of the Chicago Polio Swim Club are 
in favor of the passage of H. R. 1154, the Keogh bill, on tax relief for the ortho- 
pedically handicapped relative to additional exemptions and itemized deductions 
for them. 

We have many added expenses because of our handicaps. Transportation is a 
big problem, for many of us cannot use buses, trains, or streetcars and without 
these are unable to get to and from work, thus either a taxicab or an automobile 
has to be used which is much more expensive than bus, train, or streetcar. 

Wheelchairs, braces, special shoes, crutches, and canes, without which some 
of us would be immobile, are very expensive items. After the initial cost of 
these appliances, maintenance of them is very important so that they can prop- 
erly help their users. This maintenance is another large expense. These same 
orthopedic devices create another expense for they cause much added wear and 
tear on clothing. 
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The aforementioned expenses added together constitute a very large outlay of 
money on the part of the physically handicapped which we hope to have greatly 
reduced by the passage of H. R. 1154, the Keogh bill. 

Very truly yours, 
Kay Jackson, Secretary. 


THE LAMPLIGHTERS, 
New York, N. Y., November 27, 1957. 


In reference to H. R. 1154, Keogh. Additional exemptions and a deduction for 
physically handicapped taxpayers amendment to section 151, sections 216 and 


217 of the Internal Revenue Code of 1954. 


CLERK OF THE Ways AND MEANS COMMITTEE, 
House Building, Washington, D. C.: 


We, The Lamplighters, a part of the thousands of handicapped persons are 
in favor of the Keogh bill, H. R. 1154, which would provide Federal income tax 
relief in the form of tax deductions for expenses to and from work; and an ad- 
ditional exemption of $600. 

Passage of the Keogh bill, H. R. 1154, would be a distinct aid in the process 
of rehabilitation of the orthopedically handicapped, as well as giving them the 
initiative to become more useful and productive citizens. 

We therefore urge you to pass upon the Keogh bill, H. R. 1154, favorably and 
send it to the House proper. 

Truly yours, 
NIcHOLAS Crisa, President. 


(The following news article was filed by Mr. Keogh :) 


{From the New York Times, January 14, 1958] 
Tax AID FOR THE DISABLED 


Disabled persons—especially those who are doing what they can to earn a 
living in spite of their misfortune—are suffering from added handicaps because 
of the Federal tax law. 

Those who must have special equipment for their automobiles, or who have 
to hire cars to take them to work, or need wheeled chairs to get around, have 
much greater expense just for daily living than normal people—let alone doing 
a job, useful not only to themselves but to the public as well. Then, too, they 
have greater-than-normal costs for the purchase and upkeep of corrective devices 
and of made-to-order clothing subject to unusual wear. 

Some of these additional financial burdens are already being eased by the tax 
law through deductions as medical expenses—but only that portion which ex- 
ceeds 3 percent of the individual's adjusted gross income. For many other extra 
expenses of the disabled there is no tax relief at all. 

Representative Eugene J. Keogh, of Brooklyn, has introduced a bill—H. R. 
1154—which, if enacted, would help a great deal in reducing these handicaps. 
It provides for income tax deductions by the disabled of expenses in going to 
and from work—up to $600 a year—and for a straight $600 exemption as an 
offset to other special living costs with which the disabled are saddled. The 
Keogh bill is endorsed by the New York State Medical Society and an impressive 
list of social welfare, religious and labor organizations. It should, without fail, 
be passed. 


Whereupon, at 4: 30 p. m. the committee was recessed, to reconvene 
at 10 a. m., Wednesday, January 15, 1958.) 
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GENERAL REVENUE REVISION 
(Depreciation; Education Expenses; and H. R. 6452 and 9119) 


WEDNESDAY, JANUARY 15, 1957 


House or REPRESENTATIVES, 
CommiTTer on Ways AND MEans, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to recess, in the hearing 
room of the Committee on Ways and Means, House Office Building, 
Hon. Wilbur D. Mills (chairman) presiding. 

The Cuamman. The committee will come to order. 

Our first witness this morning is the Reverend William T. Hogan. 
Is Reverend Hogan present ? 

Mr. Krocu. Before Father Hogan begins his statement, Mr. Chair- 
man, may I make this brief statement about his background: 

The Reverend William T. Hogan, 8S. J., professor of economics and 
director of the industrial economics program at Fordham University, 
has devoted more than 10 years to studies of heavy industry, and is 
presently engaged in writing a complete economic study of the iron 
and steel industry. 

He is the author of Productivity in the Blast-Furnace and Open- 
Hearth Segments of the Steel Industry and The Development of 
American Heavy Industry in the Twentieth Century. Father Hogan 
has also written a number of papers on economics in the steel industry. 

The Cuatrman. Thank you for that statement, Mr. Keogh. Father 
Hogan, will you please give your name and address and the capacity 
in which you appear for the benefit of the record. 


STATEMENT OF REV. WILLIAM T. HOGAN, PROFESSOR OF ECO- 
NOMICS AND DIRECTOR OF ECONOMICS PROGRAM, FORDHAM 
UNIVERSITY, NEW YORK, N. Y. 


Father Hocan. I am William T. Hogan of the Society of Jesus. 
I am at Fordham University in New York, and I am a professor of 
economics at Fordham University. 

The Cuarrman. We are pleased to have you with us this morning 
and you are recognized to proceed in your own way. 

Father Hogan. I would like to dinids the question of deprecia- 
tion reserves and their relation to replacement costs. This is a prob- 
lem which faces many industries today. However, my testimony 
will deal primarily with the steel industry since most of my studies 
have been in this area. 

There is a paradox today in the steel industry. Dollar profits in 
the last few years have reached record heights, and yet in spite of 
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record earnings of about $1.1 billion each year for 1955 and 1956 
the steel companies are pressed to find funds for the replacement and 
modernization of their plants and equipment. 

This problem, as you know, is a result of the sharp inflationary 
trends iedlend in our economy since World War II, and which has 
brought with it increased costs and declining purchasing power. In 
terms of the Consumer Price Index, the dollar in 1956 and 1957 is 
worth just about one-half of what it was worth in 1939. 

Further, the construction dollar is worth about 40 percent of its 
value 17 me ago. So that it now takes two to two-and-a-half dollars 
to buy what $1 would buy in the way of facilities in 1939 and 1940. 

If we had a facilit that was installed for $1 million in 1939 and 
1940, to replace it today would require from $2 million to $214 mil- 
lion. Therefore, an additional $1 million or $114 million must be 

tten from some other source than depreciation funds. Since only 
the original cost, or $1 million, can be recouped by depreciation 
charges, the situation is applicable today to all industries that have 
long-lived equipment, and equipment that is written off over a 20- 

r 30-year period. These investments made 20 years ago have felt 
the full impact of post-World War IT inflation. 

The critical nature of the equipment-replacement problem was rec- 
ognized a few years ago by a few companies, but not too many. Most 
of them decided that after the war we would perhaps have a slight 
recession, and the inflation problem would solve itself, and therefore 
there was no reason to take any further steps in the matter. 

This has not been the case. Inflation is with us with a vengeance, 
in spite of our present small recession. MP to date, no genuine solu- 
tion has been offered for this problem, although the situation was 
somewhat alleviated by the limited application of the last few years of 
the Second Revenue Act of 1940, which allowed a 5-year writeoff of 
war and defense plants. 

Thus, the investment made in these plants could be recouped in a 
short time, and consequently prevent loss to companies that install 

lants exclusively for wartime use. The rapid amortization ended 
In many industries with World War II, and was again restored for 
defense facilities when the Korean war broke in 1950. Since 1956, 
however, very few certificates of necessity have been granted to allow 
for rapid writeoff of capital equipment. 

The application of the defense of the Revenue Act of 1940 is not a 
solution but really a palliative, since it is applied, first, to those 
facilities which were necessary for defense, and, second, it permits the 
company to recover only its original investment in 5 years. 

owever, it does not solve the problem of continued inflation, since 
facilities written off in 5 years would be replaced, let us say, in 20 
years. They were going to be used for another 15, and at the end of 
20 years they would have to be replaced at much more than the origi- 
nal cost of installation. 

The problem in the steel industry is particularly acute. Much of 
the equipment in the steel industry is large, expensive, and long-lived. 
The industry has been particularly hard hit by postwar inflation, and 
the lack of adequate depreciation funds for the replacement of plants. 

The average life of steel-mill equipment is between 20 and 25 years. 
Thus, at the present time the industry finds it necessary to replace 
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assets acquired in the middle and early 1930’s. The original invest- 
ment in this equipment, and consequently, the depreciation accrual, 
amounts to less than one-half of their present replacement costs. 

The problem is further aggravated by the sheer size of investment 
required to produce iron and steel. At present the industry has 
$13 billion worth of assets in operation, and a substantial proportion 
of these must be replaced every year. 

One graphic illustration of the impact of inflation on the steel 
industry can be had from the experience of one company between 
1945 and 1948. A blast furnace was planned in 1945 with an appro- 
priation of $8 million. By 1948, when the facility was finally com- 
pleted, the total cost was $11 million. So that in 3 years there was 
an increase of some 40 percent. 

Another company, a large one in the steel industry, in order to 
replace its worn-out facilities between 1946 and 1955 At to supple- 
ment each dollar invested from accrued depreciation funds with $1.30 
taken from profits. So that for every dollar of accrued depreciation, 
$1.30 had to be added out of profits. Thus, $220 million were taken 
from profits to supplement $170 million of depreciation allowances. 
That was over a period of 10 years. 

To solve this problem, the industry must raise substantial funds in 
addition to its depreciation accrual, just to keep its present plant 
operating. In 1956, depreciation charges in the industry amounted 
to $743 million, which was between $300 to $400 million short 
of the sum necessary to replace plant and equipment. This $300 
to $400 million is a substantial figure indeed, and yet by 1960, it 
is estimated that the gap between replacement costs and actual ac- 
crued depreciation will be in the nei SReskoal of $600 million. 

This increase is based on several factors. First, the hypothesis that 
inflation will continue, second, the fact that the steel industry itself 
is growing and thus the amount of plant to be replaced each year 
will grow; and, third, that accruals from depreciation will remain 
about the same during the period. 

Having established this need for extra money to supply the deficit, 
the question then arises, Where will the money come from? Several 
expedients have been suggested. The first is that money might be 
borrowed. This could work as an emergency measure for a year or 
two. However, we must keep in mind that the problem is one that 
recurs annually. The money will be needed every year, since plants 
must be replaced annually and no one can go on borrowing large sums 
of money indefinitely without facing bankruptcy. 

The second expedient is the sale of stock. This, I repeat, is for the 
replacement of equipment. Now, if stock were sold merely to replace 
equipment, it would water down the equity of the present stockholders 
and it seems doubtful furthermore that anyone would buy stock in a 
company that was not making enough money to cover its costs of 
production, and the wear and tear on and replacement of facilities 
are definitely costs of production. 

Thus, we can reject these two expedients and turn to the third, 
which has been used widely today. This is the investment of retained 
earnings. The approach under the present circumstances is about 
the only sound one that can be used, although it results in a number 
of distortions that are not always fully recognized. It has been used 
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by many companies to solve the problem today of the replacement of 
wornout and obsolete plants and equipment. 

This problem of replacing not only wornout equipment but obso- 
lete equipment is a very serious one and has to be met. In the 
first place, it is obvious that wornout equipment has to be replaced or 
a company just does not remain in business. 

Secondly, the industry has to replace economically obsolete plants 
if it is going to maintain its productivity or, hopefully, increase that 
productivity. This second factor, although not quite as evident as 
the first, is of considerable significance since the maintenance and 
increase of productivity is of prime importance to the steel industry 
and to the economy today. There are several reasons for this. 

First, increased productivity is the principal means at our dis- 
posal for increasing the Nation’s wealth. Productivity is a ratio 
between the input factors in production—namely, labor, raw ma- 
terials, and capital equipment—and the resultant output. Thus, if 
productivity increases, we can get more product per man-hour, more 
product per unit of raw materials, and more product per machine, 
and in this way we are actually increasing the Nation’s wealth. We 
are getting more out for what we put in. 

In the second place, increased productivity is a means, one means, 
for controlling inflation. If production yields are higher, and if 
efficiency has increased, it is certainly possible within limits to increase 
ae and dividends without increasing prices. 

hird, productivity presents a means to compete with foreign pro- 
ducers. Foreign competition is not a big item in the steel industry 
today, but it has been felt in certain areas. It will probably increase 
in the future because we must recall that many of the antiquated | 
and obsolete facilities that were used by the steel industry in Europe 
and in the Far East were destroyed during the war, and they have 
been replaced in great part by up-to-date, modern facilities. These 
facilities will yield better quality at lower costs and the difference 
in wage rates between the United States and the foreign competition 
is considerable. In many cases, it is 3 to 1 and our principal hope of | 
meeting this competition in the future is through greater efficiency. 

In almost every phase of the steel industry, improved plant and 
equipment is a requisite for greater productivity. Much can be done 
by improved practices and beneficiated raw materials, but even the 
beneficiation of raw materials requires expensive plants, taconite 
plants, coal-washing plants and so on. 

Therefore, if we are going to increase efficiency and productivity : 
we must replace not only physically wornout plants but economically : 
obsolete plants and equipment. We must be in a position to take 
advantage of the improvements in technology if we are to increase 
output and operate efficiently and economically. 

If obsolescence replacement is not carried out because of inadequate 
depreciation funds, the steel industry will fall behind and our general 
economy will suffer. This is not only true of the steel industry, but 
true of other industries as well. 

Further, the replacement of obsolete equipment can increase produc- 
tion as well as productivity and, furthermore, improve on quality. 

I mentioned that the use of profits to supplement depreciation re- 
serves has resulted in some distortions. In the first place, the expedient | 
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of reinvesting these earnings to compensate for inadequate reserves has 
distorted profits. Profits are determined, as you know, by subtracting 
from gross income the full cost of doing business, which includes 
charges for depreciation and amortization. 

However, the industry, because of tax laws, has not been able to 
charge off adequate depreciation on its facilities with the result that 
its profits are inflated by the difference between the actual charges 
and those that should have been made. Now, some $300 million to 
$400 million were reinvested out of earnings in 1956 for the replace- 
ment of facilities. This amount should have been charged off before 
profits were figured. 

Consequent a the $1.1 billion recorded for the years 1956 and 1955 
are grossly inflated. Gross profits before taxes should have been $300 
million to $400 million less, and after the application of a 52-percent 
income tax the net profits would have been between $150 million and 
$200 million less, or approximately $900 million instead of $1.1 billion 
in those 2 years. 

Inadequate depreciation reserves have had an effect on prices. Prices 
must provide enough income for a firm to cover its costs of production 
or the firm will be insolvent over the long run. As previously stated, 
wear and tear on capital equipment is a cost of doing business, and 
unless it is fully provided for the business is in process of liquidation 
and is, in effect, subsidizing its customers. 

In order to replace equipment, the steel industry and other indus- 
tries have had to have prices high enough to make profits that would 
help cover the cost of replacement, since, according to the present tax 
laws, they cannot charge off enough depreciation to cover this cost. 

Further, with the 52-percent income tax rate, the industry must earn 
$2 before taxes for every $1 of profits it spends for the replacement 
after taxes. Consequently, prices are higher than they would be if 
adequate charges for depreciation could have been taken before taxes. 

Prices, therefore, have to be set to take care of these needs, for if the 
cost of plant and equipment is not recouped by a company, it is paying 
dividends out of capital rather than earnings. Further, if the indus- 
try does not generate adequate funds for replacement, one wonders 
where the funds for needed expansion will be found. 

Thus far we have considered the problem. It now remains to look 
at some possible solutions. The basis of any solution must lie in some 
type of tax adjustment. A means must be worked out by which enough 
depreciation can be charged off to provide a great part, if not all, of the 
cost of replacing plant and equipment. 

At the present time, it is only possible to reclaim the original invest- 
ment cost. The details of the solution will be somewhat difficult to 
work out, but they should not present an insurmountable barrier. 

The problem was relatively simple when only the original costs had 
to be recovered. The life of an asset was determined, and a percentage 
of the asset’s value was written off each year until 100 percent of the 
original cost was reclaimed at the end of its life. 

However, we are now talking of recovering more than the original 
cost of our investment, or more correctly, recovering the original cost 
in terms of purchasing power. Here difficulties arise. How is this to 
be done? What would be the basis for the revaluation of assets ? 
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Fundamentally, the solution arrived at must flow from an analysis 
of the concept of depreciation which has evolved from the fact that 
capital wears out at a fraction of its life each year. Because of this 
basic premise, it is difficult to make accurate predictions on replace- 
ment needs for, first, a forecast of the life of a facility is involved. This 
is difficult since a piece of equipment may have a longer or shorter life 
than was imisally predicted. 

Secondly, the valuation changes because of obsolescence and fluctua- 
tions in the price level. Therefore, the solution will have to be based 
on a flexible norm which can be adjusted to these conditions. 

Now several solutions are possible, and a number have been offered, 
and I would like to mention three of them this morning. They all in- 
volve a revaluation of plant and equipment on an annual basis by 
means of some cost or price index. Since this is not a problem for the 
steel industry alone, but for a number of other industries as well, it 
may be necessary to construct several indexes for different types of 
industries. 

It is conceivable that the index applied to the steel industry might 
have a different composition than that which would apply, let us say, to 
clothing. The first solution offered involves a procedure whereby the 
total plant of the company is revaluated each year and the percentage 
of depreciation remains constant. 

For example, if a company has depreciable property valued at $1 
million in 1957, on which it took 5 percent depreciation, and if the index 
shows an advance of 2 percent in 1958, then on this basis the company’s 
property is revalued to $1,020,000, which is likewise depreciated at 5 
percent. 

In the next year, if the index increases another 2 percent, the prop- 
erty value would also increase 2 percent, to $1,040,400 on which 5 per- 
cent depreciation would be taken. 

In this way, the total cost of wear and tear on capital equipment 
would be recouped and a more realistic depreciation policy would be 
in operation. 

A second solution is proposed which would be used by companies 
who charge depreciation not on a composite of all their assets but 
on individual assets. This would require first, an index, to revalue 


each asset every year ; sound, the determination of the life span of each © 


asset; and third, the amount written off each year would be deducted 
from the original value and the resultant values spread over remaining 
years of life. In this way, the full replacement cost value could be 
recovered. 

In the paper I have submitted, I have worked out a detailed example 
of this method for your perusal. 

A third solution proposed would permit a company to charge off 
in any given year the difference between the original cost of an asset 
which is replaced in that year, and the actual replacement cost. 

This difference again would be established by an index. Here, how- 
ever, it would not necessarily mean that the identical asset must be 
replaced but that the purchasing power of the dollar originally paid 
for the asset should be reclaimed and invested perhaps in other equip- 
ment. 

Let us take an example: A company might decide to shift its product 
mix. It would go out of the wire business in the steel industry and 
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into the sheet business. Under these circumstances, the original pur- 
chasing power of its investment in wire facilities should be reclaimed 
and then applied against purchase of sheet facilities. 

It is noted that the deficiency is made up only when the property 
represented by original investment is disposed of and an equivalent 
in current dollars is spent on other property. This system of writing 
off in 1 year the difference between original investment and the pur- 
chasing power of the dollar represented by that investment, is good 
if the amount involved is relatively uniform year by year. 

However, if the investment of a company, particularly a relatively 
small company, takes place in what is known as a “lumpy” fashion— 
for example, there might be a blast furnace or a set of coke ovens or 
something like that replaced in this steel company every 3 or 4 
years—and in the intervening years the company replaces a fairly 
small amount of property, now here writing off the difference in pur- 
chasing power and the original investment would amount to a great 
deal in the year the large investment was made and would have a pro- 
nounced effect on the company’s profit-and-loss statement. 

In using this method, let us say there was a $30 million investment 
in coke ovens, and they wrote that off and had to recoup another $30 
million to make up the difference between the purchasing power of 
the original investment and the replacement cost at this time, that 
extra $20 million would make quite a dent in the profit statement. 

Thus there would have to be some accounting adjustment made in 
order that the extra amount taken for tax purposes could be put in 
some sort of reserve so that it does not affect the profit statement too 
drastically. One of the steel corporations is doing this today in the 
matter of fast 5-year writeoffs on defense facilities. 

There are some resolutions that have been proposed. All three have 
their advantages and disadvantages. However, they represent a genu- 
ine attempt to alleviate a difficult situation. The problem is severe 
and cannot be ignored. It is not industry’s problem alone, it is the 
Nation’s problem. 

The steel industry and others must replace wornout and obsolete 
equipment if productivity is to be maintained. The steel industry, 
particularly, must also expand through the addition of new capacity 
if the needs of our country’s economy are to be met. But we cannot 
expand unless we first replace equipment that has been worn out. 
Rapid tax writeoffs and other accounting devices such as the sum of 
the year’s digits and declining balance method have helped to a degree 
but they have not solved the problem of inflation. 

This can be solved by a basic change in the tax laws and it is hoped 
that a realistic approach will be taken to this in the near future. 

The Cuarrman. Father Hogan, without objection, the additional 
material referred to by you in your statement will appear at this point 
in the record. 
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(It is as follows :) 


{Iron and Steel Engineer, December 1957] 









Tue REPLACEMENT OF STEEL Mitt PLANT AND EQUIPMENT WITH PRESENT 
DEPRECIATION RESERVES 






THE STEEL INDUSTRY MUST REPLACE ITS WORNOUT AND OBSOLETE EQUIPMENT IF 
PRODUCTIVITY IS TO BE MAINTAINED AND INCREASED—-PRESENT DEPRECIATION 
RESERVES ARE INADEQUATE BECAUSE OF COST INFLATION, THEREFORE TAX LAWS MUST 
BE CHANGED TO MEET THE PROBLEM 







By William T. Hogan, 8. J., professor of economics and director, economics pro- 
gram, Fordham University, New York, N. Y. 





There is a paradox in the steel industry today. Dollar profits have reached 
record heights, yet the industry is confronted with serious financial problems. 
In both 1955 and 1956 the industry earned about $1,100 million after taxes, or 
better than $300 million more than it did in 1950 when the previous alltime high 
of $766 million was recorded. Yet, in spite of these record earnings, steel com- 
panies are pressed to find the funds needed for the replacement and moderniza- 
tion of their plant and equipment. 


THE PROBLEM IN GENERAL 


This paradoxical condition is the result of the sharp inflationary trend that 
has developed in our economy since World War II. It has brought with it in- 
creasing costs and declining purchasing power, as the dollar fell to one-half of 
its 1939 value. Measured in terms of the Consumer Price Index, the purchasing 
power of the dollar in 1956 was 49 percent below 1939. 

The index of construction costs, as published by the Engineering News Record, 
indicates that the construction dollar has fallen to less than 40 percent of its 
value 17 years ago. Thus, it takes $2.50 today to build what $1 would build in 
1939 and 1940. This presents a serious problem in the replacement. of wornout 
facilities, for generally speaking, the equipment installed in 1939 at a cost of $1 
million could not be replaced today for less than $2,500,000, yet the depreciation 
funds set aside for this replacement amount only to the original cost, or $1 mil- 
lion. Thus an additional $1,500,000 is necessary if equipment is to be replaced 
and operations maintained. 

This situation is applicable today to all industries that have long-lived equip- 
ment that is written off in a 20- to 30-year period. These investments made 20 
years ago have felt the full impact of post-World War II inflation. 

The critical nature of the equipment replacement problem was recognized by a 
few companies in the years immediately after the war, but many hoped that the 
inflation would come to an end quickly, as it did after World War I, and thus 
the difficulty would be resolved. The opposite has been the case. After World 
War I, the wholesale commodity price index rose from 131 in 1918 to 154 in 
1920, and then broke sharply to 97 in 1921. By contrast the same index after 
World War II rose from 106 in 1945 to 190 in 1956. Thus inflation is here with 
a vengeance. 

Up to date, no genuine solution has been offered, although the situation was 
somewhat alleviated by the limited application in the last few years of the 
Defense Production Act of 1940. The act allowed a 5-year writeoff of war and 
defense plants so that the investment could be recouped in a short time, and thus 
prevent losses to companies installing plants exclusively for wartime use. The 
rapid amortization ended with World War II and was not restored until the 
Korean war broke out in 1950. Again it was applied only to those facilities 
deemed necessary for defense. Since 1956, however, very few certificates of 
necessity granting rapid writeoffs have been issued. 

The application of 5-year amortization is not a solution but a palliative, since, 
(1) it was applied only to those facilities deemed necessary for defense; (2) 
it permitted the company involved to recover its original investment in 5 years 
and thus minimize the effect of inflation. However, it does not solve the prob- 
lem of continued inflation, since the facilities written off in 5 years would be 
replaced, let us say, at the end of 20 years at a much higher figure than the 
original cost. This was the case with facilities installed during the war, their 
original cost was quickly recouped, but their replacement cost at present-day 
prices is still much higher than the original figure. 
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FicurE 1.—In the steel industry a constant program is usually underway in 
which obsolete coke oven batteries are torn down and new units rebuilt. This 
41-oven coke battery was put in operation in November 1956. 


THE PROBLEM IN THE STEEL INDUSTRY 


Much of the equipment in the steel industry is large, expensive and long-lived ; 
consequently, the industry has been particularly hard hit by the postwar infla- 
tion and the lack of adequate depreciation funds for the replacement of plant. 
The average life of steel mill equipment is 20 to 25 years. Thus, at the present 
time, the industry finds it necessary to replace assets acquired in the middle and 
early 1930’s. The original investment in this equipment, and consequently the 
depreciation accrual amounts to less than one-half their present replacement cost. 
The problem is further aggravated by the sheer size of investment required to 
produce iron and steel. At present the industry has $13 billion worth of fixed 
assets in operation, and a substantial portion of these must be replaced every 
year. At the relatively high rate of profit during 1955 and 1956; viz., $1 billion, 
it would require 13 years to replace the industry’s capital if every cent of profit 
were plowed back into the business. 

One graphic illustration of the impact of inflation on steel mill investment 
can be had from the experience of a steel company between 1945 and 1948. A 
blast furnace was planned in 1945 with an appropriation of $8 million; by 1948, 
when the facility was finally completed, the total cost was $11 million, an overrun 
of some 40 percent. Another company in order to replace its wornout facility be- 
tween 1946 and 1955 had to supplement each dollar invested from depreciation 
accrual with $1.30 taken from profits. Thus $220 million had to be taken out of 
profit to supplement $170 million of depreciation allowances. 

To solve its problem, the industry must raise substantial funds in addition to 
its depreciation accrual just to keep its present plant operating. In 1956, de- 
preciation charges amounted to $743 million which was between $300 million 
and $400 million less than was needed merely to replace wornout plant and 
equipment. This is a substantial figure, yet it has been estimated that it will 
increase during the next few years, and by 1960 will stand somewhere in the 
neighborhood of $600 million. The predicted increase of the deficit between de- 
preciation accrual and actual replacement costs is based on several factors: (1) 
the hypothesis that inflation will continue; (2) the fact that the steel industry 
itself is growing and thus the amount of replacement will grow year by year; 
(3) the accruals from depreciation will remain almost constant during this period. 
This last factor bears some explanation for one would expect with a growing 
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industry that the number of dollars of depreciation charged off each year would 
likewise grow. However, it should be noted that a large portion of the 1956 
depreciation charges came from rapid amortization which accrued from a 5-year 
writeoff of certain newly installed facilities. By 1960, these facilities will be 
almost completely written off, and the total amount accruing from this rapid 
amortization will diminish almost to the vanishing point. Thus the normal 
source of depreciation funds will increase, but this will be offset by the decline 
of rapid amortization funds. 

Having established the need for the extra money to supply the deficit between 
the amount needed to replace facilities and depreciation accruals, the next ques- 
tion to be answered is where will it come from. Several expedients have been 
suggested, but none have solved the problem. The first suggestion was that the 
money might be borrowed. This could work for a year or two as an emergency 
measure. However, let us keep in mind that the problem is one that recurs 
annually. The money will be needed every year, and no one can go on borrowing 
large sums every year without facing bankruptcy, yet it should be mentioned 
that there is one set of circumstances under which continued borrowing could 
be permitted. It could be done if the return on the newly installed equipment 
were great enough to pay the interest on the debt and amortize the loan as well. 
This would mean a saving of 10 percent about half of which could be used for 
interest payments and the other half for amortization. Very few facilities, 
however, have yielded a saving of this magnitude. 

In connection with the matter of borrowing, some, words of clarification are in 
order. It is a fact that many companies actually do borrow money to replace 
their assets. This is particularly true of those companies who do not have a 
large uniform replacement program year by year. There may be a period of 
3 or 4 years where no large outlays are made, and then suddenly they are con- 
fronted with sizable expenditures, perhaps a blast furnace, a battery of coke 
ovens, or a rolling mill must be replaced. The depreciation funds accrued over 
the years may have been used for working capital and are not now available, 
so a loan is negotiated to pay for part, or all of the replacement. It is clearly 
evident, however, that this loan is not for the replacement of assets but a post- 
poned operation which should have taken place to provide working capital during 
the preceding years. 

The second expedient is the sale of stock. This would at first sight seem to 
have possibilities for it has been maintained that the book value of the company 
would be increased and the actual dollar investment of the original shareholders 
would be protected. For example, if a company was worth a million dollars and 
issued an additional million dollars in stock to new shareholders in order to obtain 
capital merely to replace its plant, many would maintain that the original stock- 
holders still have a million dollars equity in a plant now worth two million. 
However, the original shareholders, who formerly owned the entire plant, now 
own only half of it. Further, since this is a replacement and not an expansion, 
we have no right to assume that any more goods will be produced and so earnings 
should remain relatively stable. This would mean that the dividends to the 
original stockholders would be cut in half since there are now twice as many 
stockholders to satisfy with the same income. Lastly, it seems doubtful that 
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anyone would buy stock in a company that was not making enough to cover its 
costs of production, and the wear and tear on facilities is definitely a cost of 
production. 

Thus we can reject these two expedients as solutions to the problem and con- 
sider the third: viz, the investment of retained earnings. This approach seems, 
under the present circumstances, to be the only sound one in spite of the fact 
that it has limitations and results in distortions that are not always fully recog- 
nized. It has been used by many companies to solve the urgent problem of supple- 
menting depreciation reserves to replace wornout obsolete plant and equipment. 

The problem obviously had to be met for two reasons: First, the industry had 
to replace wornout plant to stay in business. This is evident and needs no 
elaboration. Second, the industry had to replace economically obsolete plant, 
if productivity was to be maintained and increased. This second reason, though 
not quite as evident as the first, is of considerable significance since the mainte- 
nance of productivity is of prime importance to the steel industry and the 
economy in general. 

a are several reasons why productivity must be maintained and in- 
creased : 

1. It is the principal means at our disposal for increasing the Nation’s wealth. 
Productivity is a ratio between the input factors in production; namely, labor, 
raw materials and capital equipment, and the resultant output. Thus, if we get 
more product per man-hour, per unit of raw material and per machine, we are 
actually increasing our wealth. 

2. Productivity is a means of controlling inflation. If production yields are 
higher, it is possible within limits to increase wages and dividends without in- 
creasing prices. 

3. Productivity presents a means to compete with foreign producers. Foreign 
competition is not yet a general problem in the steel industry, but has been felt 
in certain areas. It will probably increase in the future because many of the 
antiquated and obsolete steel-making facilities in Europe and the Far East 
destroyed by the war were replaced by the latest in steel mill equipment which 
will operate at lower costs and give better quality. The difference in wage rates 
between the United States and the foreign competition is considerable, so that 
our only hope of meeting this competition in the future is through greater 
efficiency. 

In almost every phase of the steel industry, improved plant and equipment 
is a requisite for greater productivity. Much can be done, it is true, by improved 
practices, incentive plans and beneficiated raw materials, but these approaches 
have their limitations. In fact, raw material beneficiation can only be accom- 
plished in many cases by the installation of machinery such as taconite and 
coal-washing plants. Therefore, if we are to obtain increased efficiency and 
productivity, not only physically worn out, but economically obsolete plant 
and equipment must be replaced. We must be in a position to make use of the 
advances in technology if we are to increase our output and operate more eco- 
nomically. If obsolescence replacement is not carried out because of inadequate 
depreciation funds, the steel industry will fall behind and our general economy 
will suffer. 
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Figure 2.—The cost of new blast furnaces has risen to the point that many com- 
panies can neither obtain the capital nor justify new blast furnace plants. 
Additional pig iron is being obtained through improved operations, beneficiated 
ore, use of oxygen and so forth. 


The replacement of obsolete equipment can increase production as well as 
productivity. Let us take an example. A mill for rolling cold reduced sheets 
installed in the middle or late 1930’s had a speed of 3,000 to 4,000 f. p. m.; its 
counterpart today is rated at between 5,000 and 6,000 f. p.m. Thus, the replace- 
ment runs at a much higher rate than the old mill and provides an increase in 
cold reduction capacity. This should not surprise us but should rather be ex- 
pected, for it it were not so after 20 years of development, it would be a sad 
commentary on our technological progress. The increase in capacity is only 
potential, however, unless there is more steel available to put through the 
mill. 

The example brings up a much debated point in this discussion of depreciation. 
One faction maintains that a new mill cannot be considered a replacement 
strictly speaking for it is also an expansion, and it is further argued that 
virtually no asset is replaced in kind, but always with a superior one. This is 
true, but the problem is not easily solved for it is often difficult to decide how 
much of the new equipment is replacement and how much is expansion. Ex- 
pansion is only potential until it has been achieved across the board in every 
phase of the company’s operations so that more steel is actually produced. 
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Another factor to be considered in the equation is the improvement in the 
product quality brought about by the new facility. Recently, one company re- 
placed two mills with one modern mill. The modern mill cost considerably 
more than its two predecessors, but yielded a slightly higher output and a much 
better quality product. 

The improved quality and increased quantity of steel resulting from the 
replacement of obsolete mills only point up the need for the installation of 
modern equipment whenever it is economically feasible. 





Ficure 3.—These three reheating furnaces were part of a renovation program 
which has increased production appreciably. Furnaces have a capacity of 200 
tons per hour each. 


THE EFFECT OF INADEQUATE DEPRECIATION RESERVES ON PROFITS 


The expedient of reinvesting earnings to compensate for inadequate deprecia- 
tion reserves has distorted steel-industry profits since the close of World War II. 
Profits, or rather taxable income, is determined by subtracting from gross in- 
come the full cost of doing business which cost includes charges for depreciation 
and amortization. However, the industry, because of tax laws, has not been 
able to charge off adequate depreciation on its facilities with the result that its 
profits are inflated by the difference between the actual charges and those that 
should have been made. Some $300 million to $400 million had to be reinvested 
out of earnings in 1956 for replacement of facilities. This amount should have 
been charged off before profits or taxable income was determined. Consequently, 
the $1,100 million recorded for that year is seriously inflated. Taxable income 
before taxes should have been $300 million to $400 million less, and after the 
application of a 52-percent income tax, the net profits would have been $150 
million to $200 million less, or approximately $900 million. 

If adequate depreciation was taken in 1956, it would have still been the 
record year for dollar profits since the industry has never before approached 
$900 million. Its previous to World War II records of $608 million in 1916 and 
$454 million in 1929 are far short of the 1956 figure. However, in terms of 1956 
dollars, the 1916 profits should be adjusted to $1,500 million, and the 1929 figure 
to $750 million. Thus the record year by far was 1916. What is even more 
remarkable is that the 1916 figure was made on an ingot-tonnage production of 
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47 million, and the 1929 figure on a production of 63 million ingot tons, while 
the output in 1956 was 115 million tons. 

There should be no mystery about record dollar profits in 1956 when produc- 
tion was virtually double that of 1929. 


THE EFFECT OF INADEQUATE DEPRECIATION RESERVES ON PRICES 


Prices must provide enough income to a firm to cover its cost of production, 
or the firm will soon be insolvent. As previously stated, wear and tear on capital 
equipment is a cost of doing business, and unless it is fully provided for the 
business is in process of liquidation, and, in effect, in subsidizing its customers. 

In order to replace equipment the steel industry has had to have prices high 
enough to make profits that would help cover the cost of replacement, since 
according to the present tax laws it cannot charge off enough depreciation to 
cover this cost. Further, with a 52-percent income-tax rate, the industry must 
earn $2 before taxes for every dollar of profit it spends for replacement after 
taxes. Consequently, prices are higher than they would be if adequate charges 
for depreciation could have been taken before taxes. For example, the ABC 
Steel Co. must take $10 miilion out of net profits to supplement its depreciation 
funds, it will have to earn over $20 million before paying 52 percent in taxes 
on its gross profits. The principal and often only means for the company to 
accomplish this is through the prices of its products. 

In view of this situation, it is difficult, if not impossible, for an industry, 
which must have high revenue to offset inadequate depreciation, to absorb any 
substantial cost increment without increasing prices. The recent wage-price 
increase in the steel industry is a case in point. The wage increase, plus in- 
creases in the price of purchased goods and services will amount to hundreds of 
millions of dollars. To absorb such an increment in cost is manifestly im- 
possible if the industry is to maintain an active program of replacing its worn- 
out and obsolete plants with new, more productive equipment. To accomplish 
this, in 1956 the industry had to take $350 million from its $1,100 million in 
profits to supplement the $743 million charged off for depreciation. It seems 
clear that it could not absorb several hundred million dollars more of cost and 
remain a good investment producing an adequate return on its capital. Prices, 
therefore, have to be set to take care of these needs, for if the cost of plant and 
equipment is not recouped by a company, it is paying dividends out of capital 
rather than earnings. Further, if the industry does not generate adequate funds 
for replacement, one wonders where the funds for needed expansion will be 
found. 

SOLUTIONS TO THE PROBLEM 


Thus far we have stated the problem of inadequate depreciation and its effect 
on productivity, prices and profits. It now remains to consider possible solu- 
tions. 

The basis of any solution must lie in some type of tax reform. A means must 
be worked out by which enough depreciation can be charged off to provide a 
great part, if not all, of the cost of replacing plant and equipment. At the 
present time, it is only possible to reclaim the original investment cost. The 
details of the solution will be somewhat difficult to work out, for they depend 
on just how much the tax laws will allow industry to write off and on what 
basis. 

The problem was relatively simple when only the original costs were to be 
recovered. The life of an asset was determined and a percentage of the asset’s 
value was written off each year until 100 percent of the original cost was re- 
claimed at the end of its life. An alternative method was to group all the 
assets together and charge off a percentage of the total property account each 
year. In the steel industry the mechanics of the second method could be worked 
out in two ways: (1) A flat 4% percent could be charged off each year, or (2) 
depreciation could be taken as the basis of an activity rate with 5 percent 
allowed for 100 percent of operation, 4 percent for 80 percent of operation, 3 
percent for 60 percent, etc. 

When we talk of recovering more than the original cost of our investment, or 
more correctly, recovering the original cost of investment in terms of purchasing 
power, difficulties arise. liow is this to be done? What would be the basis for 
revaluation? Fundamentally, the solution arrived at must flow from an analysis 
of the concept of depreciation which has evolved from the fact that capital 
wears out at a fraction of its value each year. Because of this basic premise, 
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it is difficult to make accurate predictions on replacement needs for: first, a 
forecast of the life of the facility involved is required. This is difficult since a 
piece of equipment may have a longer or shorter lifetime than predicted. 
Secondly, the valuation changes because of obsolescence and fluctuations in the 
price level. Therefore, the solution will have to be based on a flexible norm 
which can be adjusted to these conditions. 

Several solutions for the problem are possible. All involved a revaluation of 
plant and equipment on an annual basis by means of a cost or price index. 
Since this is not a problem for the steel industry alone but a number of others 
as well, it may be necessary to construct several indexes for different types of 
industries for it is conceivable that the index applied to the steel industry might 
have a different composition than that which would apply to the clothing 
industry. However, these are details that do not present insurmountable 
obstacles. 

The first solution offered involves a procedure whereby the total plant of the 
company is revaluated each year and the percentage of depreciation charge 
remains constant. For example, if a company has depreciable property valued 
at $1 million in 1957 on which it takes 5 percent depreciation, and if the index 
shows an advance of 2 percent in 1958, then on this basis the company’s prop- 
erty is revalued at $1,020,000 which is likewise depreciated at 5 percent. In 
the next year if the index increased another 2 percent, the property value 
would increase to $1,040,400 on which 5 percent of depreciation would be taken. 
In this way the total cost of the wear and tear on capital equipment would be 
recouped and a more realistic depreciation policy would be in operation. 

A second solution is proposed which could be used by companies who charge 
depreciation on an individual asset basis rather than a composite of their entire 
property. It would require: (1) An index to revalue the assets each year; 
(2) the determination of the life span of each asset; (3) that the amount 
written off would be deducted from the original value and the resultant value 
spread over the remaining years of life. In this way the full replacement 
value could be recovered. 





Fiaure 4.—Electrolytic tin plate lines such as this unit help elevate the standard 
of living by producing economic tin plate. 


An example will illustrate the method. Let us assume that we have an asset 
valued at $100 with a 5-year life. Let us likewise assume an inflation of 10 
percent per year over the base year. Thus at the end of the first year, the asset 
is revalued at $110 of which 20 percent or $22 is written off. The next year the 
asset would again be revalued at $120 because of inflation, but the $22 in depre- 
ciation taken the previous year would be deducted so the remaining value is 
now $98. The $98, however, is to be written off over the four remaining years, 
and so 25 percent, or $24.50, will be charged against depreciation for the second 
year. This procedure is followed, as table I indicates, until the fifth year when 
the full replacement cost will be reclaimed. 
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Original cost | Previous Adjusted Current 
adjusted for | depreciation basis oo. 
arges 


inflation lowance 
eee Paes ANS Se AAcdlatwence 
NE 08 ne Shs dsc odds Bis. th. $110. 00 $22. 00 
Ee 120 $22. 00 98. 00 24. 50 
hints. ise ansdantnn eadeneens 130 46. 50 83. 50 27. 83 
TF ARERR S EAE IRS EEE 140 74. 33 65. 67 32. 84 
ee I ka 150 107. 17 42. 83 42, 83 
Rae eT edhe il ktcawetedinas dlvantencnsciies 150. 00 


A third solution proposed would permit a company to charge off in any given 
year the difference between the orignal cost of the asset which is replaced in 
that year and the actual replacement cost. This difference would again be 
established by an index. Here, however, it would not necessarily mean that the 
identical asset must be replaced, but the purchasing power of the dollars orig- 
inally paid for the asset should be reciaimed and invested perhaps in other 
equipment. For example, a company might decide to shift its product mix by 
going out of the wire business and into the sheet business. Under these circum- 
stances, the original purchasing power of its investment in wire facilites should 
be reclaimed and then applied against the purchase of sheet facilities. It should 
be noted that this deficiency is made up only when the property represented by 
the original investment is disposed of and the equivalent in current dollars is 
spent on other property. This system of writing off in one year the difference 
between original investment and the current purchasing power of the dollar 
represented by that investment is good, if the amount involved is relatively uni- 
form year by year. However, if the reinvestment takes place in what is known 
as a “lumpy” fashion; i. e., a fairly large investment every 3 or 4 years and a 
relatively small investment in the intervening years, some accounting adjustment 
would have to be made so that the depreciation could be taken for tax purposes, 
and yet not influence the profit statement too severely. 

These are solutions that have been proposed. There are advantages and dis- 
advantages involved in all three. However, they represent a genuine attempt 
to alleviate a difficult situation. The problem is severe and cannot be ignored. 
It is not the industry’s problem alone, it is the Nation’s problem. The steel 
industry must replace its worn-out and obsolete equipment if productivty is 
to be maintained. The steel industry must also expand through the addition 
of new capacity if the needs of our country’s economy are to be met. But we 
cannot expand unless we first replace equipment that has worn out. Rapid tax 
writeoffs and other accounting devices such as the sum of year’s digits and the 
declining balance method have helped to a degree, but they have not solved the 
problem of inflation. This can be solved only by a basic change in the tax laws, 
and it is hoped that a realistic approach will be taken in the near future. 


DIscussION 


Presented by Harvey J. Haughton, vice president and controller, Jones & Laughlin 
Steel Corp., Pittsburgh, Pa.; William T. Hogan, S. J., professor of economics 
and director, economics program, Fordham University, New York, N. Y.; 
Robert E. Lauterbach, secretary, Pittsburgh Steel Co., Pittsburgh, Pa. 


Harvey J. HavueHTon. As Father Hogan indicated, all three of these solutions 
have to be based on acceptance for tax purposes. The thing that bothers me 
is: How can we present this in such a way that the solutions are not tagged 
as some kind of special subsidy or a special tax “gimmick?” 

Obviously, the individual citizen has some problems for loss in value due 
to inflation, also, and these solutions you suggest will, of course, relate strictly 
and solely to business, and in many cases the long-lived, expensive pieces of 
equipment are found in big business. How can we avoid the tag of subsidy? 

Wrtu1aM T. Hogan, S. J. It has been said that the proposal constitutes a sub- 
sidy for the steel industry. The proposal would not be a subsidy, but would 
rather solve a difficulty that exists, not only in the steel industry, but in every 
other industry that has long-lived equipment. This point should be stressed 
vigorously. Every industry with equipment that wears out over a period of from 
15 to 30 years is faced with this problem. 
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The second part of the question refers to the plight of the investor, particularly, 
the bondholder. He has been a victim of inflation as his equity in terms of 
purchasing power declined during the past 15 years. I appreciate the difficulty 
but this paper covers a solution of a particular phase of the problem of inflation ; 
viz., that involving industries with long-lived equipment. No attempt was made 
to offer a general solution for inflation, but there is no reason why one should 
not attempt to solve part of the problem even though he cannot solve it all. 

Rosert EH. Lavtrersacn. With respect to your last point, you stated that the 
tax laws would have to be amended for any of these solutions to be made ef- 
fective. Would you care to comment further on the position of the Federal 
Government in support of any legislation that would produce these additional 
depreciation allowances and result in considerable losses in tax revenue to 
the country? 

Wiii1AM T. Hogan, S. J. The solution I have proposed today would result 
in a temporary loss of tax revenue to the Federal Government. However, if, 
as I have pointed out, industry has adequate depreciation charges and can re- 
place obsolete, as well as wornout equipment, it will increase its efficiency and 
productivity and thus provide a broader base of profits from which the Govern- 
ment can draw tax revenue. 

If a solution is not worked out in terms of granting adequate depreciation, it 
will be necessary for industry to obtain the revenue through prices which must 
also cover tax costs. Further, if the steel industry does not replace its obsolete 
equipment as rapidly as it should, one wonders where it will get the money to 
expand, and if it does not expand, we will have a tight situation on steel supply 
such as we had in 1948 and 1955, and the economy will be hampered. 

Mr. Mason. Father Hogan, I first want to say that you are a 
professor after my own heart because you talk language that even I 
can understand. 

You have presented the problem of replacement of wornout and ob- 
solete machinery in the steel business, and you not only presented the 
problem, but you offered some suggestions as to the solution of that 
problem. That isa little bit unusual. 

Now, what I want to say is this: The problem you have presented 
in connection with the steel industry is just as true in many other 
industries. For example, a newspaperman in my home town had to 
replace his machinery and he ran up against exactly the same problem 
in this replacement, because the depreciation that had been allowed 
did not half cover the cost of the new machinery. That is in general 
the picture that is to be found in all industries at the present time, 
because of inflation. 

Something must be done about that. I think that you have given 
us some excellent testimony, and pointed the way. 

Mr. Kroeu. Father Hogan, we have had a number of witnesses ap- 
pear before us in the last week or so, directing their remarks to the 
plight of so-called small business. 

While I appreciate that you have used as your main example a 
relatively large industry like the steel industry, may I ask you 
whether, in your opinion, the adoption of the suggested methods that 
you have included in your presentation here might not offer a similar 
solution of what seems to be the same kind of problem facing the so- 
called small concern ? 

Father Hocan. I do not think that there is any doubt about it. 
Any industry or any company that has to replace a capital asset which 
wears out over a fairly long period of time—15 to 20 or 25 years—is 
subject to the pressures of inflation. The cost of replacement is far 
greater than the accrued depreciation. 

These plans would help anybody out who is faced with that prob- 
lem. As I say, I used the steel industries because my studies have 
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been in that area, but it would apply to any asset, which has a life 
of even 10 years or 15 years, which must be replaced in this particular 
postwar inflation or any other inflation we might have. 

The Cuamman. Mr. Reed will inquire. 

Mr. Reep. Father Hogan, you have presented a remarkable paper, 
and one worthy of a great deal of study. On page 6 of your state- 
ment, at the end of the page there, you say : 

Productivity presents a means to compete with foreign producers. Foreign 
competition is not yet a general problem in the steel industry, but has been 
felt in certain areas. It will probably increase in the future because many of 
the antiquated and obsolete steelmaking facilities in Europe and the Far East 
destroyed by the war were replaced by the latest in steel mill equipment which 
will operate at lower costs and give better quality. The difference in wage rates 
between the United States and the foreign competition is considerable, so that 
our Only hope of meeting this competition in the future is through greater 
efficiency. 

That interests me very much. There is some competition now with 
the steel industry from abroad, is there not? 

Father Hogan. There is, particularly in regard to wire products; 
that is, wire and wire products. 

Mr. Reep. And also steel pipe? 

Father Hogan. Yes; that is true, too. 

Mr. Reep. With their better equipment, that can become a very 
serious competition, can it not? 

Father Hoean. It certainly can, sir, because the difference in wage 
rates is a little bit staggering if one considers Japan, and very, very 
substantial if one considers Europe. 

Mr. Reep. I was amazed when a steel man some years ago told me of 
ihe wonderful equipment that Japan had for the making of steel plate 
and pipes. 

Father Hogan. They are putting in modern equipment today, and 
I see no reason why, after a year or two of practice in its operation, 
they should not make products just as good as ours. The mills are 
the same. 

Mr. Reep. Which raises a question regarding the trade agreements. 

Father Hocan. Yes, sir. 

Mr. Reep. Thank you very much. 

The Cuarrman. Are there any further questions? 

If not, Father Hogan, we thank you for your statement to the com- 
mitee and being with us this morning. 

Father Hocan. You are quite welcome. 

The Cuarrman. Our next witness is Fred W. Peel. 

Although you, at one time, served on the staff of the joint comiit- 
tee, will you please give your name, address, and the capacity in which 
you appear for purposes of the record ? 


STATEMENT OF FRED W. PEEL, MEMBER OF THE FIRM OF ALVORD 
& ALVORD, WASHINGTON, D. C. 


Mr. Prev. Mr. Chairman and members of the committee, my name 
is Fred W. Peel. I am an attorney and member of the firm of Alvord 
& Alvord, Washington, D.C. Mr. Alvord was originally scheduled 
to testify here today, and I am appearing in his place since he was 
unable to appear. 
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I wish to submit, with your permission, my prepared statement and 
attached appendix for the record and then summarize it in oral 
testimony. 

The Cuarrman. Without objection, the statement and the appendix 
will appear in the record. 

(The statement referred to is as follows:) 


STATEMENT BY FRED W. PEEL ON REINVESTMENT DEPRECIATION 


Mr. Chairman and members of the committee, I am Fred W. Peel, attorney 
and member of the firm of Alvord & Alvord, World Center Building, Washing- 
ton, D. C. Mr. Ellsworth C. Alvord was unable to appear as originally sched- 
uled, and I am appearing in his place. I wish to present a proposal for a change 
in the method of computing depreciation deductions which will recognize the 
problems of maintaining business investments in real terms in periods of 
rapidly rising costs. 

The testimony you have already heard points up a basic problem of the 
measurement of taxable income which has become so serious that it demands 
the attention of your committee. In measuring income in the past it has always 
been assumed that the dollar was a constant and unchanging measure of value. 
As we all know, however, the facts are quite to the contrary. The dollar is 
not a constant and unchanging measure of value. Instead, the dollar has been 
shrinking steadily in value as costs have been increasing. 

As a result, our conventional accounting statements, while suitable for the 
measurement of income in terms of a constant unit of value, have grossly 
overstated actual profits for purposes of properly informing stockholders and 
creditors, for purposes of determining income taxes, or for any of the other 
purposes for which it is necessary to know how much a business is making or 
losing over a period of time. 

In the midst of rapidly rising costs in recent years, many businessmen 
struggling to meet them must have felt like Alice in Through the Looking 
Glass. 

“Alice looked round her in great surprise. ‘Why, I do believe we’ve been under 
this tree allthe time! Everything’s just as it was!’” 

“Of course it is,” said the queen : “What would you have it?” 

“Well, in our country,” said Alice, still panting a little, “‘you’d generally get 
to somewhere else—if you ran very fast for a long time, as we’ve been doing.” 

“A slow sort of country!” said the queen. “Now, here, you see, it takes all 
the running you can do, to keep in the same place. If you want to get some- 
where else, you must run at least twice as fast as that!” 

The queen would have been understating the case had she been describing 
the plight of a businessman trying to “keep even” in our present economy. 

The consequences of failure to take account of the declining value of the 
dollar wolud be serious enough if they merely misled management into making 
wrong operating and investment decisions. But the consequences are even worse 
since the businessman has been required to pay income taxes on amounts which 
he now needs to reinvest to maintain the existing level of his business. To the 
extent that corporate profits are overstated, our present Federal tax system 
exacts a tax of 52 percent of the amount of this overstatement. The effect 
of overstating partnership or sole proprietorship profits may be a tax on the 
mistake of from 20 to 91 percent. 

Small businesses are particularly vulnerable to the squeeze created by taxing 
profits which must be retained to maintain existing levels of investment. They 
are more vulnerable because they usually are weaker financially and because 
they find it more difficult to obtain financing from outside sources in order to 
keep up their investments. 

The problem for the smaller businesses is further complicated by the fact 
they are also hard pressed to keep up with the rapid rate of technological changes 
in the products they market and in methods of production. This is a further 
problem which we do not attempt to solve here, but its existence should be borne 
in mind as increasing the urgency of finding a way to give small businesses 
depreciation adequate to maintain, at least, their existing investments. 

The problem of recovering the cost of assets varies in importance as the 
amount of the depreciation charge increases in relation to the gross income of 
the business. For income-tax purposes inadequate depreciation charges result 
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in actual effective income-tax rates in excess of those ostensibly imposed by law, 
with the additional tax burden increasing as the cost for depreciation increases 
in proportion to gross income. 

For businesses engaged in performing services or in conducting marketing 
activities which require relatively small investments in depreciable assets, this 
variance between the income-tax rates ostensibly imposed and those actually 
paid may be bearable. But for businesses deriving their earnings principally 
from the use of depreciable assets the variance is staggering in a period of 
steadily increasing costs. A corporation with a large investment in depreciable 
property in relation to its gross income may actually be paying taxes at the rate 
of 70 or 80 percent of its real income—although the stated maximum corporate 
tax rate is 52 percent. 

Replacement-cost depreciation proposals which have pneen made in the past 
have been subject to the objection, from the standpoint of the tax system, that 
they provide no assurance that the additions to the depreciation reserves in 
excess of those which would be made under the historical cost method, would, 
in fact, be reinvested. There is a possibility that costs might decline, at least 
over the short run, so that the additional depreciation reserves will not be 
needed to maintain existing investment when the time comes to reinvest in new 
plant and equipment. Also, a businessman might simply terminate his business 
or reduce it in size and not reinvest an amount equal to the depreciation reserves 
based on the replacement-cost computations. While this latter point would not 
matter for ordinary accounting purposes, it would be a serious defect from the 
point of view of the tax system, since it would permit a diversion by some tax- 
payers of tax-free allowances into noninvestment channels. This would be a 
remote possibility with established corporate business concerns, but it might 
be a more serious problem with individuals. 

A further difficulty with many replacement cost depreciation proposals has been 
that they contemplated calculating the replacement cost depreciation allowance 
on the basis of the current replacement costs of the specific assets being depre- 
ciated. This would be a laborious and difficult process. In many instances 
technological improvements and changes in marketing patterns make the re- 
placement cost of a particular old asset a meaningless concept. Furthermore, 
it misses the point that it is the continuation of investment in general (although 
costs have increased) which is the proper goal of reforms in historical cost depre- 
ciation—not allowance of the replacement cost of specific assets. 

The proposal which we are presenting to you today eliminates the objections 
which have blocked replacement cost depreciation proposals in the past. We 
eall this proposal reinvestment depreciation, because it is measured by the 
cost of the reinvestment necessary to maintain the size of the taxpayer’s invest- 
ment in real terms and because it is limited by the dollar amount actually rein- 
vested. Reinvestment depreciation takes account of the decline in the value of the 
dollar for purposes of measuring depreciation when actual transactions have 
occurred which establish the fact of this decline. 

This solution—reinvestment depreciation—is for all practical purposes what 
is called LIFO as applied to long-lived properties. LIFO has for the past two 
decades been recognized as sound business accounting for business enterprises 
with inventories and the same principle is equally sound as applied to capital 
equipment. 

Industry is continually spending money for buildings, machinery, and equip- 
ment. At the same time industry is continually selling, scrapping, or disposing 
of the same sort of property when it wears out or when it is no longer economica] 
to operate it. Just as in the LIFO method for inventories, the original property 
(the investment to be maintained) would be on the books of the enterprise at its 
original cost. When such facilities are used up and replaced, if the taxpayer 
merely reinvests enough to keep even, the properties acquired would be put on 
the books at this original cost and the additional cost due to the decline in the 
value of the dollar would be charged off immediately. The effect is to allow depre- 
ciation sufficient for the taxpayer to maintain his investment in real terms (not 
price-inflated dollars). 

The additional cost in current dollars of reinvesting is simply the difference 
between the original cost of the property disposed of and the equivalent number 
of dollars which would have to be reinvested today to buy the same amount 
of property, as determined by using a price index constructed or chosen by the 
oo The basic steps in the reinvestment depreciation proposal are 
as follows: 
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1. To maintain the base investment, the deficiency in depreciation in 
terms of current dollars is made up (but only when the extent of the 
deficiency is known). 

2. The measure of the extent of the deficiency is the difference between 
the cost of the original property and its equivalent in current dollars, de- 
termined by applying the Government price index when the property is 
disposed of. 

3. The deficiency is made up only when the property represented by the 
original investment is disposed of and the equivalent in current dollars 
is spent for other property—or reinvested. 

4. The basis for tax purposes of the newly acquired property is its cost, 
minus the amount of the reinvestment depreciation allowance deducted, 
so that total depreciation deductions will never exceed. actual dollar cost. 

Appendix A to this statement contains tentative, suggested language for a 
statutory provision embodying the reinvestment depreciation proposal. While 
the attached draft of statutory language undoubtedly can be refined, it indi- 
eates the outlines of the proposal. 

In determining the amount of the reinvestment depreciation deduction the 
first step is to determine the cost, in terms of current dollars, of the assets 
sold or dismantled during the taxable year. To arrive at this figure the original, 
or historical, cost of such assets which were acquired in a given year in the 
past is increased or decreased by the percentage change in the appropriate 
price index between the year of acquisition and the current year—the year in 
which the assets are sold or dismantled. 

The aggregate of the costs of all of the assets sold or dismantled during the 
year, converted to current dollars, is the amount of reinvestment to which the 
taxpayer should be entitled without tax penalty. To the extent of the ad- 
ditions which the taxpayer has previously made to depreciation reserves with 
respect to the assets sold or dismantled during the year, the taxpayer has already 
received a deduction in computing taxable income. The amount which the 
taxpayer realizes as salvage through the sale of the assets is offset against 
the remaining tax basis in the assets. If the assets are disposed of for salvage 
in an amount less than their remaining tax basis or if they are dismantled while 
they still have tax basis remaining, the taxpayer is entitled to a deduction 
for a loss in this amount. However, the total of the foregoing three amounts 
will only equal the cost basis of the assets figured in terms of historical dollars 
in the years the assets were acquired. With rising costs this amount falls short 
of the total costs, in terms of current dollars, of the assets sold or dismantled. 
It is this deficiency which is the measure of the proposed reinvestment depre- 
ciation deduction. 

The reinvestment depreciation deduction will be limited, however, to the 
amount by which actual reinvestment during the year exceeds the unadjusted 
or cost basis. In other words, in order for the taxpayer to obtain a reinvestment 
depreciation deduction he must reinvest, in current dollars, an amount greater 
than the total of the dollar amounts already taken into account in computing 
taxable income with respect to the assets sold or dismantled—that is, the 
amounts previously added to depreciation reserves, the recovery on salvage, 
and the loss on sale or dismantlement. For assets which were acquired in years 
before the reinvestment depreciation provision becomes operative for the tax- 
payer the unadjusted basis of the assets sold or dismantled, for purposes of this 
determination, will be their original historical dollar cost. For assets which 
are acquired after the reinvestment depreciation provision becomes operative 
with respect to the taxpayer, their basis for this computation will be their 
cost reduced by the reinvestment depreciation deduction attributable to their 
own acquisition. 

The effect of limiting the reinvestment depreciation deduction to the amount 
by which actual reinvestment in the year exceeds the cost basis of the assets 
sold or dismantled is to guarantee that the amount of the deduction which will 
be allowed to compensate for the increased cost of reinvestment represents 
actual reinvestment. 

The assets to which the proposal applies are tangible, physical assets. It will 
be limited to the assets which are subject to an allowance for depreciation. To 
be eligible, assets must be either used in the taxpayer’s trade or business or 
used by him for the production of income. Inventory and items held for sale 
in the course of the taxpayer’s trade or business would not be eligible. 

In order to take account of the fact that reinvestment may not exactly co- 
incide with sale and dismantlement of old assets from year to year, the proposal 
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provides for a 2-year carry-forward of the unused, or “unreinvested,” deficiency 
between the original cost of the assets sold or dismantled during a year and 
the equivalent reinvestment cost in current dollars. 

The following examples illustrate the operation of the reinvestment deprecia- 
tion proposal. 

Example 1. Suppose that in 1958 a taxpayer dismantles a machine purchased 
in 1938 for $50,000 and fully depreciated since that time. Assume that the 
cost index shows an increase in costs of 130 percent from 1938 to 1958. The 
taxpayer may elect to deduct in 1958, as a reinvestment depreciation allowance, 
the cost of tangible, depreciable property purchased in 1958 to the extent that 
its cost exceeds $50,000 (the original, historical cost of the property dismantled 
during the year) but does not exceed $115,000 (230 percent times $50,000). 
The maximum deduction taken to place the taxpayer on a current-cost basis in 
this example is $65,000, or the equivalent of the 130 percent cost increase. 

Example 2. Suppose that, in example 1, new investment is only $60,000 in 
1958, but that additional investments amounting to $200,000 are made in 
1959. In this case the taxpayer will take reinvestment depreciation deductions 
of $10,000 in 1958 and $55,000 in 1959, the total of $65,000 of deductions for 
the 2 years being equal to the 130 percent price index increase multiplied by 
the $50,000 original cost. 

The reinvestment depreciation proposal has the great advantage that it does 
not require a departure from the basic principles on which the tax basis of 
assets is computed under our tax system. It will not result in a taxpayer recover- 
ing an aggregate amount through depreciation deductions which exceeds his 
actual investment. Obviously, reinvestment depreciation will not result in over- 
depreciation in the event of a short-run downward trend in prices, since pur- 
chases of new assets to maintain existing investment in such a period would not 
give rise to additional depreciation allowances. There would be no possibility 
of a person taking advantage of depreciation allowances in excess of historical 
eost for tax purposes and then failing to maintain the investment level of the 
business, since the additional allowances will be conditioned on the actual rein- 
vestment. 

This proposal is designed to help operating businesses maintain their invest- 
ments. It is not planned with the idea of aiding taxpayers to obtain deductions 
from ordinary income which are later offset by capital gain. Consequently, under 
the proposal, if a taxpayer elects to use reinvestment depreciation, subsequent 
gain on the sale or other disposition of assets, to the extent attributable to rein- 
vestment depreciation deductions previously allowed, will be treated as ordinary 
income ineligible for capital gain or section 1231 gain treatment. 

Because the impact of inflation is greater on small businesses, and also in order 
to simplify recordkeeping, it is suggested that a minimum reinvestment depre- 
ciation allowance be established equal to, say, the first $50,000 of capital expendi- 
tures each year in excess of depreciation reserves and salvage allowances for 
retired assets, but in no event more than the taxpayer’s taxable income during 
che year from the trade or business in which the investment is employed. 

Foreign countries—particularly those in which costs started to rise earlier 
and have risen more rapidly than in the United States—have already adopted 
various measures designed to counteract the effect of cost increases in distort- 
ing proper depreciation in the measurement of income. 

France uses a system of indices as a basis for allowing depreciation on a base 
in excess of original cost. These indices take into account price increases over 
three different periods, 

Canada has set up an optional system of rapid depreciation for 14 separate 
classes of depreciable assets. Britain allows a rapid writeoff of an arbitrary per- 
centage of cost. Argentina, Brazil, and Belgium have all permitted revaluation 
of assets for depreciation purposes in order to take into account inflationary 
price increases. 

In the United States we have heretofore taken on measures aimed directly at 
the inadequacy of depreciation allowances because of cost increases. Emergency, 
or 60-month, amortization has served to postpone the impact of inadequate de- 
preciation allowances on some parts of our economy. However, 60-month amorti- 
zation deductions are rapidly running out and new certifications have been sharply 
reduced. In any event, 60-month amortization does not represent an attempt 
to solve the inflationary problem, being based on a totally different concept and 
designed to serve a totally different purpose. Furthermore, it has helped only 
some sectors of our economy. 
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The liberalized depreciation deductions under the declining balance or sum-of- 
the-years-digits methods instituted in the 1954 Internal Revenue Code were 
also directed at a different problem. The allowance of more rapid depreciation 
deductions in the early years of the lives of new assets will not remedy the fact 
that inadequate depreciation reserves have been accumulated on assets required 
previously at lower cost levels. 

To summarize, a change in conventional accounting to take account of the de- 
clining value of the dollar through use of the “reinvestment depreciation” con- 
cept is vitally needed, particularly for small businesses; it is required if income 
is to be measured properly; and it is important if we are to prevent our income- 
tax system from stifling the source of funds for the maintenance of our present 
level of business investment (leaving aside any question of encouraging addi- 
tional investment). 


APPENDIX A. DRAFT OF AMENDMENT TO INTERNAL REVENUE CODE 


SEC. 167A. REINVESTMENT DEPRECIATION.— 


(a) GENERAL RULE.—At the election of the taxpayer, theer shall be allowed 
as a reinvestment depreciation deduction, with respect to the amount invested 
by the taxpayer in the purchase or construction of eligible business assets, the 
amount by which the reinvested amount exceeds the section 167A basis of 
eligible business assets sold, abandoned, or dismantled during the taxable year, 
but the deduction for the taxable year shall not exceed whichever of the follow- 
ing amounts is the greater: 

(1) the amount by which the aggregate historical cost, adjusted in the 
ease of each asset by the price index as proclaimed by the Secretary, ex- 
ceeds the section 167A basis of eligible business assets sold, abandoned, or 
dismantled during the taxable year, plus the reinvestment carryovers to the 
year; or 

(2) $50,000. 

(b) Derinit1i0ons.—For purposes of this section— 

(1) ELIGIBLE BUSINESS ASSETS.—The term “eligible business assets” means 
tangible property used in the taxpayer’s trade or business or held for the 
production of income which is of a type which is subject to the allowance for 
depreciation provided in section 167, and which is not— 

(A) property of a kind which would properly be includible in the 
inventory of the taxpayer if on hand at the close of the taxable 
year; or 

(B) property held by the taxpayer primarily for sale to customers 
in the ordinary course of his trade or business. 

(2) REINVESTED AMOUNT.—The term “reinvested amount” means the 
total amount paid or accrued by the taxpayer during the taxable year in 
the purchase or construction of eligible business assets, reduced by the 
amount (if any) by which— 

(A) the section 167A basis of all eligible business assets sold, aban- 
doned, or dismantled in previous years to which the taxpayer’s elec- 
tion under this section applies, exceeds 

(B) the total amount paid or accrued by the taxpayer during such 
previous years in the purchase or construction of eligible business 
assets. 

Under regulations prescribed by the Secretary or his delegate, a taxpayer 
may elect to treat the cost of the purchase or construction of eligible busi- 
ness assets as paid or accrued for the taxable year in which such assets are 
put in use in lieu of the taxable year in which such cost is actually paid 
or accrued. 

(3) Historica cost.—The term “historical cost” as applied to any asset 
means the unadjusted basis (for purposes of computing gain upon sale or 
exchange) of such asset as provided in section 1012 or as otherwise provided 
in subchapters C, K, O, or P, but without regard to the reduction provided in 
paragraph (5) of subsection (3) of this section. 

(4) SEcTION 167A BASIS.—The term “section 167A basis” as applied to 
any asset means the historical cost of such asset reduced, if such asset was 
acquired during a taxable year for which an election of the provisions of 
this section was in effect, as provided in paragraph (5) of subsection (c). 

(5) PRIcE INDEX PROCLAIMED BY THE SECRETARY.—The term “price index 
proclaimed by the Secretary” means that price index, or composite of price 
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indices, for the calendar years 1913 through 1957 and for each subsequent 
calendar year after the close of 1957, which is selected by the Secretary 
or his delegate and proclaimed as most accurately reflecting changes in 
the cost in the United States of machinery, equipment, buildings, and other 
tangible assets generally subject to an allowance for depreciation and 
generally used in business. 

(ce) Spectra RuLEs.— 

(1) ADJUSTMENT OF HISTORICAL COST BY PRICE INDEX.—The adjustment 
of the historical cost of an asset by the price index proclaimed by the 
Secretary shall be made by increasing or decreasing the historical cost 
by the percentage increase or decrease in prices, as shown by the price 
index proclaimed by the Secretary, between the calendar year in which 
the asset was acquired and the calendar year in which the taxable year 
commenced during which the asset was sold, abandoned, or dismantled. If 
an asset was acquired prior to March 1, 1913, it shall be considered as 
having been acquired on such date. 

(2) TREATMENT OF GAIN ON RESALE.—Gain from the sale or exchange of 
property, to the extent that the adjusted basis of such property is less than 
its adjusted basis determined without regard to the reduction provided in 
paragraph (5) of this subsection, shall be considered as gain from the sale 
or exchange of property which is neither a capital asset nor property de- 
scribed in section 1231. 

(3) TREATMENT OF ASSETS WITH CARRIED-OVER BASIS.—In the case of an 
asset the basis of which is determined in whole or in part by reference to 
the basis of such asset in the hands of the transferor from whom it was 
acquired, the acquisition of such asset shall not be considered a purchase 
for purposes of paragraph (2) of subsection (b), the historical cost of such 
asset shall be its unadjusted basis in the hands of the transferor increased 
or decreased by gain or loss recognized to such transferor, and the date of 
its acquisition by such transferor shall be considered the date of its ac- 
quisition for purposes of paragraph (1) of this subsection. 

(4) LIMITATION ON APPLICATION OF $500,000 TEST.—The amount allowed 
under paragraph (2) of subsection (a) shall in no event, if the taxpayer has 
a single trade or business, exceed the taxable income of the trade or busi- 
ness for the taxable year. If the taxpayer has more than one trade or 
business, there shall first be computed, separately for each trade or business, 
the amount by which the reinvested amount for the trade or business ex- 
ceeds the section 167A basis of eligible business assets sold, abandoned, or 
dismantled during the taxable year in such trade or business, but such 
amount shall not exceed the taxable income of the trade or business for 
the taxable year; and the amount allowed under paragraph (2) of sub- 
section (a) shall be limited to the aggregate of the separate amounts so 
computed for each trade or business. In computing the taxable income of 
a trade or business the following deductions shall not be allowed: 

(A) the standard deduction provided in section 141: 

(B) the deductions for personal exemptions provided in section 151: 

(C) the deduction for taxes provided in section 164 (a) with respect 
to taxes, described in section 901, paid or accrued to foreign countries 
and to possessions of the United States; 
"9 a? the deduction for charitable contributions provided in section 

(E) the net operating loss deduction provided in section 172; 

(F) the additional itemized deductions for individuals provided in 
part VII of subchapter B (section 211 and following); and 

(G) any deduction under subsection (a) of this section. 

(5) ADJUSTMENT TO BASIS OF ASSETS.—The basis of an eligible business 
asset acquired or put in use during a taxable year for which the taxpayer 
has a deduction determined under subsection (a) shall be reduced by an 
amount equal to the portion of such deduction attributable to the acquisi- 
tion or use of such asset. The amount so attributable shall be determined 

by prorating the deduction determined under subsection (a) among the assets 
composing the reinvestment amount in proportion to their basis determined 
without regard to this paragraph. 

(6) Exection.—The method and time for electing the provisions of this 
section shall be prescribed by regulations by the Secretary or his delegate. 
Election of the provisions of this section shall be binding for all subsequent 
taxable years of the taxpayer until terminated with the consent of the 
Secretary or his delegate. 
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(d) REINVESTMENT CaRRkyover.—If, for any taxable year for which an elec- 
tion under this section is in effect, the amount determined under paragraph (1) 
of subsection (a), without regard to reinvestment carryovers to such year, is 
greater than the amount of the deduction allowed for such year under subsec- 
tion (a), the excess shall be a reinvestment carryover for each of the two 
succeeding taxable years, except that the amount of the carryover to the second 
succeeding taxable year shall be reduced by the amount (if any) by which the 
deduction under subsection (a) for the first succeeding taxable year, computed 
without regard to paragraph (2) of subsection (a), was increased by reason of 
such carryover. 

Mr. Pert. You gentlemen have already heard from Father Hogan 
a description of the business problem of replacing assets in a period of 
rising costs or cost inflation. Father Hogan has mentioned three 
possible ways in which the problem can be mitigated under our tax 
system. We have taken the third of those alternatives and developed 
it into a legislative proposal which we wish to submit for your 
consideration now. 

We call it reinvestment depreciation, because it is directed solely at 
permitting adequate depreciation allowances for the cost of reinvest- 
ing, or maintaining existing levels of investment, or “keeping even,” 
and also because under our proposal the special depreciation allow- 
ance will only be permitted if the reinvestment actually takes place. 

In many respects, this is an improvement over the current replace- 
ment cost depreciation proposals which have been made in recent 
years to this committee and which have been discussed in the business 
world and in the accounting profession. I think it is an improve- 
ment because it fits in with our traditional income-tax system and be- 
cause it is consistent with the treatment in our system of the tax basis 
of assets. 

This proposal is very similar to the LIFO method of handling in- 
ventories, and it is based on the same principle that it is necessary for 
business to maintain its existing investment in capital assets regardless 
of the cost of that investment in terms of current dollars. So long as a 
business is merely replacing its wornout assets, it should not be pe- 
nalized by having to pay an income tax on part of the money saved 
back to cover that cost of replacement. 

The problem of cost inflation in replacing assets is not essentially a 
tax problem. The tax problem arises from the fact that, in meeting 
the problem of inflated costs of replacements under our present defi- 
nitions of taxable income, the taxpayer is handicapped by having to 
save back money or reserves to meet these higher costs of replacement 
out of taxable dollars. This can mean, in the case of a corporation, 
a tax varying from 30 to 52 Phe on the cost of replacement. 

The Cuatrman. Mr. Peel, Mr. Reed desires to interpose just a 
moment. 

Mr. Reep. I regret another meeting will compel me to leave now but 
I will read your paper later on. I am very sorry to have to leave 
just now. 

Mr. Peet. Thank you very much, Mr. Reed. 

The tax problem, as I said, merely aggravates the business problem 
and it is the purpose of this reinvestment cae proposal to 
correct the tax aspects of the problem. It will still be necessary for 
the businessman to find the money to replace his assets as they wear 
out, but if this proposal is adopted he will no longer be handicapped 
by the tax system in saving back the money for this. 
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It is our proposal that, when an asset is sold, abandoned, or dis- 
mantled, at that time the taxpayer will calculate the inflation in the 
cost of replacing that asset by applying a price index. It will not be 
necessary for him to calculate the actual cost of replacing that specific 
asset, which will often be impossible because of changes in models 
and technical improvements. 

Instead, he will apply a price index which would be selected by the 
Government—possibly it would be one of the existing indexes which 
are now prepared by the Department of Commerce, or it could be 
a new index or a composite of existing indexes. He would apply 
this price index to the original cost of the item which he is now 
abandoning. 

He ami find, let us say, that the cost of the replacement would be 
50-percent higher. Suppose the original asset cost $1,000. When it 
is abandoned, by applying the price index, he finds it would cost $1,500 
to replace it. Under this proposal he would be permitted, in the year 
of abandonment, to take that extra $500 in inflated costs as a deduc- 
tion. 

However, the deduction would be permitted only if the businessman 
actually did replace. This does not mean that he would have to 
replace the exact same item. Because of technological changes or 
progress he may want to change his line of business or to buy an 
improved product for future use. That would not matter. The 
point is that he would have to invest enough in terms of current dollars 
in the year of replacement to more than equal the original cost of this 
asset and then the additional amount—in my example, up to $500— 
would be permitted as a deduction. If he invested a total of $1,500 
in this example he would be entitled to a $500 reinvestment deprecia- 
tion deduction in the year the old asset is abandoned and its replace- 
ment is purchased. 

This proposal avoids objections which have been raised to replace- 
ment cost depreciation proposals in the past, in that it does not involve 
any supposition as to what the cost of the replacement asset will be 
because the deduction is taken in the year the asset is actually 
abandoned. 

At that time we know what the price level is in that year. Unlike 

roposals which have been made in the past, and which involved tak- 
ing deductions currently through the life of an asset, it is not subject 
to the objection that even though prices generally have been steadily 
increasing the prices might possibly have a slight downturn in the 
year when the replacements were actually made. In that case the 
taxpayer might have taken more of depreciation deductions greater 
than he would need to replace. That would not be possible under the 
reinvestment depreciation proposal. The taxpayer would automati- 
cally have a deduction based on the price level in the year of replace- 
ment. 

Furthermore, no deductions would be available to a taxpayer who 
was reducing the size of his business. The reinvestment depreciation 
deduction is predicated on the assumption that taxpayers will con- 
tinue in business and that they are entitled to deduct enough from 
their receipts to permit them to continue in business. Consequently, 
the reinvestment depreciation deduction would be permitted only if 
the taxpayer does continue in business. Also, the basis of the replace- 
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ment asset would be reduced by the amount of the reinvestment depre- 
ciation deduction taken, and subsequent depreciation taken on the 
replacement asset would be taken at this lower rate so that there would 
be no double deduction. 

Furthermore, we suggest that if the replacement asset is sold, then 
to the extent that any gain on this sale is attributable to the fact that 
this reinvestment depreciation deduction was taken in the year it was 
acquired, and then to that extent the gain would not be eligible for 
ig gain either as a capital asset or as a section 1231 asset. 

Now, Congressman Keogh in questioning Father Hogan raised the 
problem of small business. Small business is particularly vulnerable 
to the problem of rising costs of replacements because of its more 
limited financial resources and because it does not have access to cap- 
ital markets. We think this proposal would be particularly important 
to small business. 

We suggest, as an additional aid to small business, that in lieu of 
the deduction calculated on the basis of the price index applied to the 
original cost of the assets actually sold or dismantled during the year, 
there be a minimum deduction of up to a stated amount, sy $50,000, 
permitted to a taxpayer if he reinvests, in current dollars, an amount 
up to that $50,000 in addition to the original cost of the assets he 
disposes of during the year. 

That would obviate the necessity of recordkeeping under this pro- 
posal for small business, and it would also permit the smaller busi- 
nesses an element of expansion which they probably need as a special 
tax deduction over and above larger businesses. It is necessary for 
smaller businesses not only to keep even, but also to expand and to 
meet improvements in the products of their larger competitors. 

The $50,000 figure is simply suggested for your consideration. 
Perhaps your committee would prefer the $30,000 figure suggested by 
Congressman Curtis in a similar proposal with respect to invest- 
ments by small business. But we do suggest that, if a special deduc- 
tion for small businesses is adopted, the deduction be geared to the 
actual income from the business in which the new assets are invested. 

Mr. Peloubet, who follows me as a witness, also wishes to develop 
further this proposal for reinvestment depreciation. He has made an 
extensive study, through the cooperation of business groups of a num- 
ber of different industries, to determine what such a deduction would 
mean tothem. He will develop that point. 

The Cuarrman. Are there any questions of Mr. Peel? 

If not, Mr. Peel, we thank you very much for your appearance, 
and the information given to the committee. 

The next witness is Mr. Maurice E. Peloubet. 

Will you give your name, address, and the capacity in which you 
appear, for the record ? 


STATEMENT OF MAURICE E. PELOUBET, A CERTIFIED PUBLIC 
ACCOUNTANT AND PARTNER OF POGSON, PELOUBET & CO., NEW 
YORK CITY 


Mr. Petousretr. My name is Maurice E. Peloubet, I am senior part- 
ner of Pogson, Peloubet & Co., a firm of certified public accountants, 
and I suppose the capacity in which I appear is that I have a num- 
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ber of clients that are very keenly interested in this subject, and 


whom it affects very much. 
The Cuatrman. Actually you are a certified public accountant, as I 


understand it ? 

Mr. Pevovser. That is right. 

The Cuamman. You are recognized, Mr. Peloubet. 

Mr. Petovser. This problem of insufficient depreciation because of 
inflation is not new at all. By the way, I assume that my statement 
will appear in the record ? 

The Cuamrman. Without objection, your statement will so appear 
in the record. 

(The statement referred to is as follows :) 


STATEMENT By MAURBIcE BE. PELOUBET ON REINVESTMENT DEPRECIATION 


My name is Maurice E. Peloubet. I am a certified public accountant and a 
partner of Pogson, Peloubet & Co., 25 Broadway, New York City, a firm of certi- 
fied public accountants. 

The problem of the inadequacy of depreciation, calculated on historical costs, 
as opposed to depreciation stated in dollars of current value is not new. 

Although the revenue acts and the Internal Revenue Code are based on the 
somewhat fanciful assumption that the dollar never changes, the courts have 
recognized the necessity of some adjustment for the decline in the value of the 
dollar when determining the depreciation deduction used in calculating a fair 
return on capital and for public utility ratemaking purposes. (Jowa-Illinois 
Gas and Electric Co. v. City of Fort Dodge and Indiana Telephone Corp., ap- 
pendix I.) 

In the last 10 years the decline in the value of the dollar has progressed and 
inflation has continued. The problem is more serious now than it was 10 years 
ago. With a continuing inflationary creep, which many qualified observers 
believe is inevitable for some years, the problem will become more and more 
serious in the future. 

The capital “squeeze” gets tighter and tighter. The harried executive has a 
harder and harder time trying to plan a program of plant renewal—not expan- 
sion, just keeping what he has. Yesterday’s, or day-before-yesterday’s or the 
last decade’s dollars can’t be used. They are gone and he is allowed only the 
Same number of today’s less-valuable dollars to pay today’s prices for machinery 
and equipment to take the place of what has become obsolete or has worn out. 

Dan Throop Smith, Deputy to the Secretary of the Treasury, said in a recent 
talk before the New York Society of Security Analysts, “Only if the economic 
problem of assuring replacement of depreciable assets is sufficiently serious, 
should adjustments to historical costs be undertaken with the difficult alterna- 
tive problems arising therefrom.” The situation seems sufficiently serious when 
the value of the dollar has been cut in half in 12 years and the decline in value 
is continuing. Mr. Smith’s article is given in full in appendix IV. 

Depreciation is insufficient primarily because the Federal income-tax laws 
and regulations, so far as depreciation is concerned, are based on the demon- 
strably false assumption that the value of the dollar is the same yesterday, today, 
and forever. 

Users of long-lived property subject to depreciation are being penalized and 
discriminated against by the levy of Federal income taxes at effective rates 
higher than those authorized by law, resulting, in some cases, in an effective 
tax of more than 100 percent of true, current, realizable income. Examples of 
these confiscatory rates are shown in appendix IT. 

If it were possible to stop inflation immediately and permanently, the de- 
ficiencies in depreciation would still continue until all plant and equipment now 
in use had been retired or otherwise disposed of. ‘ 

We can hardly hope for more than a halt in inflation. Therefore, if the dollar 
were stabilized it would still require many more current dollars to equal the 
investment of past dollars. For example, if the index stood at 66.7 in 1945, 
then, even under a dollar stabilized at present levels we would need $1.87 in 
current dollars for reinvestment to equal $1 in 1955, when the index stood at 
124.9. 
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Those of us who have studied this question and who have the interests of 
their own enterprises or those of their clients at heart are asking for relief 
from this situation not.as a tax cut, nor even as a matter of right, justice or 
equity. 

It might be, to paraphrase the words of the high priest, expedient for one 
segment of industry to die for the good of the whole people or for the good of 
the Government. If it were necessary to act unjustly toward one segment of 
industry to benefit the entire Nation and the economy, it would be difficult to 
oppose to this mere considerations of apparent justice or equity. We, however, 
are not in that position. Although justice and equity happen to be on the side 
of adequate depreciation, we do not need to rely on them to any extent. 

What we can rely on is the fact that the entire economy is damaged by a 
method of taxation which oppresses the small enterprise and finally drives it to 
liquidation, either by selling its property or by merger, and which forces the 
larger enterprise into an improper and uneconomic expansion of debt to cover 
past tax payments or into an equally improper and uneconomic policy of with- 
holding from its stockholders or other properietors a fair return for their risk 
and investment. 

The tendency toward liquidation of some sort, which is so prevalent among 
the smaller enterprises, needs no elaborate proof or demonstration. Every law- 
yer or accountant who serves small- and medium-sized enterprises knows that 
this is going on continually and he also knows that the usual reason is lack of 
working capital, no matter how satisfactory nominal earnings may be. The 
growth of corporate debt among the larger enterprises is looked on with appre- 
hension by many economists. 

Alone among the industrial countries of the free world, the United States has 
persisted in the rigid application of uniform rates of depreciation to a base 
consisting of a conglomerate of monetary units, nominally the same, but of 
widely varying and generally decreasing values. The extent of the decline may 
be determined by the application of properly based index numbers, for example, 
the United States Department of Commerce construction cost index stood at 
66.7 in 1945 and at 124.9 in 1955. 

All the evidence indicates that realistic depreciation methods have been help- 
ful in the countries using them. Indeed, in countries where inflation has been 
most severe, industry could not have survived on methods such as are at present 
in use in this country. The various methods used in other countries are indi- 
cated in appendix ITI. 

The proper basis for the determination of current taxable income is the 
amount of sales, expressed as they must be, in current dollars from which 
should be deducted costs and expenses, also expressed in current dollars. 

Generally speaking, modern accounting in the United States and modern 
United States tax practice accomplish this result, except in the case of 
depreciation. 

Economists, accountants, tax attorneys, and businessmen, as well as Govern- 
ment officials, have recognized the existence of this problem and have urged 
the necessity of finding some workable solution. 

As long ago as September 1951 an article appeared in the Harvard Business 
Review by Percival F. Brundage, the present Director of the Bureau of the 
Budget. It was based on his Dickinson lectures, delivered at the same uni- 
versity. It was called Roadblocks in the Path of Accounting and dealt, among 
other things, with the problems of insufficient depreciation and possible solu- 
tions. Mr. Brundage said “The longer the period between the incurring of the 
cost and its absorption in the income statement, the more pronounced the 
difference between original cost and present value may become. It would, 
therefore, appear logical to consider fixed assets first in asking if any adjust- 
ments should be made for fluctuations in the value of the dollar.” Further 
extracts covering the questions under discussion are given in appendix IV. 

A bibliography on the subject is given in appendix V, but a short consideration 
of some recent writings may be of interest. ‘Leonard Spacek, a witness before 
this committee and managing partner of Arthur Andersen & Co., a national 
accounting firm described the problem in an article Inflation in Business in the 
December 1957 issue of the Controller, the official organ of the Controllers’ In- 
stitute of America, Inc. and called for some solution. 

Rey. William T. Hogan, 8S. J., of Fordham University, also a witness before 
this committee and a widely known economist, presented a paper at a meeting 
of the Association of Iron and Steel Engineers on September 23, 1957 which 
covered the broad economic aspects of the question. 





| 





978 GENERAL REVENUE REVISION 


Herbert McAnly, a general partner of the national accounting firm of Ernst 
& Ernst presented a paper entitled “Recognizing the deficiency of depreciation 
provisions based upon historical costs” at a meeting of the National Association 
of Accountants at Chicago on November 14, 1957, which also covered the general 
situation and pointed out the necessity for some relief. 

Paul Grady, widely known as an authority on both public utility and Gov- 
ernment accounting and finance and a partner of Price Waterhouse & Co., an 
international accounting firm, gave a paper entitled “Conservation of Productive 
Capital Through Recognition of Current Cost Depreciation” at the annual meet- 
ing of the Manufacturing Chemists Association on November 23, 1954, published 
in the October 1955 number of the Accounting Review in which, among other 
things, he emphasized the growth in understanding of the importance of the 
problem and described means of recognizing it for accounting purposes. 

Prof. Ralph Coughenour Jones of Yale University has written two monographs, 
published by the American Accounting Association, Case Studies of Four Com- 
panies and Effects of Price Level Changes on Business Income, Capital and 
Taxes, which he states, “Since the fictitious character of the capital gains which 
are created by inflation is not fully understood, taxing such gains as if they 
were real is not generally opposed. Few people, however, would favor a tax 
which seriously impeded the replacement of old or obsolete plant with new and ef- 
ficient plant. That the existing law does exactly that can be easily demon- 
strated. 

He deals with the problem and also presents practical examples of the effect 
of ignoring current-value depreciation. To show this he has revised the ac- 
counts of four representative companies on a current basis. 

C. Oliver Wellington, a partner of Scovell Wellington & Co., certified public 
accountants and a past president of the American Institute of Certified Public 
Accountants, says, in a letter, published in full in appendix IV: “Therefore, if the 
LIFO method is used for inventories, the one item on the income statement that 
remains on an incorrect basis is depreciation of plant and equipment. This 
item on books and financial statements, and also on income tax returns, is 
stated on the basis of historic costs, that is, cost of the plant as set in the year 
when it was acquired. With inflation and the greatly reduced current value of 
the dollar, this method of calculating depreciation on historic costs results in 
a charge on the income statement in dollars which is not fair or correct in terms 
of current dollars. The effect of this accounting is to overstate the real net 
income for the year expressed in current dollars. What is even worse, the 
income tax on this overstated income at the present very high rates calls for the 
payment in cash of more than half of the overstated income and very much 
more than half of the real income.” 

Philip Bardes, a partner of Lybrand, Ross Brothers & Montgomery, an inter- 
national firm of public accountants, says, among other things, in a letter shown 
in full in appendix IV, “The objective of the proposed legislation is a sound 
one. By direct personal observation I am keenly aware of the inability of de- 
preciation allowances based on historical costs to cover present-day replace- 
ment costs, due to inflation. An equitable and economically sound income tax, 
it seems obvious, must permit maintenance tax-free of capital investment in 
plant and equipment. To the extent that it does not, it is a tax on capital. It 
should be noted that the capital taxed, viz, business and industrial plant and 
equipment, is a form of capital of supreme importance to the Nation’s eco- 
nomic well-being.” 

I am proposing the adoption of a method for a partial recognition of the 
deficiency in historical cost depreciation which will have the effect of making 
an allowance for current-value depreciation in arrears, when property is re- 
tired and reinvestment is made. This method will leave in the hands of the 
taxpayer money to make his reinvestment when he must spend it but will not 
give him more total depreciation, or depreciation base, than he has now. 

It is called for convenience “rginvestment depreciation,” and will result in 
a depreciation allowance which will, at the time of the retirement of assets and 
the reinvestment of an equivalent amount in depreciable property, permit a 
deduction of the depreciation, on a current basis, which should have been 
written off over the life of the property, described in detail in appendix VI. 

This is similar in principle to the present provisions under which a home- 
owner who sells a house at a profit is relieved of any tax on his apparent gain 
if he reinvests the proceeds in another home. 
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The proposed method is not recommended for corporate accounting purposes 
because it recognizes the insufficiency of historical-cost depreciation in arrears 
only. There are several possible accounting methods for dealing with this 
situation, described in appendix VIII. 

In order to estimate the size of the difference between current-value de- 
preciation and historical-cost depreciation we must calculate, for the whole 
country, the current value of depreciable property, current-value depreciation 
and historical-cost depreciation. 

In order to estimate the proportion of the total deficiency in depreciation 
which will be allowed under the reinvestment method we must calculate the 
total retirements and reinvestment in depreciable property in total for the en- 
tire country. 

Obviously, such calculations cannot be at all precise, but they can be made 
with sufficient accuracy to indicate general magnitudes and trends. The meth- 
ods used and the sources of information are shown in appendix VII. 

Our figures indicate that as of December 31, 1955, the total depreciable prop- 
erty in the United States as shown by tax returns accompanied by balance 
sheets was about $295 billion on a historical-cost basis and about $90 billion 
more on a current-value basis. 

Depreciation, on a historical-cost basis, excluding any allowance above nor- 
mal depreciation, would amount to about $11,800 million or at a rate of 4 per 
cent overall. 

Depreciation on a current-value basis would amount to about $15,400 mil- 
lion—a difference of $3,600 million. 

Under the proposed method it is estimated that as a maximum 70 percent of 
the difference between historical-cost and current-value depreciation, or $2,520 
million, would be allowed as a deduction. 

The figures shown above are maximums as the statistical sample covers 4 
industries which have a high proportion of long-lived property and no allow- 
ance is made for taxpayers where property is of such short life, say under 10 
years, as to make the proposed method little more advantageous than presently 
permitted methods nor is any allowance made for taxpayers who will not elect 
this method because their investment in depreciable assets is not significant. 
This might reduce the additional allowance to, say, $2 billion or less. 

If depreciation is inadequate to this extent, why have not the results been 
more serious? Principally because, up to now, the deficiency has been made 
up by 5-year amortization under certificates of necessity issued to certain 
selected industries and enterprises. 

The amounts allowed under this program are: 


5-year amortization 








f In excess of 
Year normal depre- Total 
ciation 

DORSAL UL IS OG ASE OLE Ai che $15, 000, 000 $21, 000, 000 
ROE blo pcce nid é- actin sGenaety ches Rhceenees bute hd~ Syme eeesiereownon 205, 000, 000 292, 000, 000 
Barrie dele deisislhetals tnestiarheigtetithtinacetiaheadhaceshihe Adettth liek loins haem bien 582, 000, 000 831, 000, 000 
Wo onndhocemecareceet ecreneratettecesesteenkectes een ae 1, 078, 000, 000 1, 541, 000, 000 
Fewest A. 2. SIA... BOR Te. siwiotel. wcll 1, 596, 000, 000 2, 280, 000, 000 
1955. - nie 2, 020, 000, 000 2, 895, 000, 000 

Tuter to Dew. Ob, ' 1008. oS. 2 A A 5, 496, 000, 000 7, 860, 000, 000 
1000) 3a. LBD. ies. oul). Lid 2, 012, 000, 000 2, 999, 000, 000 
LOD op dnande Sietienetbertas cad Sener tities tashn concer < tances cbavetune<O4er 1, 595, 000, 000 2, 633, 000, 000 
lie cskaerdaiee cpa ion daxmieackaetk aaa ted - 981, 000, 000 2, 060, 000, 000 
TOUBe ee ae cosets ee .. DO dd. 2ad | 285, 000, 000 1, 383, 000, 000 
19683. Sie. teh aril eueie-dss-Jse sebelah ws aldia — 355, 000, 000 743, 000, 000 
is cnccachacuspihiadasosssnss cavinnndacaen Yeas adueieek nas acmeee —726, 000, 000 372, 000, 000 
CO aide £5 iikk cient, eoienntie Sethi Rat ated deka cya latan cnnnie tears —898, 000, 000 200, 000, 000 
Ne hs oh hdd aL caw ddabbtd dike ~sAbwdbwabbUn a -baUedeL sued | —1, 035, 000, 000 63, 000, 000 
TQOGS. Uh nd sts ccienh blses cls chek wa ameed- cad lL eal Techie | 1, 008, 000, 000 |....-.......2..... 


It is clear that the maximum allowance for reinvestment depreciation would 
be about equal to the excess of the writeoff for 5-year amortization over normal 
depreciation in the heaviest years. 

The statement that reinvestment depreciation deductions may amount to be- 
tween $2 billion and $2.5 billion per year is far from being equivalent to say- 
ing that there will be a revenue loss of the tax on that amount. 
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It has never been established, and is probably untrue, that there was an un- 
compensated loss of the tax on the 5-year amortization allowances. The amount 
of tax paid on profits, wages and material payments generated by 5-year amor- 
tization must have been very substantial. 

Reinvestment depreciation benefits all industry. There is no selection or dis- 
crimination. It will help prevent the extinction of small business. It will make 
unsound financing unnecessary for larger enterprises. It will stimulate the con- 
struction, equipment and machinery industries. It will increase profits, through 
the use of modern machinery after the retirement of obsolete units. It will 
maintain and increase employment and will generate income which will largely 
offset apparent or nominal losses. 

Two things seem clear from this: The budget can stand such an amount and 
the economy cannot get along with less depreciation allowance, in one form or 
another, than has been taken in the past. With 5-year amortization the squeeze 
is beginning to be felt even in those industries which have benefited from it and 
the situation is becoming intolerable for those which have not had this addi- 
tional allowance. 

If something of this sort is good for all the rest of the free world (appendix 
IIL) it should be good for us. 

Can we afford to penalize the most productive segment of our economy by an 
ottmoded system of depreciation allowances based on an assumption which 
every Man and woman, and most children, in this country, know is completely 
false; that is, that the value of the dollar never changes? . 

What is needed is not exemptions or favoable discrimination for any par- 
ticular type of industry. There is no suggestion of anything in the way of en- 
couragement to expansion. Whether any such measures are wise or expedient 
is beyond the scope of this discussion. 

What is needed is legislation which will permit taxpayers to retain a part, at 
least, of what they must have to maintain their present investment in depreci- 
able property. 

If industry is forced into a decline by collecting as taxes what is needed to 
maintain production and efficiency the whole economy will suffer. We need a 
strong economy for our protection. Whether an enterprise is directly engaged 
in defense work or not, its strength and survival, provided it meets a real need, 
should not be endangered by discriminatory and confiscatory taxation. 

Taxes are burdensome and the taxgatherer is unpopular. However, everyone 
knows that taxes must be paid, but when the taxgatherer takes not only his 
tithe of the crop but the seed corn as well there is grave doubt that the taxpayer 
can continue to pay, or perhaps, even survive. 


Appenpix I. Decimpep In Favor or INDIANA TELEPHONE Corp. 


TESTIMONY OF DR. WILLIAM A. PATON 


Dr. Paton was the first witness. He was on the witness stand for most of 1 
day and he summarized his testimony under 10 headings as follows: 

1. A major function of accounting is to measure the actual cost of rendering 
service chargeable to periodic revenue, and this function is especially important 
in the public utility field, because the cost of rendering service is one of the 
two basic factors determining the level of charges to customers to be allowed 
by the regulatory commission ; 

2. Underlying ordinary accounting procedure is the assumption of a stable 
measuring unit, and when this assumption is invalidated the raw data of ac- 
counting require adjustment if actual cost is to be correctly determined. In 
other words, when the records include cost factors represented by varying 
measuring units it is not possible to determine cost of operation by adding the 
dissimilar units as if they were the same; 

3. The general effect on corporate financial statements, prepared without 
regard to the change in the value of the dollar, has been understatement of the 
actual cost of operation and overstatement of net earnings. The major points 
at which the ordinary income computations have been invalid are the cost of 
materials and supplies consumed and the cost of plant consumed. The error is 
especially marked in the case of plant cost; 

4. The impact of the change in the value of the dollar is especially important 
in the utility field. A characteristic of this field is the huge investment required 
in relatively long-lived assets, which means that the cost of plant capacity con- 
sumed, depreciation, is a major factor in this area; 
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5. In the determination of the cost of plant consumed in utility operation, 
the varying dollars of investment reflected in the successive generations of plant 
installed should be converted by an appropriate index to current 1956 dollars, 
so that this important cost may be accurately measured in the same kind of dol- 
lars as are represented in the revenus being collected from customers. It is 
impossible to contradict the fact that one 1956 dollars received from a customer 
is not the equivalent of, and does not represent the recovery of, one 1940 dollar 
of plant consumed ; 

6. As to procedure, there should be no conversion of the plant accounts as such. 
Assuming that these accounts show dated dollar costs, they provide a basic 
record essential to sound interpretations and measurements; and in determining 
the cost of plant consumed per period, the various batches of depreciation cost, 
computed from the underlying plant records, should be converted into current 
dollars for the purpose of showing actual cost. For this purpose, any of the 
well-known general indexes are fairly satisfactory, and the use of an index based 
primarily on the costs incurred in the particular field will give satisfactory re- 
sults, if the index is fairly broad—that is, includes a considerable number of 
underlying cost factors ; 

7. The conversion of unlike monetary units with different names has long been 
commonplace in accounting procedure. Domestic dollars of different periods 
and values should also be converted to a common denominator before drawing 
conclusions as to total cost and net income—a type of procedure regularly used 
in some foreign countries, notably France. The serious change in the value of 
the dollar justifies giving immediate attention to the proper interpretation and 
conversion of recorded costs expresed in different dollars in all crucial measure- 
ments, such as utility regulation and deductions for tax purposes ; 

8. Although cost of plant consumed stated in converted dollars is not now rec- 
ognized by the Internal Revenue Service for tax purposes, the last-in, first-out 
inventory procedure, which is approved for tax computations, has the effect of 
recognizing present day costs of materials, and the recent tax development in 
connection with the sale of a residence also constitutes recognition of the impact 
of inflation. The principles underlying these procedures should be applied as 
quickly as possible to the more serious problem of measuring business plant 
consumed ; 

9. Although under prevailing accounting practices, the cost of plant capacity 
consumed has been seriously understated for some years, no effect should be made 
to recoup past understatement from current or future consumers. But from 
now on the cost of plant capacity consumed should be correctly stated to the end 
aa the utility may recover from customers the full cost of rendering service ; 
an 

10. Care should be taken not to confuse the problem of current measurement 
of the cost of plant consumed with the problem of capital structure and methods 
of financing. Capital structure has no bearing whatever on the correct measure- 
pa of the cost of either current or noncurrent resources consumed in rendering 
service. 

Dr. Paton pointed out that the underlying concept of the uniform system of 
accounts was the cost basis of accounting bottomed on a stable dollar; that 
inflation had caused the dollar to be devalued to the extent of roughly 50 percent 
since 1940; and that the cost basis of accounting should continue to be used pro- 


viding the dollars used were all converted to a single common denominator in 
terms of current dollars. 


SUPREME Court oF Iowa 
Iowa-Iinois Gas & Electric Co. v. City of Fort Dodge, September 17, 1957. 
SUMMARY 


Upholds district court finding of fair value rate based for gas company property. 
Prescribed 70 percent weight to depreciated reproduction cost and 30 percent to 
depreciated original cost (versus 50-50 weight determined by trial court). 
Accepted 6 percent rate of return fixed by trial court. 

Discusses and rejects Hope case “end result” principles on economic grounds 
and as a basis for determining lowa constitutional requirements. 

Adopts annual depreciation expense allowances based on fair value of 
property. 

Noted that consumers benefit from financially healthy utilities. 
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VALUATION 


“The arguments against fair value are all ones of expediency, not ones of 
justice or fundamental fair treatment. It is obvious that fair value introduces 
certain problems of proof. There must be estimates of reproduction cost, and 
of course these are by necessity estimates, but they are estimates of the cost of 
a plant in existence. They are close enough for practical purposes * * *” (p. 
13, 14). 

“* * * The original cost of a piece of real estate or property 60 years old is 
obviously not a sound basis for judgment of value today, and is obviously far 
more out of line than any estimate of reproduction cost or of trended original cost. 
These criteria are also far more definite and clarifying than the vague and in- 
definite ‘end result’ ” (p. 14). 

“The fixing of just and reasonable rates must function in a world of change, 
and must constantly readapt itself to the effect of those changes. It would, of 
course, be so much easier to think of dollars as something constant and unchange- 
able, but that unfortunately is not true and has not been true during the last 
60 years, if ever it was. The company must have an adequate total allowance 
in terms of the present buying power of money because that is theonly kind of 
money that is in use today (p. 14). 

“Professional economists have never been able to work out a general theory 
of economic value which is not susceptible to criticism. The fact that the prob- 
lem of valuation for ratemaking is difficult, however, and the answer not generally 
subject to precise determination, does not make the problem unsolvable. Justice 
cannot always be answered with certainty and in many areas of the law, if 
not most, justice calls for judgment and opinion. Value cannot be arrived at 
by adding up numbers, but must necessarily be a determination based upon 
intelligent opinions and facts adduced from the competent, credible record. 
* * #” (p, 14). 

CONSUMER BENEFITS 


“There is perhaps another objection to value being fixed at original cost alone 
which we should mention. It is not to the community’s advantage to keep such 
vital necessities as public utility services in a regulatory straitjacket (citations). 
New and better equipment will, of course, result in better and more progressive 
service to the community. Extensions will aid in the city’s growth. But with 
industrial measuring, regulating and transporting equipment doubled in price, 
will the management be encouraged to go forward or be content to let obsolete 
and inefficient equipment continue in operation until it fails or reaches its fully 
in anh status? Such service is not likely to be less costly to the customers. * * *” 

Dp. > 
INFLATION 


“* * * Reports of the Bureau of Labor Statistics, the Federal Reserve Bank 
of New York, and the National Industrial Conference Board, indicate that the 
value of the dollar since 1939 has decreased from 181.8 steadily until 1954 
when it was 99.8. In other words, the dollar has lost one-half its purchasing 
power in commodities during that period of time, thus doubling the cost of 
items needed as replacement for an operating business. It is truly as though 
we were now using a different currency. Practically all segments of the country’s 
economy are using a reduced unit of exchange. Should utility companies be 
treated differently? We think not” (p. 19). 
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AppENpDIx II.—High tag rates on true income caused by insufficient depreciation 


Individual 
proprietor | Corporation 
(married, 
no children) 


On Federal income tax basis: 








GONG svn cidsecokasissieted ssn cies dabennas ebm antec oc aD Gee $3, 000, 000 
Cost of goods sold: 
TEVGIOGEY FON Bon3 ooh 0 csik ce AA el oes 100, 000 100, 000 
Purchases. - - evdiud bicediahin sore aeabamuetls 1, 000, 000 1, 000, 000 
Manufacturing expense_..._...-......---------------- 500, 000 500, 000 
Total_-_- seein taiesign ssbb eaiaamaie 1, 600, 000 1, 600, 000 
Less inventory ek. $8). cd. 5. ees 125, 000 125, 000 
anced += <dnketndendns cit ensdbindensds ake 1, 475, 000 1, 475, 000 
BONES cawccdciwegen bans ein pel aeaine dinicnve hainenetees 1, 525, 000 1, 525, 000 
Direct labor - - - -- bee lean okel sondtene pene a Reelen Sheed 700, 000 700, 000 
PR vcbricantenssss inte dgtanncueuuede bene esaeeee coal 825, 000 825, 000 
Other expenses: 
Selling expense - - - aA OE EE 30, 000 30, 000 
Administrative and office expense... «+ chink Sb adeos 240, 000 240, 000 
Delivery expense - - us tb che cin fi hdoe cNdlan statin oiaas thers 60, 000 60, 000 
DORON x1. on tsigircntnshive eat eterstinas 195, 000 195, 000 
WUE, Se. Be. tak Feo Es a2 525, 000 525, 000 
gE eae ee nee ee 300, 000 300, 000 
Federal taxes on income she 223, 640 156, 000 
Fiio6 SARIN sia 684 pb ntdegse - Sash doens ap odaban -cenheagedowy 76, 360 144, 000 
pen oes 104.0 2) ) rest 978 wold percent..| 74. 55 52.00 





Above income is overstated as depreciation amount is based 
on historical cost, not current dollars: 











Income before taxes, OB MOOV 28s bokinkht deen sea dawee $300, 000 $200, 000 
Understatement of ‘depreciation, estimated to be 40 per- 
cent or ($195,000 times 0.40). (See appendix VIII) -..--- 78, 000 78, 000 

True income before taxes....................--..-----.---- 222, 000 222, 000 

Federal taxes on income, as above... ......-..--..---.-.---- | 223, 640 156, 000 

True net loss__.._..... i-ansede » Genny Secale g nibtan eaiaiie a Te GRD Nobetesnatitnae 
TOU Ne nsdn ae dldsentted UL d wéalwadsisveseeds 66, 000 

True tax rate on true income. -_-_...........-.--- percent..|_ 100. 74 | 70. 27 





APPENDIX III. DEPRECIATION PRACTICES IN OTHER COUNTRIES 


ARGENTINA 
Revaluation factors. 
By years of acquisition—e. g., 1940 and earlier, 300 percent of original cost: 
1952 and 19538, 110 percent of original cost. 
New plant and equipment. 
Fifty percent of cost written off first year. 





ear 
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AUSTRALIA 


Declining balance method, original cost. 
Smelters, 1214 percent. 

Foundry plant, 74 to 10 percent. 
Special rates fixed on application. 


BELGIUM 

Revaluation factors. 

By years of acquisition—e. g., 1918 and earlier, 14.32 times original cost ; 1943, 
1.48 times original cost. 

Depreciation on cost. 

Ordinary rates, plus 30 percent of cost of new plant, spread 10 percent per 
year over first 3 years. 

BRAZIL 

Revaluation factors. 

By years of acquisition—e. g., 1929 and earlier, 10 times original cost; 1949 
and 1950, 2 times original cost for excess-profits tax purposes. 

Straight line method, original cost. 

Industrial machinery, 10 percent. 

Note.—No depreciation allowed on buildings. 


CANADA 


Depreciable property is divided into 14 different classes which may be written 
off at not more than a certain maximum rate for each class. Any amount less 
than the maximum may be written off in any one year, but the taxpayer may 
vary the rate from year to year so long as the maximum limit is observed. 

The first four classes cover (1) buildings, (2) improvements to land, such 
as dams, (3) docks and railway tracks, (4) electrical generating equipment 
and similar structures and improvements. Rates are from 4 to 6 percent, about 
twice what would ordinarily be allowed in the United States. 

Class 5 covers pulp and paper machinery at a rate of 10 percent. The United 
States rates on similar machinery are from 5 to 5 percent. 

Class 6 includes certain light or temporary structures at 10 percent. The 
United States rate is 21%4 to 3 percent. 

Class 7 consists of boats and ships at 15 percent. The United States rate is 
2% to 4 percent. 

Class 8 includes everything not covered by the other classes and would in- 
elude practically all machinery and equipment in general use commercially 
and in factories. The United States rates vary from about 4 to 10 percent, 
mostly at the lower end of the scale. 

Class 9 includes electrical generating equipment not used for public service 
at 25 percent. The United States rate is under 5 percent. 

Class 10 includes principally machinery and equipment used for the develop- 
ment and exploitation of natural resources at 30 percent. The United States 
rates are from 2 to 10 percent. 

The remaining four classes are somewhat special cases: (1) intangibles, (2) 
leasehold improvements, (3) lending library books, and (4) hotel equipment, 
all at very liberal rates; some at 100 percent in the first year if desired. 


CHILE 


Revaluation factors, to be agreed with tax authorities. 
Reserves for replacement, deductible, 10 percent of assessable income, plus 
2 percent for each 10 percent increase in physical production, base year 1951. 


COLOMBIA 
Depreciation on original cost. 
Buildings, 21% to 5 percent ; machinery, 10 percent. 
New industries, iron and steel companies exempt from income, excess profits 
and patrimony taxes for 10 years, permission necessary. 


DENMARK 

Depreciation, on cost. 

Rates, approximately same as United States. 

New plant and equipment: Buildings, 40 percent of cost in 10 years, maxi- 
mum 25 percent in any one year; machinery, 50 percent of cost in 5 years, 
maximum 331% percent in any one year. 
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FRANCE 


Allows the use of an inflation coefficient to revalue assets. This permits de- 
preciation to be stated on a replacement-cost basis. A revaluation reserve is 
set up at the time the assets are revalued. If the reserve is left undisturbed, no 
tax is paid. If the reserve is incorporated into the equity of the company 
by issuing shares or by increasing the nominal value of existing shares it is 
taxable at 6 percent. If paid out as a dividend the amount becomes taxable 
at the regular commercial profits tax rate and dividend tax rate. 

It is not necessary that money be spent in current year for capital addi- 
tions in order to receive the revalued depreciation provision. 


GREAT BRITAIN 


“Initial allowance in first year’: Allowed machinery purchased after April 
6, 1944, to be depreciated at 20 percent plus the normal depreciation provision 
(say 5 percent) which is generally on a declining balance method. The first 
year’s depreciation would be 25 percent (20 percent plus 5 percent) and the 
second year would be at 5 percent of the diminished balance. The law became 
effective in 1946 but applied to earlier acquisitions. In the period April 1949 
to April 1952 the initial allowance was increased to 40 percent, In the suc- 
ceeding year the initial-allowance provision was rescinded. 

Investment allowance: In April 1954 a special “investment allowance” was 
granted. This was in the form of a tax-free bonus and permitted the taxpayer 
to deduct a maximum of 20 percent of the cost of new assets which had ability 
to expand business. This 20 percent was in addition to the regular deprecia- 
tion allowance. In effect the taxpayer was allowed 120 percent of his original 
cost. The investment allowance was rescinded February 17, 1956. The initial 
allowance provision was restored in April 1953 for assets that did not qualify 
under the investment allowance and is currently allowable at a 20 percent rate 
for machinery. 

HOLLAND 


Accelerated depreciation: Allows one-third of cost of a new facility to be 
written off at an accelerated rate. Remaining two-thirds accrue normal depre- 
ciation. 

Law permits one-third of the cost to be written off in first year subject to 
approval of the Minister of Finance. Since October 1955 the Minister has ruled 
that the one-third of new investment covered by the law could be written off 
in 4 years instead of 1: i. e. 10 percent per year for each of the first 3 years 
plus 344 percent in the fourth year. 

Normal depreciation: Companies must adopt a permanent method of writing 
off a fixed percentage of the purchase price or book value of an asset. The 
writeoff can be based on the economic life of the asset, not necessarily its tech- 
nical life. Commonest practice is to write off 10 percent of a new asset 
annually. 

Investment capital allowance: Permits business to charge 4 percent of ex- 
penses incurred in acquiring or improving equipment against profits for 5 years 
from the date of investment. 


Example: Facility cost $90,000, 10-year life 





| Accelerated Normal de- | Investment 





Year | deprecia- | preciation | allowance (4 Total 
tion } percent) 
SciaisicguiaalinciDancinnrnegediceiiaateciliimiailiiiasias inate aia —| panies 

1. 2 $9, 000 $6, 000 $3, 600 $18, 600 
Diutigh sdeithh nobbtnahers 2 9,000 6, 000 3, 600 18, 600 
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é. 3 3,000 6, 000 3, 600 12, 600 
Sc cclelowruuls vasiiwis li. tse. odds calle mabinbawes 6, 000 3, 600 9, 600 
Dich ellsisintantgh } = qquchanmnieebinich idee se benenidamdbeuns PE Disi ntnwcaiiniaies 0 6, 000 
ts Min aahadutenboueth Cup en inane aaaeneinedt cease EE Tosca recataceny 6, 000 
Gordes Se ee Gib UO 15 Eek 6, 000 
Did dbo ~ ih did fae - 5 ences sath Sen nib phd geese de 6 O00 Wesilcae cds. 6, 000 
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1 Could be as much as 33% percent in first year at discretion of Minister of Finance, 
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The investment allowance results in tax deductions in total that exceed 
100 percent. In the above case cost was $90,000 and tax allowance $108,000. 


INDIA 


The present income-tax law, with a view to encourage the establishment of new 
industries and to help the existing ones to renovate their plant and machinery, 
provides for depreciation on a very liberal scale plus the grant of an outright 
development rebate. Normal depreciation is allowed at liberal prescribed rates 
ranging from 7 to 25 percent on a diminishing balance basis. Additional de- 
preciation equal to the normal depreciation is allowed on all new assets for a 
5-year period. Double-shift additional allowance is also provided for up to 
50 percent of the normal depreciation, If there are not sufficient profits in a 
year to absorb the full depreciation (normal plus additional), the deficiency can 
be carried forward indefinitely against the profits of subsequent years. 

A novel feature introduced in the 1955 act is the granting of an outright 
development rebate equal to 25 percent of cost, for all new machiney and plant 
installed after March 31, 1954. This rebate is in addition to other depreciation 
allowances and is not taken into account for determining the written-down 
value, it acts as a bonus or special allowance over and above the recoupment 
of the cost through depreciation allowances. In other words, depreciation re- 
coupment continues until 125 percent of cost is recovered. In order to insure 
that these liberal provisions for depreciation are not abused and the funds 
frittered away in doubtful or speculative ventures, a scheme of deposits has 
been introduced requiring the company to deposit prescribed amounts depending 
on its undistributed profits and reserves. 


ITALY 


Declining-balance method: Buildings, 2 to 3 percent; plant, 10 percent; plus 
writeoff, 40 percent of cost, maximum 15 percent in anyone year. 
Revaluation: In 1946 but no details available. 


JAPAN 


In asset revaluation laws of 1950, 1951, and 1953 provision is made for a 
voluntary revaluation of the residual value of depreciable assets as of base dates 
(Jan. 1, 1950, 1951, 1952, 1953, 1954) using the Government-furnished wholesale 
commodities price index relationships of price rise. A revaluation tax of 6 per- 
cent of the writeup payable within 3 years is assessed. Future depreciation is 
calculated on the stepped-up basis. The difference in purchasing power of the 
dollar only is covered through the use of a general index—not concerned with 
specific replacement costs of particular types of assets. These provisions 
represent a correction only for the inflation which had already come and leaves 
the future adjustment for further changes of the price level unsolved. 


MEXICO 


Depreciation, original cost: Buildings, 5 percent ; machinery, 10 percent. 
Accelerated depreciation granted if applied for. 


NORWAY 


New plant and equipment: Excess cost of assets (December 31, 1939, value plus 
50 percent) ; may be written off in 5 years. 


PUERTO RICO 


‘ 

Supplement of the Income Tax Act of 1954 (Act No. 91 of June 29, 1954, sec. 
114A), flexible depreciation. 

(a) Deduction for flexible depreciation: In the case of flexibly depreciable 
property in respect of which the option provided in subsection (b) is effective 
for the taxable year, a taxpayer may, in computing his net income for said taxable 
year, deduct the whole or any part, or no part, of the flexibly adjusted basis 
of said property. This deduction shall be in lieu of the deduction under section 
23 (1) for current depreciation of the property for the taxable year, but it shall 
be subject in all other respects to the requirements of said section. In the case 
of property acquired and used by a taxpayer during the period he is enjoying 
tax exemption, said taxpayer shall be estopped from claiming flexible deprecia- 
tion. 
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SWEDEN 


Unplanned declining balance, original cost. 
Up to 30 percent of written-down cost beginning of year—plus 30 percent of 
additions. 
New plant and equipment: Excessive cost may be written off in year of 
acquisiton. 
WESTERN GERMANY 


Under the general method, depreciation is negotiated individually with each 
company. The usual result is permission to depreciate 30 percent of new invest- 
ments in each of the first 2 years of life, after which the depreciation rate allowed 
is about 4 percent which would amortize the remaining 40 percent investment 
over 10 years. 

German authorities agree that this liberal depreciation approach is the prin- 
cipal reason for the spectacular recovery of German industry. In West Germany 
today there is a great abundance of all commodities, ample housing and industria] 
facilities. The amazing accomplishment of West Germany since the war is well 
known in this country. 


AppENDIx IV 
{Harvard Business Review, September 1951] 
ROADBLOCKS IN THE PATH OF ACCOUNTING 


By Percival F. Brundage, Director of the Bureau of the Budget, formerly senior 
partner, Price Waterhouse & Co., president, American Institute of Certified 
Public Accountants, president and director, National Bureau of Economic 
Research 


American Institute of Accountants study group.—A study group on business 
income of which I have been chairman, composed of economists, lawyers, and 
businessmen, as well as accountants, was organized by the American Institute 
of Accountants in 1947. The first problem that we tackled was the basic 
assumption, in the preparation of accounting statements, that the dollar was 
stable. 

Mr. George O. May, in the introduction to a monograph for that group entitled 
“Business Income and Price Levels,” expressed the view “that the ideal to be 
sought is a determination of income in which revenues and charges against 
revenue would be measured (as nearly as possible), as well as stated, in terms 
of monetary units of the year.” 

Mr. Arthur Dean, in a paper for the same group from the legal point of view, 
directed particular attention to the tax problems involved : 

“The cost today of replacing existing plant facilities with new facilities pro- 
ducing the same goods and services, and the same current dollar amount of 
income, quite generally exceed by very substantial amounts the original costs 
of those old facilities. Because no deduction is allowed in determining net 
taxable income for such excess of replacement cost, corporations must, at pres- 
ent tax rates, earn approximately $1.61 in order to have $1 available for such 
excess replacement cost. (This was in February 1949. With the increases in 
taxes since that date, the problem has become even more acute. ) 

“Constructive legislation—particularly in the field of taxation—could greatly 
assist in solving some of the problems presented by changes in the value of the 
dollar and in maintaining and enlarging our means of production and thus the 
general standard of living throughout the Nation.” 

This subject was explored pretty thoroughly with representatives of the 
Treasury Department and the Bureau of Internal Revenue, including staff 
accountants, economists, and lawyers, in the fall of 1948. I gained the definite 
impression that we cannot expect to obtain any tax relief on this point until 
the accounting profession accepts the necessity for modifying its own procedures. 

The views of four economists in another monograph issued by the study group 
differ in many respects but agree in general that income should be measured 
in wealth other than money. For example, Prof. Solomon Fabricant says: 

“Accounting calculations of business income are unacceptable to economists. 
Current accounting reports yield figures for different companies that are not 
comparable with one another. Current accounting reports yield figures for a 
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single company’s operations in one year that are not comparable with figures 
for the same company in another year. During a period of inflation, such as 
we are in, these incomparabilities are serious * * * 

“Economists follow the principle that costs should be related to revenues on 
the same price-level basis and that the income of one period should be compared 
with the income of another period on the same price-level basis * * * 

“Finally, economists believe that comparisons of income over time are possi- 
ble only if adjustments are made for changes in the purchasing power of money 
income, and all estimators of national income provide for such adjustments.” 

The time lag in charging expense.—Many of the items appearing on current 
financial statements are automatically stated in current dollars. Inventories 
and depreciation on fixed assets are the principal exceptions. It might be inter- 
esting to consider briefly the time lag between the incurring of a cost or expense 
and its absorption in the income statement. This may be classified as follows: 

1. When there is no interval.—The cost or expense will never be treated as an 
asset but will be charged directly against income. 

. When there is only @ short postponement.—The cost or expense will be car- 
ried either as inventory, or as a deferred charge in the balance sheet before it is 
absorbed in the income statement, usually in the following year—i. e., finished 
automobiles in the salesroom or prepaid interest. 

8. Where there is a long postponement.—The cost will be carried as a capital 
asset to be distributed over a number of periods through depreciation or amor- 
tization. 

4. Where there is an anticipation—e. g., where materials are used before they 
are paid for.—Provision for the future cost or expense will be carried on the 
liability side of the balance sheet, while the charge has already appeared on 
the income statement. 

The effect of a changing price level is obviously the greatest on the third 
classification. The longer the period between the incurring of the cost and its 
absorption in the income statement, the more pronounced the difference between 
original cost and present value may become. It would, therefore, appear logical 
to consider fixed assets first in asking if any adjustments should be made for 
fluctuations in the value of the dollar. For some reason, however, this has not 
been the case. Economists for many years have estimated and made adjust- 
ments for the fluctuations in inventory values, but not for fixed assets. 





LYBRAND, Ross Bros. & MONTGOMERY, 
New York, January 6, 1958. 
Mr. Maurice E. PELOUBET, 
Messrs. Pogson, Peloubet & Co., 
New York, N. Y. 


DEAR Mavrice: You have asked my opinion of the proposed amendment to the 
Internal Revenue Code relating to reinvestment depreciation. As I understand 
it, the proposal is that plant and equipment, when retired, should be revalued at 
current replacement costs through application of index numbers to be published 
by the Government. Subsequent expenditures on new plant and equipment, to the 
extent they exceed original cost of the properties retired but are not in excess of 
eurrent replacement costs, would be an allowable deduction in computing tax- 
able income. 

The objective of the proposed legislation is a sound one. By direct personal 
observation I am keenly aware of the inability of depreciation allowances based 
on historical costs to cover present-day replacement costs, due to inflation. An 
equitable and economically sound income tax, it seems obvious, must permit 
maintenance tax free of capital investment in plant and equipment. To the 
extent that it does not, it is a tax on capital. It should be noted that the capital 
taxed, viz, business and industrial plant and equipment, is a form of capital of 
supreme importance to the Nation’s economic well-being. 

The proposed legislation is highly restrictive, apparently in the belief that 
it should not encourage trafficking in corporations with reinvestment carry- 
overs as has occurred in the past with loss corporations. I heartily coneur. I 
suggest, however, that consideration he given to two liberalizations which are 
necessary, I believe, to recognize the economic facts of life as American business 
is actually conducted. 

First, reinvestment in new plant and equipment very often occurs in advance 
of the retirement of the old properties. To avoid costly delays in production, it 
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is often impractical to first retire and then replace. The proposed legislation, 
therefore, should provide for a reinvestment carryback (limited possibly to 1 or 2 
years) similar to the reinvestment carryover. 

Second, there are many reasons why business finds it expedient to conduct 
business in multiple corporation form. The proposed legislation should permit 
the excess reinvestment amount to be computed on a consolidated or combined 
basis where the separate corporations are, in effect, divisions of one enterprise. 

Sincerely yours, 
PHILIP BARDES. 


ScovELL, WELLINGTON & Co., 
New York, N. Y., January 7, 1958. 
Mr. MAvRIcE BE. PELOUBET, 
Pogson, Peloubet & Co., 
New York, N. Y. 


DEAR Mr. PELouBET: Your letter of December 27, 1957, was sent to Mr. Wel- 
lington in Florida. Without having any previous copies of articles, speeches, 
etc., he has made on this general subject, Mr. Wellington has dictated the en- 
closed draft to his dictaphone, which has been transcribed here in New York. 

Mr. Wellington wants very much to be helpful in this matter and accordingly 
would appreciate a brief word from you as to whether a letter signed by him, 
such as the enclosed draft, would be of any help or would you prefer to have it 
modified in any important particular. You can either telephone your ideas here 
(BArclay 7-9432) or write direct to Mr. Wellington at 925 Hillsboro Beach, 
Pompano Beach, Fla. 

When the letter is finally typed, would you like more than one copy? 

Very truly yours, 
ETHEL M. WILLIAMS, 
Secretary to Mr. C. Oliver Wellington. 


DRAFT 
Mr. Maurice B. PELovsEt, 
Pogson, Peloubet & Co., 
New York, N. Y. 


Dear Maurice: I have reviewed carefully your letter of December 27, 1957, 
and the enclosed material dealing with changes in accounting theory and prac- 
tice that must be made to give recognition to fluctuation in the value of the 
dollar. As you know, I was one of the first members of our profession to call 
attention to these problems in speeches and writing. 

The fallacy of the present situation, as is brought out in the material you have 
prepared, is in thinking of the dollar as a fixed and unchanging measure. It is, 
of course, necessary in accounting that some measure be used, but if the accounts 
and financial statements are to set forth the facts with substantial fairness and 
accuracy, the transactions of any year measured in dollars must be adjusted 
to the purchasing power of the dollar in each year. 

Under customary accounting practice, most of the items on an income statement 
or profits and loss statement are shown in terms of current dollars. Sales of 
goods or services are made in current dollars and paid by customers in current 
dollars. Wages and salaries are paid in current dollars. Purchases of supplies 
and expenses are paid in current dollars. There are, however, two main items 
that may not be stated in current dollars. Purchases of material for resale or 
fabrication may in part be resold in the same year as purchased, but in many 
industries there are large totals of inventories carried forward from a previous 
year or even longer periods. Recognizing the error of using historical costs 
instead of current prices of raw materials, many companies years ago adopted 
the last in, first out or LIFO method of determining costs of materials sold, 
and this method has been approved for income tax purposes. The effect of the 
LIFO method is to match current sales with current purchases expressed in 
dollars of substantially the same value. 

Therefore, if the LIFO method is used for inventories, the one item on the 
income statement that remains on an incorrect basis is depreciation of plant and 
equipment. This item on books and financial statements, and also on income-tax 
returns, is stated on the basis of historic costs, that is, cost of the plant asset 
in the year when it was acquired. With inflation and the greatly reduced 
current value of the dollar, this method of calculating depreciation on historic 
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costs results in a charge on the income statement in dollars which is not fair 
or correct in terms of current dollars. The effect of this accounting is to over- 
state the real net income for the year expressed in current dollars. What is 
even worse, the income tax on this overstated income at the present very high 
rates calls for the payment in cash of more than half of the overstated income 
and very much more than half of the real income. 

My interest in bringing about proper recognition of the fluctuating value of the 
dollar covers both the development or more accurate and fair financial statements 
and fairer and more equitable income taxes. It seems to me that the proposed 
change in taxes, as outlined in your memorandum, is the very minimum that 
should be allowed and I believe that greater allowance, such as present methods 
in Canada, would be more helpful to our national economy. Taxes on business 
at best have a depressing effect on growth and progress, and they are especially 
depressing when determined on a basis so obviously unfair as to limit deprecia- 
tion deduction to historic costs of the assets. 

While the present method can be demonstrated to be unsound in theory, it 
is of even greater importance in its seriously bad effect upon business, especially 
the smaller businesses. 

Sincerely yours, 


{The Commercial and Financial Chronicle, talk by Mr. Smith before the New York 
Society of Security Analysis] 


Tax ASPECT OF DEPRECIATION 


By Dan Throop Smith, Deputy to the Secretary of the Treasury 


Treasury official points out strong influence of tax treatment of 
depreciation on country’s budget position, and also the importance 
of depreciation to capital investment and industrial expansion. 
Maintains tax laws must be fair as well as economically sound, with 
too liberal depreciation being discriminatory and inequitably favor- 
ing of groups benefiting therefrom. Stresses importance of de- 
preciation accounting to national economic as well as individual 
corporate analysis, through its influence on costs, price policies, 
fiow of funds, income determination, and decisions regarding new 
property purchases. 


The tax treatment of depreciation influences tax receipts in a country’s 
budget position in obvious ways. With corporations alone taking deprecia- 
tion deductions of $13.7 billion in 1954, and expenditures for new plant and 
equipment now running at an annual rate of $37 billion, it is clear that 
changes in the methods of determining depreciation allowances can lead to 
large changes in tax reecipts. The treatment of depreciation also is of funda- 
mental importance hecause of its influence on capital investment and the rate 
of industrial expansion. 

Modifications in tax depreciation have been made in various countries both 
to foster and to discourage capital expenditures, as required by changing 
national needs. In this country we have twice recently used 5-year amortiza- 
tion to encourage private investment for emergency defense facilities. When 
strictly limited to true defense needs, rapid amortization has a useful role to 
play, although it creates inequities and dislocations when applied too long 
or too extensively. 

POLICY IN OTHER COUNTRIES 


Canada, in contrast to our own methods of giving rapid amortization for 
defense plants, postponed ordinary depreciation allowances on investments in 
plant and equipment that were not needed for defense purposes during the 
period of the Korean emergency. An incentive to concentrate investment in 
defense plants thus arose because they alone were entitled to ordinary deprecia- 
tion from the time of their construction or purchase and inflationary pressures 
were reduced by making other capital outlays less attractive temporarily. 

Other countries have used special depreciation allowances to foster invest- 
ment needed for reconstruction or in industries particularly important to the 
national economy. So-called initial allowances used in Britain, by which a 
substantial part of investments in specified industries were allowed as immediate 
deductions, with the balance of cost written off over the remaining life, has been 
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considered useful there. The subsequently adopted investment allowances which 
gave immediate tax deductions for part of the cost of depreciable property in 
addition to the regular depreciation of the entire cost were even more generous 
because they allowed total deductions greater than total cost. 

The free depreciation used for some time in Sweden permitted depreciation at 
the option of taxpayers up to 100 percent of cost in a single year; even the cur- 
tailment of this still left depreciation on a very liberal basis compared to other 
countries. Germany, too, used special tax allowances for investments in housing 
and certain industries after the war with what was believed to be notable suc- 
cess. And several countries which have suffered from drastic inflation have 
ars cost adjustments or revaluation of property to give larger depreciation 

ases. 

In essence, all the problems and controversies in depreciation accounting really 
come down to the two simple questions of “How much?” and “When?” These, 
to be sure, ignore a third question of “To whom?” which may be important in 
trust and estate accounting, but it is not generally important in business or in- 
vestment problems. 

The question of “How much?’ involves a determination of the total amount 
to be written off over the life of an item of depreciable property, and this in turn 
breaks down into the gross amount of the investment and the presumed salvage, 
if there is a substantial amount, to determine the net cost of the use of the prop- 
erty to be allocated and recovered over its useful life. The question of “When?’ 
involves both the total time period over which the net cost should be written off 
and the rate or rates at which it should be done. Comments on the separate 
aspects of these basic questions bring out the several policy issues involved. 

The gross amount of an investment is typically measured in terms of the 
actual dollars spent to acquire it and make it ready for use. BExceptions to this 
general rule may be proposed for two reasons. Certain types of transactions 
involving exchanges of property have been permitted to occur tax-free in order 
not to hamper normal business developments; the necessary corollary of a tax- 
free transaction is a carry forward or substitution of basis so that’ tax conse- 
quences are merely postponed rather than eliminated. Any other result would 
be inequitable. But the net result may be a basis for tax depreciation different 
from that deemed sound for book purposes and public reports. 


ADJUSTING TO INFLATION 


In some countries the process of inflation has been so drastic that adjustments 
have been made to historical cost to permit tax depreciation to correspond more 
closely with current replacement costs. Adjustments of this sort are crude at 
best, and in the process of trying to provide for tax-free recoveries of amounts 
sufficient to replace fixed assets, introduce new discriminations between holders 
of fixed real assets and holders of other assets stated only in money amounts, 
such as bonds. Only if the economic problem of assuring replacement of depre- 
ciable assets is sufficiently serious should adjustments to historical costs be 
undertaken, with the difficult alternative problems arising therefrom. 

When property is used over its entire physical life, there is no great problem 
in adjusting for salvage value at the end of its life because such salvage is usu- 
ally negligible, frequently no more than the cost of removal, and should be ig- 
nored. But when a partially used item of property is disposed of while it still 
has substantial value, as the proverbial year-old automobile, the actual cost of 
its use is simply the difference between its original cost and its resale price. 
The purchase, use, and disposal of the property is, in a sense, a single composite 
transaction, and the parts must be seen in relation to each other. Probable resale 
value, if it is substantial, needs to be taken into account in fixing the amount to 
be written off over the useful life of the property. This is especially important 
because of the provision of the law which gives capital gains treatment to any 
profit on the sale of depreciable property. By the juxtaposition of tax rates, 
there may be a substantial net profit from a deduction against ordinary income, 
even though it is partially offset by a later capital gain. 


PHYSICAL LIFE VERSUS USEFUL LIFE 


The consideration of substantial resale value in the determination of “How 
much?” is to be written off by depreciation for a particular taxpayer merges into 
the determination of useful life which is basic in the question of “When” depreci- 
ation is to be taken. The problem here also is to decide whether physical life 
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or the useful life in the hands of a particular taxpayer should be controlling. 
Both from the standpoint of fairness and as a matter of economic policy, it seems 
clear that useful life to the particular taxpayer is the more important. It is 
of little significance that a machine tool might last for 20 years if a particular 
taxpayer uses it for only 8 years, because he requires high precision work or 
because the rate of technical obsolescence requires replacement every 8 years 
to keep up with competitive standards. Similarly, the fact that a car might 
last 5 years, or 10, is of no importance to an owner who regularly replaces his 
fleet of cars every year. It is the actual useful life to the taxpayer and the 
actual salvage or resale value for each taxpayer which will give the basis for 
determining his depreciation ; to the extent that they can be estimated, amounts 
and rates should be related to them. 

One of the principal complaints regarding depreciation allowances has been that 
they were tied too tightly to historical records, with too little recognition of 
prospective changes which would be likely to make the future quite different from 
the past. The validity of this complaint was recognized in the new regulations 
on depreciation which invite a forward look and attention to technological im- 
provements. Past periods of use are, in fact, likely to be incorrect because of a 
succession of circumstances which discouraged replacement of old property. First 
there was the depression of the 1930’s, with its limitations in demand for finished 
goods and in financing for capital goods. Then there was the war with its short- 
ages and urgent need for all capital goods, old and new. Then there was the 
period of rapid price increases after the war, when it paid to repair and rebuild 
because of high replacement costs. These circumstances have all tended to make 
actual service lives longer in the past generation than they would have been under 
more normal conditions. Future planning should not be tied down by the pattern 
of replacements which developed in that period. [ 

After it is decided over what period the difference between original cost and 
salvage value should be written off, a final question arises as to the way in which 
the total amount should be spread out in that period. Should it be in equal annual 
amounts by the straight-line method or in varying amounts following another of 
the recognized methods of allocation? 

The changes in our tax law in 1954 dealt especially with this aspect of tax 
depreciation. In comparison with provisions in other countries they were indeed 
very modest changes. The law gave specific statutory authority for the declining 
balance method of depreciation at double the rate to be used under the straight- 
line method, and for the sum-of-the-years-digits depreciation method. These 
permitted more flexibility and realism in depreciation than was possible under the 
traditional straight-line method. I do not need to emphasize to this group that 
there is no absolute truth or perfect method in income determination. Various 
alternative accounting methods, when consistently applied, give measures of in- 
come which are equally acceptable under differing assumptions and for different 
purposes. It was felt that the simple straight-line method of depreciation which 
had come to be prevalent under the tax law was unduly restrictive and hampered 
reasonable flexibility in business practice. The fact of different accounting 
methods, whether they involve the difference between FIFO or LIFO inventory, 
or between declining-balance or straight-line depreciation, limit the strict com- 
parability of financial statements and add to the difficulty, and fascination of 
your profession. But ease of statistical analysis should not be the dominant 
criterion for business accounting or for the tax laws which may influence if not 
determine business practices. 

It is axiomatic, I believe that the sooner a capital investment can be re- 
covered, the more likely it is to be undertaken and the more easy it is to be 
financed. Thus, tax laws which facilitate faster capital recovery are generally 
preferable on grounds of economic policy to those which defer it, since capital 
investment in the long run is the basis for greater productivity of labor and 
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higher standards of living. The importance of tax depreciation is increased 
by the fact that book depreciation is often made, by management decision, to 
conform to tax depreciation, and, in turn, decisions on retirement and replace- 
ment of depreciable property are often made to depend, illogically but none- 
theless actually, on whether the old property has been fully depreciated. Tax 
depreciation may thus have an influence far beyond what it might be expected 
to have directly or logically. 

The tax laws must be fair as well as economically sound, and too liberal 
depreciation is discriminatory in favor of those groups benefitting from it. The 
chance for real abuse arises from the opportunity, previously mentioned, to 
apply a lower rate of tax on the profit from the sale of depreciable property 
than was applied to the depreciation deductions themselves. It is notable that 
many of the recommendations recently made to the Commissioner of Internal 
Revenue in connection with the current study of useful service lives note that 
shortening of lives which they recommend could well be protected by the re- 
moval of this differential tax treatment. 


DESIRABILITY OF SIMPLICITY 


Tax depreciation to the extent possible should also be made to conform to 
the criterion of simplicity to the greatest extent possible. Here, too, recent 
changes have all been in the right direction, I believe. The Internal Revenue 
Service announced in 1953 that it would not require changes in estimates of 
useful service lives of depreciable property unless major changes seemed to be 
indicated. This policy is intended to remove recurring small controversies 
which have been too frequent in the past. A more fundamental change in the 
interests of both simplicity and economic policy has been advocated by various 
taxpayer groups. This would involve the establishment of a few broad cate- 
gories of property with useful lives or a short range of lives for each group 
to take the place of the almost indefinitely large number of separate items and 
lives of depreciable property now used. A plan of this sort has been used in 
Canada with apparent success. 

My remarks today have not been intended to cover any new ground. Depre- 
ciation accounting is a major factor in income determination. The funds aris- 
ing from depreciation, a noncash expense item, provide a major source for 
capital investment. These funds, in the long run, are not likely to cover more 
than the replacement of retired capital assets, and they may not do that if 
replacement costs exceed original costs of retired property. But in an expand- 
ing economy or company with fairly stable prices, depreciation will run ahead 
of retirements and provide funds for additional investment. This is one of the 
notable differences between ordinary depreciation accounting and the retirement 
accounting which most railroads used until in World War II they had few 
feasible retirements at the very moment when tax rates became so very high 
under the excess profits tax. 

In the economic analysis of a nation, as well as in financial analysis and 
planning in a company, and in your security analysis of alternative investments, 
depreciation accounting is important through its influence on Costs, on price 
policies, on the flow of funds, on income determination, and on decisions re- 
garding new purchases of depreciable property. To us in the Treasury, de- 
preciation accounting for tax purposes is an immediate concern through its 
effects on taxable income and tax receipts. But tax depreciation is also of im- 
portance to us because of its influence on book depreciation and through book 
depreciation on the various aspects of the country’s economic life to which I 
have referred above. In the brief time available I have not attempted to do 
more than set the problem of tax depreciation into perspective. 
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APPENDIx VII 
ESTIMATE OF THE EFFECT OF THE USE OF “REINVESTMENT DEPRECIATION” 
SOURCES OF STATISTICAL INFORMATION USED 


1. Statistics of income—1954 preliminary corporation income-tax returns: 
United States Treasury Department—Internal Revenue Service 
United States Government Printing Office 
2. The Economic Almanac—1956 
National Industrial Conference Board, Inc. 
Thomas Y. Crowell Co., N. Y. 
3. Economic Report of the President—January 1957 
Hearings before the Joint Economic Committee of the Congress of the 
United States 
United States Government Printing Office 
4. Statistical schedules prepared by Pogson, Peloubet & Co., 25 Broadway, New 
York City, showing application of proposed method to pertinent figures 
submitted by the following four industries: 
Manufacturers of: 
(a) Brass: Individual companies 
(bv) Cement: Cement Advisory Committee 
(c) Paper: American Paper & Pulp Association 
(d) Steel: The American Iron and Steel Institute 


(P. 2) 
Millions 
of dollars 


Total plant in the United States—year 1955: 
Total depreciable property on hand Dec. 31, 1954 (p. 23 of 1954 
Statistics of Income, U. 8. Treasury Department, all returns with 
enn ne) CUNO ho ok dae dtgneice ed oeiGe mene Ge $266, 934 
Expenditures on new plant and equipment by United States busi- 
ness, year 1955 (p. 320 of the Economic Almanac, 1956), (p.3)_ *27, 896 


Total plant on hand Dec. 31, 1955, estimated per above sources... 294, 830 


1955 current value of total plant (p. 3)-----.-------.----------- 385, 199 
Excess of current value of plant over cost of plant-...------- 90, 369 


Statistical method of determining depreciation expense, year 1955: 
Depreciation rate, estimated (p. 5): 4 percent 
Depreciation expense, estimated ($294,830 X 4 percent)_---__-- 711, 793 


1 Expenditures on new plant and equipment are here shown “gross” as no “net” amount 
is available. The 1955 addition amount has no effect on the excess of current value of 
plant over cost of plant as the index for the year 1955 is “1 

2 Depreciation expense shown here of $11,793 is coamababiie to the latest figure avail- 
able in Statistics of Income, 1954, as follows: 


Depreciation and amortization, Statistics of Income, 1954 (p. 11)--.--.-- $13, 691 
Certificates of necessity allowed year 1954 per p. 778 of Economic Repo 
Of Tine PURE, DOMORET. WOU Tans ks nk ls is en cee th adbuabee 2, 280 


Depewiation: Gapenss, GRE... 8a ooo cnsenseenuonctimbchdnces 11, 411 
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(P. 3) 
Calculation of current value of plant, year 1955 
[All figures represent millions of dollars] 


U. 8. De- Current Excess of 
partment of | Cost of plant value of current 
Year of acquisition of plant Commerce Dee. 31, plant value of 
construction 1955 Dee. 31, plant over 
cost index 1955 cost Dec. 31, 
(reciprocal) 1955 
1. 935 $53, 547 $103, 613 $50, 066 
1, 868 1 8, 692 16, 237 7, 545 
1, 629 114, 848 24, 187 9, 339 
1.335 1 20, 612 27, 517 6, 905 
1. 198 1 22, 059 26, 427 4, 368 
1, 210 119, 285 28, 335 4, 050 
1.170 1 20, 605 24, 108 3, 503 
1. 080 1 25, 644 27, 696 2, 052 
1,046 1 26, 493 27,712 1, 219 
1. 023 1 28, 322 28, 973 651 
1,025 1 26, 827 27, 498 671 
1,000 1 27, 896 I isicincieciatiariinaiti 
S cuddsbeccccdiee Dee Ui ceoieeestaeebeodamaes 2 294, 830 385, 199 90, 369 








1 P, 320 of the Economic Almanac, 1956. 

2 See the following: 
Total plant Dec. 31, 1954, per Statistics of Income 
LOGS PARC IOEND GOO GG) ooh ci idececdenh pdngdoccctnitewuciouuauiclmecuwededees 





ete) | OO Bin. oon dct dhpecosshccnbbepincadiadsesssnmedaneesidseresssotoe 


For statistical purposes, it is assumed that all plant not shown in the Economic Almanac (per note 1) 
was acquired prior to 1945. 


Norte.—The effect of the life of the plant upon current value is clearly shown in the table above. The 
amount of assets assumed to be purchased prior to 1945 ($53,547) represents only 18 percent of the cost of 
the plant. However, in terms of current value this portion represents 34 percent of the total and the excess 
of current value over cost for this portion is 66 percent of the total excess of current value over cost. 

The older the plant—the higher will be its current value. It is believed that the 4 industries used in 
the statistical study probably represent older plants than the average in the country and consequently, 
the percentages shown in our statistical estimate of the effect on Government revenue is probably high 
for the country as a whole. 


20675—58—pt. 1 65 
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(p. 4) 
Hacess of current-value depreciation over depreciation on a historical-cost basis 
[Thousands of dollars] 





Depreciation Excess of | Percent | Percent re- 
current (excess of | covery of 
value over | current excess of 
Historical | historical | value over | current- 
cost cost cost) value de- 















preciation 
Mentstntaey oa sis. KE. L LLe $17, 484 $6, 381 OR Dit dddien spd 
Goeument tndumirye ck! ic2 546.203 4_.-.... 40, 386 14, 801 OF Veuccssaekaas 
eer inductor. 2).i5.......4k8 bd... 185, 524 64, 947 aD: lcccccacaehes 
BRED p dbn tin corcapemlldiet-cos.0 482, 990 218, 634 MR Lanccaoustens 
Total, 4 industries__...............-. 1, 031, 147 726, 384 304, 763 42 100 
Total for the United States of 
SMO... oe BEL 15, 408, 000 | 11,793,000 | 3,615,000 |....-.....-_]---.----.... 
Sample, 4 industries, percent oftotal......; 669) | 616] | $8.43 j-.-.--------].--.----...- 
a Ei 140 219 
ne ay 105 95 
OSS REE aE ae 88 84 
UNI Oc a8 tee 0 107 60 
eet ptah notes a duceticns watann oe 102 70 
Percent of total excess of current- 
TNR OPER TNS TORO ONG aiiel 596 sins ii cs lens andr cen we conenhqns -qacnnens 30 
Determination of depreciation rate, estimated 
1955 overall 
depreciation rate 
fd) ot ok er es ee a ee sea h ereimeneeies 4, 196 
ra, Sk J grr 2 db hil we marcmmnnnmacutemine 8. 868 
IID, fctacies Shh. 6 Sk ntti ennnnmee 4. 126 
0 Ee a ee 4. 164 
NE Nl iis dS aaa Ss be litem calcein sc i citi 16. 354 
ee ee ee ee es an ee oo eee ennmenpesnee 4. 088 
a ln ela eeerinseoniserenet mn snenesen tienen cimmebanewenmeestnanie A 


moun<--Massgnalty complete figures were submitted by the 4 industries listed above. 
They were confirmed by figures for a number of individual enterprises in different types 
of manufacturing, meet sere, The American Cotton Manufacturers’ Insti- 
tute, Inc., did not submit figures but they state that conditions in their industry are 
similar to those shown above. 


CURRENT DOLLAR VALUES IN PUBLISHED ACCOUNTS 
ACCOUNTING TRENDS AND TECHNIQUES 


Survey by the Research Department of the American Institute of Certified 
Public Accountants (formerly American Institute of Accountants) 


1951 EDITION 


Additional provision for “Replacement of buildings and machinery” shown as 
an appropriation of retained earnings 
In the balance sheet in 1950 by the following: Armstrong Cork Co., American 
Wringer Co., Inc., Bristol-Myers Co., Crane Co., Pittsburgh Plate Glass Co., and 
United Fruit Co. 
In the income statement below the amount designated as “Income before 
special reserves”: The B. F. Goodrich Co. 





| 
| 
| 
| 
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Reversal of prior years’ provisions for increased costs of plant replacement 

In 1950 the Youngstown Sheet & Tube Co.’s report included a reversal of 
such a reserve in the amount of $20,900,000. The board of directors’ letter to 
the stockholders included the following remarks: 

“Provisions for depreciation reserves to replace worn-out and obsolete plants 
and equipment are based upon original costs of the units involved. This is in 
accord with what has been standard accounting practice for many years and 
with provisions of the present income-tax law. The company’s records of costs 
of its plants and equipment built or acquired in past years establish that instal- 
lation of the same units today would cost 2% to 3 times what they cost when 
originally acquired. The changes in the purchasing power of the dollar, brought 
about by the huge national debt, deficit financing, constantly increasing wage, 
and other costs, plus other inflationary actions, have left manufacturers woe- 
fully underprovided in their depreciation reserves. It is understood generally 
in industry that legislation is required to repair this status, but Congress thus 
far has given no heed to the obvious needs.” 

In 1950, the Scranton Lace Co. showed a reversal of a valuation reserve which 
originally appeared in the report in 1934 in the amount of $1,793,389. The 
president discussed the “special plant reserve” in the report to the stockholders 
as follows: 

“During the year 1950 the company spent $248,667 on improvements and 
replacements at its three plants. The provision for depreciation totaled $249,- 
602, compared with the $247,950 in 1949. All of the current year’s provision for 
depreciation was charged against current earnings, whereas last year $39,539 
was charged to the special plant reserve and the balance, or $208,411, was 
charged against earnings. This change in the method of handling annual de- 
preciation is coincident to the elimination of the special-plant reserve, details 
of which are given below. 

“A special plant reserve was created on July 1, 1934, from the additional 
paid-in capital account, as a part of a general plan of capital revision. The 
original amount of the reserves was $1,793,389, and its purpose was to reduce 
the plant values from a cost to a utility value basis. In the period from July 1, 
1934, to December 31, 1949, amounts aggregating $1,165,584, representing por- 
tions of the provisions for depreciation and losses on dispositions on plant 
assets, were charged to this reserve. The balance remaining in the reserve 
at December 31, 1949, was $627,805. Since the end of World War II the cost 
of plant replacements has substantially increased and your board of directors 
feels that the full amount of annual depreciation charges should be against 
current net earnings, and that charging a portion to the special plant reserve 
should be discontinued. Effective January 1, 1950, the balance of $627,805 
remaining in the special plant reserve was transferred to the additional paid-in 
capital account. In order to restate the earnings used in the business on the 
basis of absorbing full depreciation charges for the period July 1, 1934, to 
December 31, 1949, $1,165,584 was transferred to additional paid-in capital. 
The net effect of these changes is to restore the plant, earnings used in the 
business, and additional paid-in capital accounts in the statement of financial 
condition at December 31, 1950, to a basis which reflects all depreciation being 
charged against earnings.” 


Higher plant replacement cost 
The three companies listed below commented as follows: 


Crane Co. consolidated earnings and earned surplus statement 


Net earningy: fom R- FORE ncaa btn ailsasenbbideeksis edd $15, 324, 267 
Appropriation toward excess of future replacement cost of ma- 
chinery and equipment over original cost__.-_..--------+----- 1, 080, 000 


Financial and operating review: Depreciation charged to operations in 1951 
amounted to $3,253,787 compared with $2,796,833 for 1950. In addition 
$1,080,000 was appropriated toward providing for excess of future replacement 
cost of machinery and equipment, based on current cost indices, over original 
cost. The comparable amount appropriated in 1950 was $979,000. The total 
of such appropriations at the close of the current year was $4,920,000 whereas the 
total reserve necessary on the basis indicated is estimated at $19,322,000. 








gi nm 
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Chrysler Corp. consolidated statement of net earnings 


Depreciation of plant and equipment___._.._-..---_--------_--- $25, 891, 880 


To the stockholders: In 1951 depreciation in the amount of $25,891,880 was 
charged to operations, of which $7,408,217 was at an accelerated rate. De- 
preciation charges are calculated in accordance with accepted accounting prin- 
ciples and are based on original costs of the facilities which, except for recent 
additions, are considerably lower than current replacement costs. The accumu- 
lated depreciation charges as permitted have failed adequately to provide for 
the replacement of plants and facilities as they become obsolete or worn out. 
Of even greater significance is the fact. that the Bureau of Internal Revenue 
does not allow for tax purposes, depreciation charges needed to permit building 
up cash resources to meet the added cost of such future replacements. Deprecia- 
tion allowed for income-tax purposes is in fact substantially lower than the 
amount charged to operations in the determination of the earnings herein 
reported. 

Amortization of tools, dies, jigs, and fixtures in the amount of $34,422,797 
was charged to cost during the year. 


Sears, Roebuck & Co. statement of income 


rr ee To rae eeiapernnsibenmmaneebedee> a or $22, 856, 685 


To the stockholders: Depreciation—the amount charged against income for 
depreciation during 1951 was $22,856,685. In 1950, depreciation charged against 
income amounted to $18,839,443. 

The company continued its established policy based on experience of depre- 
eiating fixed asset costs over the practical and useful life of the assets. The 
Bureau of Internal Revenue continues its practice of requiring depreciation over 
a life considerably in excess of that used by the company. The proper and 
equitable treatment of depreciation under the tax law should provide sufficient 
funds for replacement of wornout or obsolete faciliites. As depreciation recovers 
the original cost only, the amount set aside is insufficient to cover the cost 
of replacement when prices are higher, as in the current inflationary period. 
The law denies a practical deduction based on these higher replacement costs, 
which is regrettable in this period of excessively high tax rates. Accordingly, 
under the unrealistic treatment required under the present tax law, working 
capital suffers a double burden; the necessity of providing for the increase in 
cost of replacements and higher tax assessments resulting from the longer-life 
basis prescribed by the Bureau. 

1953 EDITION 
Higher plant replacement cost 

Four companies commented as follows in regard to amounts appropriated for 

increased replacement costs of fixed assets: 


Continental Can Co., Inc., unappropriated earnings retained in the business 


Appropriated for excess replacement costs of fixed assets__.___._.--_- $4, 800, 000 


Financial and operating review: Depreciation and depletion provided out of 
operating income, amounted to $8,548,430 (including $101,308 accelerated depre- 
ciation under approved necessity certificates). Against this, $8,286,295 was 
provided in 1951. In accordance with present tax laws, these amounts simply 
provide for recovery of the original cost of the plants and equipment over a 
period of years without regard to the cost of replacement. From the chart on 
page 18, it will be noted that the estimated replacement value of the plants and 
equipment at December 31, 1952, exceeded their book value at cost by approxi- 
mately $122 million. The chart also shows the amount in excess of depreciation 
that would have been required in each of the past 5 years to provide over the 
normal life of these assets for this replacement cost. For 1952, this amounted 
to. $4.8 million, which amount has been set aside as an appropriation from earn- 
ings retained in the business. 


The B. F. Goodrich Co., consolidated income account 


Ne a ciate pegieruresemandiipiomee —wrnowt $34, 364, 008 
Deduct reserve for increased replacement cost of facilities__....____ 2, 000, 


a i sec lanai nimatemaanal 32, 364, 008 
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To the stockholders: Net income amounted to $32,364,008, after provision for 
all expenses, including taxes and depreciation, and after a reserve of $2 million 
for increased replacement cost of facilities. After deducting dividends paid on 
the preferred shares, net income was $7.60 a common share on the 4,164,792 
shares outstanding at December 31, 1952. 


EB. I. du Pont de Nemours & Co. statement of consolidated income 


Less provision for depreciation and obsolescence (note 6) -.------- $95, 291, 751 


Note 6.—Depreciation and obsolescence, The portion of the cost of “certified” 
facilities being amortized over 60 months for iax purposes in accordance with 
provisions of the Internal Revenue Code is being similarly amortized for finan- 
cial accounting purposes. The rovision for depreciation and obsolescence for 
1952 includes $8,010,346 for amortization of these facilities. 

The cost of newly constructed facilities (other than amortizable “certified” 
facilities) is being depreciated as accelerated rates during the early years of 
production. In consequence, the 1952 and 1951 provisions for depreciation and 
obsolescence include accelerated depreciation of $12,775,783 and $13,960,837, 
respectively. The amounts of accelerated depreciation have not been deducted 
in estimating taxable income, because the Bureau of Internal Revenue has not 
recognized this depreciation for tax purposes. 

To the stockholders: Reserve for excessive construction costs—this reserve 
of $20.9 million was set aside in 1947 because abnormalties in postwar construc- 
tion conditions were adversely affecting cost of new plants. The American In- 
stitute of Accountants’ Committee on Acounting Procedure published a state- 
ment in the latter part of 1947 disapproving “immediate write-downs of plant 
cost by charges against current income in amounts believed to represent exces- 
sive or abnormal costs occasioned by current price levels,” and set-asides to the 
reserve were discontinued as of the end of 1947. The reserve, therefore, was 
added to earned surplus in 1952. 

Effective January 1, 1948, the company adopted a policy under which the cost 
of postwar-constructed facilities is being depreciated at accelerated rates dur- 
ing the early years of production when their economic usefulness is greatest. 


Stewart-Warner Corp. consolidated statement of finanical position 


Within: “Stockholders’ Investment.” 


Appropriated for increased replacement cost of plant and equipment 
oe ee SOROS SU Sa ok a RE ae gs) LR tb $5, 000, 000 


To THE STOCKHOLDERS: We pointed out in our last report that the problem of 
replacing equipment is a serious one, not only for ourselves but for all industry. 
Today, whenever it becomes necessary to replace equipment at the end of its 
normal useful life and which originally cost $1 million, an expenditure of between 
$2 million and $2.5 million is required. This excess of replacement cost over 
original cost must be provided by new capital since provisions for depreciation 
reserves may only be made at allowable rates against relatively low original 
costs. 

In recognition of this problem, not as a solution to it, the board of directors 
has combined the reserves for contingencies and for product guaranty into one 
reserve for increased replacement cost of plant and equipment and other con- 
tingencies of $5 million. While such amount may not be adequate, this action 
is a step toward recognition of existing conditions. 

The general problem of replacing wornout and obsolete production facilities 
has national implications. Not only do present high taxes make it well-nigh 
impossible to accumulate adequate funds for replacement of equipment and build- 
ings but currently high prices of such facilities tend to cause postponement of 
essential expenditures. This condition effects a sort of economic erosion which 
may well result in a weakening of the industrial strength so vital to the defense 
of our country. Let the lawmakers take heed. 


1954 EDITION 


Twenty-seven companies disclosed in their 1953 reports reserves at the year end 
for accelerated depreciation. Twelve of these reserves were for “extraordinary 
depreciation” and 15 were for “higher plant replacement costs.” 

Examples of higher plant replacement costs: 
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The B. F. Goodrich Co. 


Consolidated statement of financial position above: Stockholders’ 
equity: Reserve for increased replacement cost of facilities (ap- 
propriated from income retained for use in the business) _-~__ $33, 000, 000 
Consolidated income account: Income before special reserve____-- 36, 226, 745 
Deduct reserve for increased replacement cost of facilities__._._.c___ 


056s —patsenitinieninmishiite dias nineteen Head aite 84, 226, 745 
A dil achsdemnaioenisthinhehon ses Gpighst testers 8.16 


To THe StocKHoOLDERS: Net income amounted to $34,226,745, after provision 
for all costs, including taxes and depreciation, and after a reserve of $2 million 
for increased replacement cost of facilities. Net income was $8.16 a common 
share on the 4,194,250 shares outstanding at December 31, 1953. The corre- 
sponding net income for 1952, after a reserve of $2 million for increased re- 
placement cost of facilities, was $32,364,008, which, after deducting dividends 
paid on the preferred shares then outstanding, amounted to $7.60 a common 
share on the 4,164,792 shares outstanding at December 31, 1952 * * *. 

The inadequacy of depreciation allowed for tax purposes during the year has 
been recognized in the income account for the period, and a corresponding in- 
crease made in the reserve for increased replacement cost of facilities * * *. 

Accumulated depreciation, obsolescence, and amortization increased to $112,- 
095,576 by the end of 1953 from $104,657,565 on December 31, 1952. The percent- 
age of this amount to total fixed property, at cost, was 49.4 percent at the end 
of 1953 and 49.8 percent a year earlier. The reserve for increased replacement 
eost of facilities, which recognizes the inadequacy of depreciation allowed for 
tax purposes, amounted after taxes to $33 million at the end of 1953, and $31 mil- 
lion at the end of 1952. 

The reserve for increased replacement cost of facilities is described in the 
company’s statement of financial position for 1953 as having arisen from appro- 
priations of income retained in the business. This account has been shown as 
a liability reserve in past years. The change has been made to conform to 
requirements of the Securities and Exchange Commission and the auditing pro- 
fession, which recognize only original cost as a basis for depreciation of fixed 
assets. The B. F. Goodrich Co. believes it has fundamental obligations to 
stockholders, employees, and customers fairly to state income and to provide 
for maintaining the productive soundness of its processing, manufacturing, and 
distribution facilities. This can only be done by reserving sums in excess of 
the tax-allowed depreciation based on original cost which SEC and the auditing 
profession recognize as costs of doing business. The purpose of the company’s 
increased replacement cost reserve is to provide these additional sums. 


1955 EDITION 
Higher plant replacement costs 

In 1951 the survey revealed that 21 companies disclosed reserves for higher 
plant replacement costs. Since that time, the annual reports of the respective 
companies have indicated a gradual decline in the use of such reserves. The 
current survey reveals that only 10 companies disclosed such reserves at the end 
of their current fiscal years. 

Pittsburgh Plate Glass Co., in its 1954 annual report, restores to retained 
earnings an amount of $26,644,633 previously appropriated “to increase charges 
for wear and exhaustion of facilities to a replacement cost rather than an 
original cost basis.” 


Mr. Petouset. This problem isn’t new. I have a bibliography at- 
tached to this statement that has some 265 books, articles, and so forth 
in it. These have been written by accountants and economists and 
businessmen from 1944 to the present time. That indicates that it is 
a subject which is serious and which has had a great deal of attention. 

Now, among those articles is one by a man who was at one time a 
very distinguished accountant and who is now a Government official, 
Percival Brundage, the present Director of the Budget, who has been 
president of the American Institute of Certified Public Accountants 
and the National Bureau of Economic Research. He has had prac- 
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tically every important position or honor that-an accountant can have. 

In 1951, in an article in the Havard Business Review, Mr. Brund- 
age said: 

The longer the period between the incurring of the cost and its absorption in 
the income statement, the more pronounced the difference between original cost 
and present value may become. It would, therefore, appear logical to consider 
fixed assets first in asking if any adjustment should be made for fluctuations 
in the value of the dollar. 

Now, the way I look at this problem, we have three elements in it: 
First, whether we should do anything about it; second, when we 
should do anything about it. The third is what we should do about it. 

I think Mr. Brundage’s statement pretty well sums up the question 
of whether we should % anything. You have had a number of other 
witnesses that have been greatly concerned with this. Mr. Cochrane 
of the Cotton Textile Manufacturers Institute stressed the problem, 
and mentioned the particular method of dealing with it which Mr. 
Peel just outlined. Mr, Terborgh of the Machinery and Allied Prod- 
ucts Institute, Mr. Stewart of the same organization, Mr. Marsilius of 
the National Tool and Dye Manufacturers, and Mr. Barlow for the 
chamber of commerce all stressed the problem. Of course, we have 
heard Dr. Hogan’s eloquent statement this morning. 7 

They all say shat, doseeciaiiion is insufficient and it is insufficient 
because of the somewhat odd and fanciful assumption that lies back 
of the revenue acts that the dollar does not change. The dollar is the 
same yesterday, today, and forever, according to these facts. We all 
know that just isn’t so at all. 

Now, our next question is as to when we should do this. Fortu- 
nately, that is answered by another highly placed Government official. 
Dan Throop Smith, distinguished economist and deputy to the Sec- 
retary of the Treasury, said in a recent talk before the New York So- 
ciety of Security Analysts that— 

Only if the economic problem of assuring replacement of depreciable assets is 
sufficiently serious should adjustments to historical costs be undertaken with the 
difficult alternative problems arising therefrom. 

I agree that Dan Smith’s test is a pretty good one. That leaves us 
the duty of proving that the situation is bad enough. Naturally, 
we are not going to ask for legislation to correct a minor evil or if a 
small amount is involved. 

I would say that there are probably three ways to tell how bad the 
situation is. The first way, which has already been alluded to, is how 
much the dollar has dropped in value. We don’t have to expand on 
1 ar and we know it has dropped a great deal. Everybody knows 
that. 

Now, the next point is, What is the total deficiency depreciation, 
and how much is depreciation of real current values of depreciable 
property more than the depreciation caleulated on conventional 
methods? We have been making some studies for the past year in 
our firm, in a number of different cooperating industries—steel, ce- 
ment, paper, and some of the printing industries—and we have come 
up with a figure of about $295 billion of depreciable property in the 
whole country, which agrees with tax returns. We figure that this is 
about $90 billion less than the current value. The depreciation al- 
lowed on the $295 billion—and these are, of course, round figures— 
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amounts to $11.8 billion, or about a 4 percent overall rate. Apply- 
ing this.to the current value, we come to a current depreciation of 
$15,000,400,000 or a deficiency of $3.6 billion. 

Now those are based on 1955 figures, the last we could get that we 
thought were reliable. _I know from Mr. George Terborgh’s testimony 
that he estimates the deficiency somewhat higher, but it is of that gen- 
eral magnitude. ; 

So I think that indicates we have a problem. 

Now, the third indication is what is the effect on real, effective tax 
ee is, tax rates on real income—of the insufficient deprecia- 
tion ? 

T have worked out some examples on that which indicate that if a 
man had a business that he operated as a sole proprietor, and let us 
assume he was married without children—if he made 10 percent of 
sales of $3 million, he would have $300,000 profit before taxes. If 
that was his real income, he would pay a tax of about $223,000, or a 
rate of about 74 percent. 

If we take his depreciation as shown and bring it up to current-value 
depreciation, we find that he is paying just a little over 100 percent 
of his income, and that is a perfectly possible and reasonable situation. 

If the corporation did the same business they would pay 52 percent 
on the $300,000 and if we applied current-value depreciation they have 
only $2%2,000 income before taxes, and the corporation would be pay- 
ing at about 70 percent instead of 52 percent. 

Then if the corporation was a little unfortunate and its sales de- 
creased 5 percent and it could not make that up in expenses, it would 
end up paying about 108 percent on real income. 

T realize those are startling figures, but I have worked them out 
carefully, and I feel sure that they are possible and representative. 

I think we can say that the whole economy is damaged by a method 
of taxation that oppresses small enterprises and drives them into liqui- 
dation either by selling or merger. Of course, as Father Hogan 
pointed out, it forces the large enterprise into quite an uneconomic 
and improper method of financing. 

The United States, I think, is the only country m the free world 
at the present time that has a depreciation system for tax purposes 
based on historical cost only with rigid rates applied to it. In my 
statement I have a description of the methods used in 19 other coun- 
tries, covering most of the important industries countries in the world, 
and a few rather smal] countries. Every one of them has attempted 
to settle this problem. They realize they had to do something about it. 

I would say in Western Germany, the results have been startling. 
There are other reasons for the recovery of Western Germany, but most 
authorities think that their tax and depreciation structure is an im- 
portant factor. In France if if had not been for some kind of current- 
value depreciation industry just would not have gone on. The same 
thing is true in Great Britain. Even in a small country like Chile, 
the problem is recognized and dealt with. 

ow, our test is, as Dan Smith said, Is it bad enough? 

I think itis bad enough. 

When we get to the question.of what should be done, the méthod 
which Mr. Peel described seems to me the best practical one at the 
present time. The only objection that I can think of to it is that it 
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does not go far enough, but I think it is a start. It will give relief 
to the people that need it, and it will do it, 1 believe, without a very 
serious budgetary effect. We cannot very well say the budget can’t 
stand a thing like this, because it has been standing something like 
this since 1950, in the shape of 5-year amortization. 

I think it is doubtful whether on 5-year amortization the entire tax 
on that amount has been lost. I don’t think that that is true at all. 
I hink that the activity generated through that has undoubtedly 
brought in a tax almost equal to what was apparently lost, and when 
the 5 years run out, the Government gets what we might call a 
windfall. 

The general idea that we have so much income in a pool and if we 
lift so much out we get so much tax, I think is totally fallacious. We 
have a dynamic economy and everything we do has other effects, and 
I do not believe particularly with the example of Western Germany 
in mind, that a proper cane reasonable and fair depreciation which 
will allow businesses to survive can possibly have a damaging effect. 

I think we have to consider this. We don’t like the taxgatherer, and 
we don’t like to pay taxes, but we all know we must pay taxes, and 
everybody is willing to pay taxes, But I think that the taxgatherer 
should only take his tithe, out of the crop. As soon as he starts to 
take the seed corn, then the taxpayer first can’t pay and then goes out 
of existence. 

I have a great deal more than that in my statement and I think a 
great deal of what I have in my written ‘statement has been covered 

y previous witnesses which, of course, 1 would not take the com- 
mittee’s time to repeat. 

The Cuarrman, Are there any questions of Mr. Peloubet? 

Mr. Mason. I havea queston. You stated that these other countries 
have attempted to solve this problem of depreciation. Do I infer 
from that, that they have had in the past their depreciation based 
upon cost just like we do, and now they have changed over to another 
method of solving this problem ? 

Mr, PEeLovuser. “That is precisely the fact. 

Mr. Mason. And you have in your statement just how they have 
changed over ? 

Mr. Pexouset. I have not a completely detailed statement but on 
any one of those methods we can get the fuller details. 

{r.Mason. Thank you. 

The Cuatrman. Are there any further questions? I merely want 
to say, Mr. Peloubet, that you have emphasized what the preceding 
witnesses have said. I think, on the first opportunity that I will try 
to digest more of what you have presented because it seems to be a 
paper which has taken a great deal of time and research. 

r. Pevouset. That is true, and it would be possible to give all of 
the bases for those figures in time, but it is in there, and I think that 
the committee will have to either take it on faith or read the paper. 

The Cuamman. Are there any further questions? 

If not, we thank you, Mr. Peloubet, for your appearance and the 
information given the committee. 

The next witness is Mr. Frederick T. Marston. 

Mr. Marston, please come forward. Please give your name, address, 
and the capacity in which you appear, for the record ? 
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STATEMENT OF FREDERICK T. MARSTON, REPRESENTING THE 
LITHOGRAPHERS NATIONAL ASSOCIATION, INC., OF WILMING- 
TON, DEL. 


Mr. Marsron. My name is Frederick T. Marston and I come from 
Wilmington, Del. I appear before you and the other members of the 
House Ways and Means Committee in behalf of the National Asso- 
ciation of Lithographers and the Een Co. of Wilmington, 
Del., acompany engaged in the manufacture of lithography. 

The Lithographers National Association is a trade association whose 
members operate lithographic plants. These companies manufacture 
books and magazines, advertising material and brochures, labels and 
packaging material, bank stationery and checks, calendars, maps, and 
itt At ic material, playing cards, greeting cards, and many other 

ucts. 
A During World War II this industry manufactured essential mate- 
rials both for private industry and the national defense and security 
effort as well as such items as ration stamps. 

The association and its predecessor organizations have been in exist- 
ence since 1888. The firms comprising the association’s membership 
operate approximately 200 plants throughout the United States and 

waii. 

The components of the lithographic industry are basically small 
plants using an average work force approximating 26. They are 
predominantly closely ‘held or family-owned corporations to whom 
the avenues of normal equity financing are unavailable. For this 
reason, it is particularly difficult and sometimes impossible to over- 
come the effects of inflation as reflected in the increasing costs of 
equipment and production materials. As an example of this, in my 
own company a press which we purchased in 1935 cost us $31,400. 
When we replaced this press in 1950, the price had increased to 
$83,400. A twin to that press purchased in 1950 was bought 4 years 
later in 1954 and the price for the same identical equipment had 
increased to $111,800. If this press were replaced today, it would 
cost approximately $128,000. 

Examples of this could be recited ad infinitum and this experience, 
I am sure, is true of the whole industry. The amount of depreci- 
ation which we had set aside on the basis of the original cost was 
totally inadequate to finance the purchase of new equipment to take 
the place of what was being retired. This was the result of the high 
tax rates and the aforementioned inadequate depreciation rate. The 
vy way in which we could keep our plant in a modest sense modern 
and maintain a minimum working capital was to use bank financing. 
It does not seem to be a good financial method to borrow new money 
merely to replace old equipment. 

Previous witnesses, Mr. Maurice Peloubet and Mr. Fred W. Peel, 
have presented to you a proposal under which taxpayers would be 
permitted to deduct an amount equal to the inflation in the cost of 
reinvestment. Several months ago this proposal was reviewed thor- 
oughly by the cost and financial management committee of our asso- 
ciation and a survey of the members was conducted based upon this 
proposal. 
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While recognizing that this proposal is not a complete answer to 
the problems of small businesses such as ours, since it is not designed 
to help us with the problem of obtaining adequate working capital 
or with the problem of financing the expansion necessary to maintain 
our competitive position, our cost and financial management commit- 
tee concluded that the proposal would be a tremendous step forward 
for the industry in that it would correct the inequity which forces 
us to pay Federal income tax on dollars set aside merely for replace- 
ment of our assets. 

The proposal presented by Mr. Peloubet and Mr. Peel contains 
one provision which would ae permit deduction each year against 
the income of a business of the cost of new capital investments in 
excess of the cost of assets sold or dismantled in an amount up to 
$50,000. It would thus be unnecessary for the smaller businesses to 
compute exactly the inflationary element in the cost of their replace- 
ments. Since our industry isi feogity composed of small bsuinesses, 
we feel that this one provision in the proposal would provide adequate 
tax relief from the inflationary squeeze in the case of approximately 
80 percent of the members of the industry. 

n behalf of the industry, as represented by the Lithographers 
National Association, we endorse this proposal and respectfully re- 
quest that this committee, in drafting new legislation, give careful 
consideration to the lack of adequate depreciation allowances with 
which our industry is faced. 

The CHatrman. Are there any questions? 

If not, Mr. Marston, we thank you for your appearance and the in- 
formation given the committee. 

The next witness is Mr. Elmer W. Pfeil. 

Please come forward and give your name, address, and the capacity 
in which you appear for the benefit of the record. 


STATEMENT OF ELMER W. PFEIL, PRESIDENT OF THE MACHINERY 
DEALERS NATIONAL ASSOCIATION, WASHINGTON, D. C. 


Mr. Prem. My name is Elmer W. Pfeil, from Cleveland, Ohio, and 
I appear before you as president of the Machinery Dealers National 
Association. 

Section 167 of the Internal Revenue Code of 1954 has created a 
very disturbing and unfair situation in the metal-working industry 
which we respectfully ask that you correct during this session of 
Congress. Our association has made this plea twice before, but for 
some unexplained reason, our Government has refused to correct this 
inequity. Manufacturers who buy used machine tools for their pro- 
duction and machine shop ee simply cannot understand 
why our Government permits their competitior who buys a new ma- 

f depreciation 


chine tool to select the most favorable of five methods o 

while he is limited primarily to the straight-line method. To him, 
the used milling machine he buys for his requirements is a new ma- 
chine. Obviously, any discrepancy in a law of this nature creates 
an undesirable feeling toward the Government which should be cor- 
rected at the earliest possible moment. 
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We believe the more sound and equitable approach to depreciation 
established in section 167 to be a step in the right direction in en- 
couraging productivity, but this policy should be available to all users 
of durable productive equipment to maintain fair competition. 

Instead of technical data, which we have submitted previously to 
the eee of the Treasury, Senate Finance Committee, and 
others, I am trying to convey to your committee in layman’s langua 
yor businessmen around the country feel about this section of the 
code. 

Our 225 members and other dealers are in daily contact with the 

ple who buy machine tools. The used machine tool industry per- 
orms a valuable and required service to the economic productive 
health of our country by buying surplus machinery from manufac- 
turers, reconditioning or rebuilding it, and selling it to another manu- 
facturer. A high percentage of these transactions are with firms 
which are in the Government’s classification of small-business men. 

Some of the reasons why so many used machine tools are purchased 
by manufacturers in the United States are as follows: 

1. Availability: Many manufacturing concerns buy used machine 
tools because they are immediately available, they can be purchased 
and shipped today and be on the production line tomorrow. 

2. Price: Satisfactory used machine tools can be purchased at a 
substantially lower price than would be required for the purchase of 
a new machine tool. 

3. Capital investment: Less original capital is required to purchase 
good used machine tools for production purposes. 

4. Tooling up: In the tooling up process for a new contract it is 
advisable to buy a good used machine tool until experience indicates 
the type of machine that proves best for the particular job, consider- 
ing the cost and availability of a new machine. 

5. Special contracts: Many small manufacturing concerns will take 
a contract for a limited run of items to be produced or will take a 
subcontract to help another manufacturer produce a certain item for 
pie re job. For financial reasons, it is only practical to buy a 

machine tool for this type of contract. 
6. New firms: Practically all firms start their business with used 


machines. As they perfect their end products and earn enough | 


profits they sell those machines and buy later model machines. This 
upgrading process goes on continually and section 167 places a de- 
cided competitive burden on these manufacturers. 

7. Emergencies: (a) Peacetime. During peacetime, there are 
emergencies such as a fire, a flood, or a hurricane which require 
certain manufacturers to draw on the available inventories of surplus 
machine tools so that their production will not be delayed too long. 
The dealer’s inventory permits the manufacturer to reestablish his 
normal] production line without delay. 

(d) Wartime. The history of our past national emergencies shows 
that the inventories of machine tool dealers are the first to be drafted. 
This inventory provides our Government with production tools in 
addition to those already owned by the Government for immediate 
use until such time as new machine tools can be built, delievered, and 
put into operation on the production line for defense materials. It 
is a well-known fact that in our national defense structure, used 
metal working machine tools provide an extremely important posi- 















| 





GENERAL REVENUE REVISION 1017 


tion in the early stages of production for war. These machines are 
in uniformly heated warehouses, have been tested and serviced by 
experienced machine tool men and are available for immediate pro- 
ductivity. As production expands, used machine tools will continue 
to serve a vital part in national defense by providing machines 
available immediately when breakdowns occur. 

The nature of our industry’s business has caused these complaints 
to come to the Machinery Dealers National Association. We have 
discussed the problem with all Government agencies concerned and, 
practically without exception, they agree that in all fairness the code 
should be amended. However, each time it seems to be voted out at 
the last minute, perhaps because the request comes primarily from 
small firms. For example, the following people wid organizations, 
in addition to others, believe this section of the code should be 
amended to provide the same method of depreciation for the buyer 
of a new and used machine tool: 

1, The statements in the original Ways and Means report concern- 
ing the section apply to both new and used equipment. 

2. The statement of the Machinery and Allied Products Institute 
before the Senate Committee on Finance in 1954 supports our request. 

3. The position of Mr. Wendell B. Barnes, Administrator of Small 
Business Administration, in 1955 supported this request. 

4. President Ejisenhower’s suggestions to.the Honorable Jere 
Cooper, chairman of the Ways im Means Committee, in July 1957 
supported our request. 

5. Ninty-four percent of 778 replies to a survey made by the oldest 
trade journal in our industry, Surplus Record, of Chicago, Ill., sup- 
ported this request. 

6. Senator Sparkman’s proposed bill S. 351, which supported this 
request, would have been satisfactory, although many people felt the 
limitation to be unnecessary. Both Republican and Democratic Par- 
ties have gone on record as wanting to assist small business. This 
would be a positive step in the right direction and will be of great help. 

In conclusion, from our daily experience, we are convinced that 
section 167 of the Internal Revenue Code of 1954 is unfair to the 
firm that buys a used machine tool, and we respectfully ask that you 
amend the code to permit the buyers of “used and new” machine tools 
the same method of accelerated depreciation. 

Thank you for the courtesy you have extended me today. 

The Cuarrman. Are there any questions of Mr. Pfeil? 

If not, Mr. Pfeil, we thank you Jor your appearance and informa- 
tion given the committee. 

The next witness is Mr. Leonard Spacek. 

Would you —_ your name, address, and the capacity in which you 
appear for the benefit of the record. 


STATEMENT OF LEONARD SPACEK, MANAGING PARTNER OF 
ARTHUR ANDERSEN & C0., NEW YORK CITY 


Mr. Spacex. My name is Leonard Spacek and I am a certified 
ublic accountant with Arthur Andersen & Co. I represent only that 
rm. 

Mr. Chairman and ong a I have poets a short statement, 

and I would like to place it in the record as it is and comment upon 
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it. This will save some of your time because many of the witnesses 
previously have commented upon the points that I have covered. 
The CuarrMan. Without objection, it isso ordered. 

(The statement referred to is as follows :) 


STATEMENT OF LEONARD SPACEK, MANAGING PARTNER, ARTHUR ANDERSEN & Co. 


Subject of testimony: section 167 (f) of the code with specific reference to the 
necessity for recognition of changes in the purchasing power of the dollar 


Proposed: Add the following immediately after the present wording of section 

167 (f): “property adjusted to reflect the change in the purchasing power of 

the dollar between the year of acquisition of the property involved and the 

current taxable year. The change in purchasing power of the dollar is com- 

puted on the basis of appropriate indices published by official governmental 

| | bodies.” 
i 
' 








This proposal is made to clarify the substance of the testimony rather than 
as a recommendation of specific wording. The proposal is one concerning 
basic policies underlying our tax laws. 

Objectives of proposed change : 

(1) To remove one of the means by which the present tax laws tend to 
encourage the elimination of small businesses. 

(2) To stimulate savings and the investment of new capital. 

(3) To correct a basic deficiency which has been one of the causes for the 
rise in corporate loans. 

(4) To prevent the confiscation of capital under the disguise of a tax on 


business and thus avoid present inevitable continuous business deterioration 
through dissipation of capital. 

(6) To remove the inequities to investors ig properties having relatively 
longer useful lives. 

(7) To provide for depreciation for income-tax purposes on a basis which 
would correctly reflect the profitabiilty of business and individuals and avoid 
the reporting of nonexistent profit which we have experienced in the past few 
years which has been misleading the investor and the public on the prosperity 
of the country. 

(8) To aid in preventing further inflation. 

Reason: There is only one basic reason for the proposed recognition of 
the change in the purchasing power of the dollar in determining the amount 
of depreciation deductible for Federal income-tax purposes. The reason rests 
solely on the principle that a profit is not earned until after the seeds planted 
are recovered from the harvest. This has not been done in business. 

The failure to recognize this principle has come about by ignoring the fact that 
dollars are only a medium of exchange and are not tangible property. The same 
quantity of tangible property expressed as $2 today was expressed as $1 15 years 
ago. Our tax laws have not given recognition to this fact. 

Our tax laws permit a deduction for depreciation on the basis of the dollars 
originally invested. Consequently, if the dollars were invested 15 years ago, the 
depreciation which is recovered today is the same number of dollars but only 
one-half of the tangible property consumed in the business. Thus, business has 
not taken out of profits the original investment made. 

Why is any depreciation permitted as a deduction for income-tax purposes? 
Depreciation as a deduction for income-tax purposes or as a deduction for report- 
ing business profits, can be justified on only one basis. Depreciation is a return 
of the real capital invested and until that investment, the seed, is recovered, 
there is no profit. 

I shall be pleased to furnish statistical information and other documentary 
proof to support this testimony, including a 35-minute film which we have pre- 
pared for training our organization on this subject. We are enclosing herewith 
a copy of a pamphlet prepared by our firm illustrating the principle outlined 
above. 


The Carman. Perhaps this accompanying document should be 
wae e seaiebte to the members of the committee and not included in 
the record. 


income. 
(5) To permit management to maintain the real capital invested in a 
i 
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Mr. Spacex. Copies have been made available to all of the members 
and I did not intend to include that in the record. U 

I appear here before you as a certified public accountant whose job 
it is to examine the books and records of many companies. I do not 
come here to seek or advocate the reduction in taxes or benefits to any 
taxpayer. That is not a job of certified public accountants but it is 
his job to advise you of the inequities in the tax law. 

The tax law is only as good as it is equitable among taxpayers. It 
would be sheer folly for me to come before you to advocate benefits to 
one taxpayer as against the other. But I come here pleading for 
adjustment of depreciation to recognize the change in the purchasing 
power of the dollar. 

I say that because present procedure results in gross inequities 
among taxpayers. It results in taxpayers paying not 52 percent taxes 
as a corporation, but at rates from 52 percent on up to an excess of 
100 percent as Mr. Peloubet referred to it. It would be the same 
thing as if we were to change the tax law to deduct labor costs at the 
rates prevailing in 1940 or 1939 or 1920, which would be equivalent to 
the date the property was acquired. 

It is rather simple to adjust the property cost for depreciation pur- 
poses to today’s price level by using Goventanant indexes and I have 
included in my statement a very simple amendment suggested for the 
revenue agent that would do that. The regulations could cover the 
details which need not be covered here. I would only refer you to the 
testimony of Mr. Pfeil, who just left the witness stand, and compare 
that to the witnesses before him. 

If you attempt to apply any other method of adjusting this deprecia- 
tion, he will continue to speak for the same treatment of used property 
as for new property. I say that unless you adjust all depreciation for 
the change in the purchasing power of the dollar you will again dis- 
criminate between the person who has already sunk his money in 
property and a person who may be merely asked to replace new 
property. , 

We should not place a premium on merely building property. We 
should also do equity to those who are using their property profitably 
and equitably for the benefit of our economy. 

I think that the question of equity among taxpayers is the most 
important, and I believe also that you could not err in merely requiring 
a simple amendment requiring depreciation to be allowed all corpora- 
tions and all individuals at current prices or the original cost ad- 
justed to the current purchasing power of the dollar. 

I would only like to add one more point, and that is that in our 
profession we are involved a great deal in helping the small-business 
man. This question applies equally to small businesses and large 
businesses, but particularly harmful is it to small businesses. They 
have come to us for advice on how it is best to handle their business in 
either changing their business or handing it down to successors or 
otherwise. 

We have constantly had to advise the small-business man that his 
best procedure in disposing of his business is to sell out, because in that 
means the eee tax law provides him a method of recovering orig- 
inal capital adjusted to the present price level without dissipating it 


through the high tax rates that would result if he operated it. 
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In other words, gentlemen, your tax laws and our tax laws work to 
eliminate the small-business man. Yet, we have another committee 
that is trying to work out methods of preserving small business. This 
would preserve him. 

It is ay important because we advise companies every day, small 
ones, and I am talking about companies with from $50,000 to $100,000 
capital to sell out rather than continue because they cannot make 
money by continuing and they can get their entire money out at the 
present time by selling out and investing the proceeds in such things 
as municipal bonds and going to Florida and retiring. 

Gentlemen, that is my statement and I will be glad to answer any 
question. Thank you for your time. 

Mr. Esernarter. Mr. Spacek, in advising clients of yours to retire 
aan franioags you do not suggest that they try again under the new 
rates 

Mr. Spacer. Most of them are not interested, sir, in going ahead 
under the present circumstances with the present tax law. As a 
matter of fact, sir, the difficulty in all of these matters is that the small- 
business man cannot understand why he cannot have the same benefits 
while operating his property as he would if he sold out. That is a 
very inequitable treatment. 

In other words, the buyer of the property receives a return of the 
capital at today’s prices when he buys it. But the man who retains 
it cannot get the same capital return to him and he must pay 52 percent 
tax on the dollars that he gets back to replace his capital or not to re- 
place it necessarily but merely to get the value of his capital back. 

I would urge you, gentlemen, to pay heed to Father Hogan’s state- 
ment. It was the best presentation and the order of correction of this 
problem is in his papers. The question of applying the correction to 
merely replacement of the property does not solve the dilemma. You 
will merely have hundreds of men like Mr. Pfeil in here protestin 
discrimination against their particular kinds of property as cupered 
to the person or the company that replaces property new. 

There is only one equitable basis, and that is to adjust depreciation 
to the current purchasing power of the dollar. 

Mr. Esernarter. You think Father Hogan’s solution this morning 
was the best presented so far? 

Mr. Spacek. His paper was the finest presentation I have ever heard 
and the order of corrections in his paper in the order he presented the 
1,2, and 3. No.1 is the correct one. 

Mr. Esernarrter. No. 1 is the best, you say ? 

Mr. Spacek. Yes, sir. 

Mr. Exsreruarrer. Thank you very much. I think many members 
of the committee will agree with you, too. 

Mr. Sracex. Thank you. 

The Cuarrman. Thank you for your information. 

Mr. Hertone. Do I understand you to propose that a change in 
depreciation be made from year to year depending on the various 
Government indexes which show how the value of the dollar decreases 
or increases and pronide for the cost going down as well as up? 

Mr. Spacex. Equity works both ways, yes, sir, and it should be done. 


I would comment on that, too, and that is that I hope we never have 
severe depressions again. In periods of severe depressions we over- 
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state the depreciation deduction as in periods of inflation we under- 
state it. 

Mr. Hertone. A year-to-year increase in depreciation allowance in 
dollars would not in the end result in a windfall to the taxpayer by 
soteee of the fact that maybe 1 year there was a great falloff in the 
cost 

Mr. Spacek. No, sir, returning to a man or any person or corpora- 
tion the original dollars that he invested for the property that was 
used up in that year, adjusted for the purchasing power of the dol- 
lar, results in no windfall even though the dollars are different in 
numbers than they were before. 

After all, there is no more comparison between the dollar of 1940 
and the dollar of today than there is between a bushel of wheat and 
a bushel of corn. 

The Cuatmrmman. Thank you, sir, for your appearance and the in- 
formation given the committee. 

We will yow hear from our colleague, the Honorable Carl D. 
Perkins, of Kentucky. 


STATEMENT OF CARL D. PERKINS, 0F KENTUCKY 


Mr. Perkins. Mr. Chairman, the Federal income tax was estab- 
lished more than a half-century ago in an effort to equalize the tax 
burden and provide for collection of tanee from those most able to pay. 
With the development of this tax program, provision was made for 
deduction of all expenses so that the tax would fall on the net income 
only. This is strictly applied to corporations but the application of 
this principle to individuals has raised some very difficult problems. 

No provision is made for deduction of living expenses for an indi- 
vidual who depends on an earned income. Neither is the individual 
allowed to deduct such expenses as travel to and from his regular job 
or the cost of maintaining or purchasing a home. To offset this limita- 
tion, an exemption of a minimum amount is made for the individual 
and a similar amount for each dependent. This is based on the theory 
that workers with no dependents are able to pay tax on the larger 
portion of their income than is a worker with 1, 3, or 5 dependents. 
This plan is carried out so that the worker with 1 dependent pays on 
a larger portion of his income than a worker with 5 dependents, thus 
ouarying out the theory that taxes should be collected from those most 
able to pay. 

In this day and age, an additional problem has developed relative 
to the high cost of a college education. The average small-business 
man and the wage earner finds that if they have 1 or 2 children in 
college they must use a substantial portion of their income for ‘the 
education of these children and at the same time pay a high rate of 
income tax on the funds thus spent. This is a departs from the 
theory upon which our graduated income tax is based in that the low 
and middle-income groups are less able to pay income taxes if they 
have children in college than those with similar incomes who have no 
children in college. The net result is that the payment of income tax 
on funds spent for the education of children becomes a punitive burden 
that few middle-income taxpayers can bear. 

I urge this committee to provide an exemption for income-tax pur- 
poses of the cost of maintaining a dependent in college in the amount 

20675—58—pt. 1——-66 
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to not exceed $1,500 a year, or legislation similar to the bill I intro- 
duced last year, H. R. 5684. This will not only tend to place the tax 
on those most able to pay but will at the same time be a real step in 
our efforts to provide education opportunities for many bright young 
students who may become essential to our successful efforts to develop 
not only useful citizens but administrators and scientists to meet the 
chall of the scientific developments of our time. 

I am hopeful that the Ways and Means Committee will also approve 
legislation granting some income-tax relief, especially in view of the 
unemployment situation prevailing in the country at the present time. 
The masses of the people were discriminated against in the 1954 tax 
bill and did not get the tax relief they should have received. There- 
fore, I urge the committee to approve legislation similar to the bill I 
introduced, H. R. 2832, to increase from $600 to $800 the personal in- 
come-tax exemption of a taxpayer (including the exemption for a 
spouse, the exemption for a dependent, and the additional exemption 
for old age or blindness). Increased purchasing power.is needed by 
people in the lower-income groups and again this is especially true 
when we consider the high cost of living. 

(The following letters and statement were filed with the com- 
mittee :) 

HOUSE OF REPRESENTATIVES, 
Washington, D. 0., January 13, 1958. 
Hon, Wiisvur D. MIL1s, 


Chairman, House Committee on Ways and Means, 
House Office Building. 


Dear CHAIRMAN Mitts: In connection with the current hearings by your com- 
mittee on taxation, I am enclosing a copy of a letter which I have received from 
one of my constituents, Maj. W. H. Weber, executive officer of the Maryland State 
Police, which speaks for itself. 

May I have his letter made a part of the record? 

With kindest regards, I am, 

Sincerely yours, 
Jas. P. S. DEVEREUX, 
Member of Congress. 


MARYLAND STATE POLICE, 
Pikesville, Md., January 9, 1958. 
Representative J. P. S. DEVEREUx, 
House of Representatives, Washington, D.C. 


DEAR REPRESENTATIVE DEVEREUX: Some time ago I wrote you concerning an 
amendment to the Internal Revenue Act whereby police personnel would have 
been placed in the same category as civilian personnel in regard to subsistence 
allowances. 

It is my understanding that section 120 of the Revenue Act of 1954 now allows 
such police personnel up to $5 per day that does not have to be accounted to the 
Internal Revenue Service. 

Many arguments could be advanced as to why police should retain the features 
set forth in section 120, but it should suffice to say that crimes and accidents 
happen without regard to time and location and it follows that meals have to be 
taken when and where you happen to be in the course of your duty. 

It is realized that there have been some abuses to subsistence allowances, how- 
ever, it is our opinion that such abuses should be appropriately handled so that 
all police personnel do not suffer for the sins of a very few. 

It is earnestly requested that you lend your assistance toward maintaining 
section 120 of the act of 1954 in its present form. 

Respectfully yours, 


W. H. WEBER, 
Major, Executive Officer. 
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HOovuSE OF REPRESENTATIVES, 
Washington, D.C. 
Hon. Wizevr D. MILLs, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. CHarRMAN: I am enclosing herewith a letter received from Miss 
Lena C. Clauve, 1925 Las Lomas Road, NE., Albuquerque, N. Mex., concerning 
the designation of a single person as a “head of a household” for Federal in- 
come tax purposes. 

It is felt you would like to have this communication for inclusion in your 
records. 

Sincerely yours, 
JOHN J. DEMPSEY, 
Member of Congress. 


ALBUQUERQUE, N. MEx., February 14, 1958. 
Hon. JOHN DEMPSEY, 
House of Representatives, 
Washington, D. C. 

Dear Sim: This letter is sent to you seeking your consideration and support 
of a protest against a discriminatory law in the Federal Income Tax Division. 
This law seems discriminatory to many who by choice or circumstances are 
single and have no dependents. The law defines, “the head of a household” 
as anyone who can claim dependents. It aliows this person who may rent a 
room or house full deduction as “head of a household” if that individual claims a 
dependent. The law does not allow any deduction for a single person who 
owns property in which she lives with all the responsibilities, obligations and 
taxes to be “the head of a household” unless there are dependents in that home. 

It seems to many of us that the individual who owns her home contributes 
more as a citizen than a transient although she may not have dependents and 
she should at least have the same rights. We do not believe it is the intent of 
our Government to penalize single people who are homeowners but at present it 
places a greater burden on them. We will appreciate your assistance in helping 
to eliminate the discrimination against single people who are not allowed 
to be “the head of a household.” 

Yours truly, ' 
Lena C. CLAUVE. 


HovuseE oF REPRESENTATIVES, 
Washington, D. C., February 24, 1958. 
Hon. WILBUR MILLs, 
Chairman, House Committee on Ways and Means, 
Washington, D.C. 


Dear Mr. CHAIRMAN: I have received the enclosed resolution from the Colo- 
rado Bar Association dealing with the so-called Jenkins-Keogh bill. 

Since this matter is pending before your committee, I thought perhaps you 
might wish to make it part of the record when and if hearings are held on this 
matter. 

Sincerely yours, 
WILtiAM §. HIct, 
Member of Congress. 


RESOLUTION 


Whereas the Internal Revenue Code provides for special tax-favored treat- 
ment for pensions for employees; and 

Whereas no such special tax-favored provisions are available to the self- 
employed ; and 

Whereas it is desirable, from an income tax point of view, for professional 
men to be allowed a deduction for amounts set aside in a pension plan during 
their years of high income productivity and to be received back after retirement 
at a time when they no longer have professional income; and 

Whereas under the present tax structure, coupled with the demands placed 
by our society upon the professional man, it is difficult, if not impossible, for the 
professional man to save enough for the future out of his earnings during his 
productive period : Now, therefore, be it 
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Resolwed by the ewvecutive committee of the Colorado Bar Association in regu- 
lar meeting assembled on the 21st day of December 1957, That the Colorado 
Bar Association respectfully requests and urges the Congress of the United States 
to adopt as an amendment to the Internal Revenue Code the Jenkins-Keogh 
bills; be it further 

Resolved, That the executive secretary of the Colorado Bar Association is 
hereby directed to forward this resolution to the Secretary of the Treasury of 
the United States, the Commissioner of Internal Revenue, and to the Colorado 
delegation in the Senate and the House of the Congress of the United States. 

The above resolution was unanimously adopted by the executive committee 
of the Colorado Bar Association on December 21, 1957, and endorsed by the 
board of governors of the Colorado Bar Association at its meeting held in 
Colorado Springs, Colo., on February 15, 1958. 

[seat] Donawp S. MOLEN, 


Ezecutive Secretary. 
Fesrvuary 18, 1958. 


House OF REPRESENTATIVES, 
Washington, D. C., February 25, 1958. 
Mr. Leo Irw1n, 
Clerk, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 

Deak Mr. Inwin: I am taking the liberty to enclose three copies of a statement 
prepared by my constituent, Mr. Jerome C. Weinberg, Birmingham, Ala., concern- 
ing the need for increased Federal income tax deductions for child care. 

In his behalf, may I request that you incorporate Mr. Weinberg’s statement in 
the record of the hearings held on revenue revisions. I shall also appreciate 
your giving my constituent’s views on the need tc broaden the child care pro- 
vision of the 1954 Internal Revenue Code your most earnest attention and 
consideration. 

Thanking you for your cooperation and with best wishes, I am, 

Yours sincerely, 
GEORGE HUDDLESTON, Jr., 
Member of Congress. 


WEINBERG & WARD, 
PusLic ACCOUNTANTS, 
Birmingham, Ala., February 12, 1958. 
Re section 214, Internal Revenue Code of 1954 
Ways AND MEANS CoMMITTEE,, 
House of Representatives, Washington, D. C. 

GENTLEMEN : Section 214 purports to give relief to a working wife, widow, or 
widower by reason of expense incurred for child care. The way the section is 
drawn it is so hedged about with restrictions that the practical result is to give 
virtually no relief at all. The following are my observations and mine alone, 
with a suggestion for broadening the relief section. 

First of all, in the lowliest income bracket a common situation is that the 
husband earns $3,000 a year or less. If his wife finds employment, her earnings 
are not likely to exceed $1,500. Assuming that there are 2 children, they can ill 
afford to pay as much as $600 for child care, but if they do scrape it up, then 
theoretically their returns will be about as follows: 


i asain tienen i macnn namiscnnncewncae $4, 500. 00 
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Actually, in such cases the children are usually left with a grandmother and 
an additional exemption is claimed, so that the tax is reduced to $215 ; thus there 
is no child care relief for the lowest bracket taxpayer. 

In the case of a widow with one child earning $60 per week (a not unusual rate 
for good office women ) it figures out: 


(RVEEEE  TRDIIIEIE 2. oo. exisennpephediietniieninnideeiidesentaieanaminnaiaameadmeaaiiameaee $3, 120 
CIR IO sd cteesetiie ro ssettncpsnieteninenia Atainite ahaha iiniim teh ee ita oieect nace ee ea 600 
CORTE CEO U I it eieicinsncisnes cp anccaenenins ettetaidiaaesstainsabdecestaihaadaneansann ne tae eae iene 120 
POURS os wscisini ddan ensistoc: cabo csntipinsieboenestneacaiidilngcadaeedaaaiaaaeea a 720 

2, 400 

OI a. onset isrinececiesn ctvtnie cee dart een tige meetin ems anes 1, 200 
UD: TD ss as is scctsiep vitaliel tained cilia aaa alee 1, 200 
TE tesa) Lani shales sSaonsnataik i pa bvadelie=-tarnleiin Manxelpreiaiesicadpeliding melt Mie ieee sealed 240 
Ignoring child care tax on $1,200 per table_.---..---._.---_.-.-.-..... 323 
TROBE CAL SOFIE, ccirtineesest neath ech piace daattmnerianei 83 


But the widow probably leaves the child with a close relative, dependent or 
otherwise. If a dependent she gets an extra exemption and saves $120 instead 
of $83 ; if not a dependent she usually pays little or nothing at all and the amount 
she pays is difficult of proof. Thus she gets no relief from section 214. 

Another thing, the $4,500 maximum income restriction is unrealistic. The 
reason the wife goes to work is just so the family income shall be increased. If 
working wives are to be encouraged, and if they are to get tax relief, then the 
child care should be treated as a business deduction on page 1 or, to the extent 
allowable, as a dependency deduction. 

The working wife must measure the additional expense to be incurred in outside 
employment against the take-home pay she can expect. Too many times she has 
assumed she would have a deduction only to find that the built-in restrictions 
nullify it. 

My solution to the problem would be to grant every working mother or widowed 
father, regardless of gross income or marital status, a deduction on page 1 of the 
return, subject to proof and limited to $600, $500, or even $400. This would be 
understandable, workable, any easy of administration. 

Respectfully submitted, 
J. C. WEINBERG. 


STATEMENT OF VIRGINIA NEAL BLUE (Mrs. JAMES E.) 


GENTLEMEN: My remarks are related directly to the income tax. I represent 
no specific group, though I speak as a housewife, a member of the status of women 
committee of the American Association of University Women, anc a regent of the 
University of Colorado. 

The subject matter which I wish to present is in connection with : ‘ 

1. The impact of excessive taxation on the American home. 

2. The impact of Federal taxation on county- and State-supported schools. 

8. The influence of the tax structure on the development of initiative in our 
young people. 

1. The impact of excessive taxation on the American home: The impact of 
excessive taxation on the American home is so obvious that it would seem 
unnecessary for this subject to be elaborated upon. The housewife whose job 
it is to secure the necessities of life such as food and ciothing for her family feels 
acutely the budgetary limitations imposed upon her by Federal income tax 
deductions. 

2. The impact of Federal taxation on county- and State-supported schools: 
With the growing need for increased State and local support of schools to meet 
our increasing population in all communities I feel that Federal income taxes 
should be held at the lowest possible scale so that the total tax burden can be 
borne by the taxpayer. 

I am particularly interested in the adequate State support of institutions of 
higher learning. I believe that their support should be a local responsibility, 
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and, in my opinion, this local responsibility can be properly borne only if Federal 
income tax scales are reduced. 

3. The influence of the tax structure on the development of initiative in our 
young people: I believe that one of the important contributing factors to the 
development of this country as a world economic power has been the incentive 
which our young men have had to work to the best of their abilities—this incen- 
tive certainly is closely allied with the possibility of being able to retain enough 
money of that amount earned to build up risk capital. 

The present generation is faced with an income tax structure in the United 
States that is having the effect of : 

(a) Destroying incentive to the extent of making security the goal of many 
college graduates; 

(b) Causing many bright young men who have initiative to feel that 
business opportunities are greater in other countries. 

















SUMMARY 










While I realize that our tax structure is extremely complex and that its 
revision calls for much effort on the part of the committee, I do believe that 
improvement can be anticipated if careful consideration will be given to the 
impact of excessive Federal income tax on: (1) the American home, (2) county- 
and State-supported schools, and (3) the development of initiative in our young 
people. 















B. B. Wooititey & Co., 
CERTIFIED PUBLIC ACCOUNTANTS, 
New Orleans, La., November 18, 1957. 







The CLERK, 
House Office Building, 
Washington, D.C. 


Dear Sig: Please accept this letter as a statement to be presented to the House 
Ways and Means Committee in connection with its tax hearings scheduled to 
begin January 7, 1958: 

(1) Remove the limit on medical expense deductions for individuals. Those 
unfortunate enough to have heavy expenses are terribly penalized by the present 
restriction. We have clients who have suffered great hardship because of this. 

(2) Increase individual exemptions to a realistic figure intended to provide 
sufficient tax-free income for the bare subsistence of one person. The present 
exemptions are far too low. 

(3) Increase the beginning rates to compensate for revenue lost by the fore- 
going proposed change. 

(4) Provide a formula under which no more than 50 percent of a total tax- 
able income of an individual will be consumed in taxes. This would be a way 
around the punitive rates in the top brackets. 

(5) Increase the ceiling for corporate income to which only the 30 percent 
normal tax applies.. This should be at least $50,000 to help small business 
accumulate working capital out of its own profit. This is impossible today. 
We have clients with expanding businesses who are chronically in debt to the 
saturation point because they are unable to use reinvested profits. The industrial 
giants today, such as Ford Motor Co., Chrysler Corp., and General Motors Corp. 
have a tremendous advantage over new business because they have been able to 
reinvest their profits for years and have a tremendous reservoir of accumulated 
profit which has been only lightly taxed. These are the earnings up to about 
the year 1940. 

(6) To compensate for loss of revenue as above, increase the surtax rate for 
corporations to 25 or 30 percent. 

Sincerely, 

































B. B. Wootey & Co., 
B. B. Woo.Lry. 


CLEVELAND, OHI0, January 2, 1958. 
Tue House Ways anp MEANS CoMMITTEE. 
GENTLEMEN : Let me thank Mrs. Bolton for her help in securing this oppor- 
tunity for me to address you and state my views regarding tax relief. As an 
individual, I am most pleased to be a participant in such a democratic forum. 
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I represent no highly organized pressure group, but rather am the self-appointed 
voice for the substantial numbers of Americans who are bordering on financial 
bankruptcy and second-class citizenship because of confiscatory taxes. Their 
sociological grouping—the family. 


DESPERATE NEED FOR EXEMPTION BOOST TO $1,000 MINIMUM 


1. Loose confederacy of families hard pressed 


Inflation with all its evil concomitants has injured no group any more than the 
family. Struggling with ever-increasing costs of food, clothing, real estate, 
schooling, transportation, professional services, and medicines, familes as such 
have had very little to no tax relief. Witness the breakdown of the family fabric 
in the country since the inception of income taxes. There is a decided correla- 
tion. Granted, other grave considerations are also accountable for “thugism” 
excessive juvenile delinquency, and general moral degeneracy, but the shadow 
of excessive income taxes looms formidably as the cause for working mothers 
to supplement family income, with divorce often its end result—to name but 
one avenue of our social ills. Excessive taxloads can be held accountable in 
a large degree for considerable family strife and lessened family cohesiveness— 
the end product of which is personality maladjustment. I needn’t quote the 
countless statistics we've all read of the great numbers of, and great percentage 
of, increase in the mentally ill, alcoholic, homeless and downtrodden, and socially 
maladjusted in our society to prove my point. 


2. Congress has responded to pressure groups whereas the family has had no 
spokesman 

Through the years, by means of congressional legislation, creation of bureaus 
under the executive branch, subsidies, and tariffs, manufacturers, farmers, labor 
unions, small business, and the myriad of pressure groups representing any and 
evey special interest have secured or endeavored to secure favorable legislation 
or executive branch approval of relief. I charge Congress with being derelict in 
their concern for the family as such. In their (Congress) vote-getting pursuit, 
pacifying the above-mentioned parties, the primary social group has been for- 
gotten, her deductible allowance completely out of proportion to present cost 
factors. The presumption that pressure groups are a representative cross sec- 
tion of the country is entirely false, its premise delusion. 


8. American-supported allies have family allowances, American families have 
financial woe 


In her great magnitude of concern fer the free world alliance in deference 
to the political ideology of Soviet Russia—if I may be allowed to interpret what 
the alleged aims of our Congress and Executive are—we find ourselves supporting 
colonialism, communism, fuedalism, dictatorship, and heaven knows what on the 
political level. Also we find ourselves supporting the families of these political 
systems indirectly or directly (as in the case of France) while not supporting 
our own families. This, of course, is the greatest folly and anomaly in the 
history of mankind. In other words, we cannot afford what our “poor neigh- 
bors” can afford. A complete absurdity. All talk of higher standards of living 
is also absurd when we all know the standard of living is directly predicated 
on the ability to maintain this evasive standard. This purchsing power is being 
wholly emasculated under present tax allowances for families. 


4. Tax relief to families cheapest maintenance of economic stability 


It is obvious to all that in the last 25 years the Federal Government has been 
a very active force in the economy of our country. Her activities have ranged 
from foolishness to a reasonable degree of sanity by various means of subsiides 
in one way, shape, or form. She has neglected the personal approach, completely 
choosing pressure groups as her target for largesse. If she so chooses to be the 
benevolent guardian of her people, the most expedient method, most economical 
way, and most humane approach would be through her families. This is too 
obvious, too logical, too palpable, and too perspicuous to warrant consideration— 
in truth, too little political, I fear. 

SUMMARY 


We are now reaping the harvest of the “bad seed” of high taxes with further 
encroachment of the Federal Government into heretofore untraveled grounds. 
Because Federal taxation is obligatory and tantamount and municipal and State 
taxation largely a matter of choice, for example, school bond issues, sewer and 





Sg 
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facilities improvements, etc., the latter are consistently being turned down, 
which eventually poses a substantial and nationwide problem. Call it what 
you will—Federal grants-in-aid and countless other euphemisms—it is, and 
is fast becoming, a blueprint for dictatorship. Local defaults become or are 
posed as becoming national disasters, in which case only “Uncle Sugar” can 
relieve with some mystic bureaucratic scheme. At this point liberty leaves. 
The vicious cycle is now complete. Choose your enslavement, neighbors. 

I state unequivocally that unless the growth of the Federal Government is 
abated—and in the prophetic words of Justice Marshall, “The power to tax is 
the power to destroy’—general moral decadence is assured, loss of human and 
civil rights decidedly in jeopardy. 

These are greater threats to our immediate and long-range security than any 
amount of sputniks. Never in the annals of history has a nation possessing 
so much materially been so naive spiritually and generally ignorant of the pur- 
pose of man’s existence. This weakness will surely be the cause of our decline 
unless considerable realism is manifested now in the legislative halls. 

Sincerely, 
CHARLES A. BYRNE. 





STATEMENT OF VAUX OWEN, PRESIDENT, NATIONAL FEDERATION OF FEDERAL 
EMPLOYEES 


Mr. Chairman and members of the committee: we appreciate the opportunity 
afforded by this hearing of the Ways and Means Committee of the House of 
Representatives to present the views of the National Federation of Federal Em- 
ployees with respect to legislation having for its purpose the exemption from 
Federal income tax of the entire amount of all annuities paid under the Federal 
civil-service retirement law. 

Our organization for many years has urged the enactment of such legislation, 
and successive national conventions of the National Federation of Federal Em- 
ployees have gone on record unanimously in favor of this proposed action. 

There is every reason, in justice and equity, for the approval by the Congress 
of legislation exempting Federal retirement annuities from Federal income taxes. 

Action was taken, and we believe quite properly, to exempt from Federal 
income taxes the annuities paid both under the Railroad Retirement Act and 
Social security. It is manifestly an inequity, however, not to similarly exempt 
Federal retirement annuities. 

Moreover, as I am sure all members of this committee must be sympathetically 
aware, many and probably most annuitants under the Federal retirement sytem 
literally need every single dollar of their modest annuities to obtain the simplest 
necessities of life in these times of high and constantly rising living costs. Many 
annuitants are aged, in failing or chronic ill health, with the attendant and in- 
creasingly heavy burdens of medical care. To levy an income tax upon these 
annuities cannot be justified on any reasonable ground, and the National Federa- 
tion of Federal Employees believes that remedial action, in the form of the legis- 
lation now before this committee, is long overdue. 

In this connection, may I point out that the latest official statistics of the 
United States Civil Service Commission point up graphically the need for such 
action, and especially so at this time. 

As of June 30, 1957, the average annuity of employee annuitants and survivor 
annuitants was just $118 per month. The average annuity of employee annui- 
tants was $140 per month; the average annuity of survivor annuitants only 
$51 a month, 

For the information of the committee, there follows the text of a resolution 
unanimously adopted by the national convention of the National Federation of 
Federal Employees, held at Louisville, Ky., in September of 1956: 

“Whereas annuities paid under the Railroad Retirement Act are not subject 
to Federal income tax ; and 
‘ wun benefits paid under the Social Security Act are also exempt: There- 

ore t 

“Resolved, That the National Federation of Federal Employees go on record 
as favoring and urging the enactment of legislation exempting annuities under 
civil-service retirement laws from Federal income tax.” 

We urge that this committee act favorably on the legislation now before it on 
this subject, so that an inequity may be removed and a hardship lessened. 
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NEw ORLEANS, La., December 5, 1957. 
COMMITTEE CLERK, 


House Office Building, Washington, D.C. 
(Attention of Chairman Jere Cooper.) 


Deak Sie: In connection with the hearings scheduled January 7 to February 
7, 1958, centering around ineome-tax policy, if possible, I would like to have con- 
sidered the possibility of filing Federal depositary receipt form 450 (salary 
taxes deducted over $100 in the first and second months of each calendar quar- 
ter) by the end of the month following the month in which the taxes were with- 
held by the employer. At present the deadline is the 15th of the month follow- 
ing the month of withholding which gives very little time for the thousands of 
small-business men to comply without incurring the 1 percent penalty which is 
assessed in the instance of late filing of this depositary receipt. These small- 
business men depend toa large extent on the certified public accountants of 
the Nation to meet all tax deadlines without incurring additional penalty costs. 
We accountants find it very difficult to serve our many clients by the 15th of each 
month which works a severe hardship in order for us to get around to everybody 
to meet this filing requirement. I noticed that in the case of some Federal 
excise taxes, the last of the month following the month the tax was incurred 
is allowed for filing depositary receipts. 

I regret very much that due to the workload at that time of the year, I will 
not be able to appear personally before the committee to voice this request and 
take this means to bring it up for attention at the opportune time. No doubt 
the objection to the 15th of the month filing date in question has been heard 
many times before. Additional time I am sure would be a boon to the account- 
ants involved and be very helpful in keeping down the clerical work involved 
by the Treasury Department in assessing and rebating these small nuisance 
penalties. 

Yours very truly, 
CARLOS J. GRIMADER, 
Certified Public Accountant. 


CONTROLLERS INSTITUTE OF AMERICA, 
New York, N. Y., February 19, 1958. 
Hon. WiLzur D. MIris, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 


Dear Mr. Mitts: The national committee on Federal taxation of the Con- 
trollers Institute of America has recently been giving thoughtful consideration 
to the problems confronting taxpayers in the determination of reasonable allow- 
ances for depreciation. In particular we are concerned with the fact that the 
useful lives established for tax depreciation purposes, usually on the basis of 
historical experience, fail to recognize adequately the increasing impact of 
technological obsolescence on production facilities. 

In this connection we believe that you will be interested in the attached state- 
ment containing the institute’s proposals for changes in the depreciation pro- 
visions of the Internal Revenue Code of 1954. Essentially the statement calls 
for the establishment by statute of useful lives which will give proper recogni- 
tion to the accelerating forces of technological obsolescence. You will observe 
that the program proposed allows a taxpayer to recover through depreciation no 
more than an asset’s original cost. 

The institute is hopeful that this statement will be helpful in conveying the 
gravity of the depreciation problem confronting taxpayers. We are of firm be- 
lief that remedial legislation of the type proposed is necessary and is long 
overdue. 

Since I understand that the record of the recent tax revision hearings of the 
Ways and Means Committee is still open, I am sending a copy of the statement 
to Mr. Irwin, clerk of the committee, for inclusion in the official record. 

Very truly yours, 


G. L. PHILLIPPE, 
Chairman, National Committee on Federal Tavation. 
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STATEMENT OF THE NATIONAL COMMITTEE ON FEDERAL TAXATION, CONTROLLERS 
INSTITUTE OF AMERICA 


The National Committee on Federal Taxation of the Controllers Institute of 
America welcomes the opportunity to submit for consideration its suggestions 
and views relating to improvements in the internal revenue laws and their ad- 
ministration with respect to the vital matter of Federal income-tax allowances 
for depreciation. 

Because depreciation, not only in the broadest conceptual sense but also in 
the day-to-day problems which it presents, is essentially an accounting matter, 
the Controllers Institute is particularly qualified to propose recommendations 
which have their origin in the practical experience of individuals who devote 
much attention to this very important subject. By way of background, the 
institute comprises more than 4,700 members, each of whom is responsible for 
the direction of accoulnting affairs of individual businesses which, in the aggre- 
gate, represent a broad cross section of the Nation’s economy. 

Prior to 1934 only passing attention needed to be directed by taxpayers or by 
Government to the determination of tax allowances for depreciation. This seem- 
ing lack of interest and of controversy was by no means attributable to inertia 
or to a failure to comprehend the consequences of depreciation policies and prac- 
tices. Rather, it can be traced to the existence of a series of factors which con- 
tributed, in the end result, to the determination of satisfactory depreciation 
allowances. It is not necessary here to identify these factors in detail. 
Essentially, the combination of flexibility and realism on the part of the Revenue 
Service, low tax rates, and the absence of significant inflationary forces produced 
a depreciation allowance which was reasonable and acceptable to Government 
and taxpayer alike. 

Since 1934, however, and the publication of Treasury Decision 4422 (which, it 
will be recalled, was essentially a substitute for an increase in tax rates), the 
climate has been steadily worsening. Rates of tax have climbed inexorably, and 
the tentacles of inflation have laid firm hold on the economy to such a degree 
that it now takes, broadly, $2.50 to build what $1 would build in 1939 and 1940. 
Added to this have been the adoption and application of administrative rules 
and policies which have effectively limited or reduced depreciation allowances 
during a period when such allowances should have been increasing to counter- 
act the forces generated by high rates of inflation. 

Fundamentally, these policies have their origin in the imposition by the Treas- 
ury on taxpayers of the burden of demonstrating that the historical physical life 
of a facility is not determinative of the future useful life of a similar facility. 
Faced with this impossible burden, in a period which has been under the in- 
fluence of a depression and two wars—forces which manifestly contribute to the 
retention of assets—it is not surprising that taxpayers have been unable to 
influence the judgment of examining agents who have insisted upon computing 
depreciation allowances based upon Bulletin F and the historical replacement 
pattern of individual or collective taxpayers. 

The attitude of the Federal Government is, of course, of key importance in 
encouraging industry to achieve technological and scientific progress and to 
continue investing in new plants, new equipment, new products, and new proc- 
esses. The tax laws, and the policies of those who administer the laws, have a 
direct bearing upon the ability of industry to obtain sufficient financial resources 
to keep pace with the needs of the Nation. 

Depreciation reserves and retained earnings have long been industry’s major 
sources of funds for new plants and equipment. Studies indicate that, in the 
past, $2 out of every $3 spent in an attempt to keep industry’s productive facili- 
ties modern and competitive came out of depreciation allowances alone. In 
recent years, this source has provided less than half of the dollars being in- 
vested in new plant and equipment by many key industries. Restrictive tax 
policies, such as those experienced during the last 20 to 25 years, limit the gen- 
eration of such reserves and act as deterrents to investment in productive facili- 
ties. When reinvestment must be made with dollars which have declined in 
value, the need for a realistic and rapid buildup of depreciation reserves becomes 
even more acute and apparent. 

In this connection, one of the stimuli to capital investment by industry dur- 
ing part of the past 15 years has been a recognition by Congress of what can be 
accomplished by liberalizing depreciation allowances for plant and equipment 
by means of accelerated amortization provisions. This method was used in 
World War II to expand facilities, and since 1950 it has been used again to en- 
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courage the acquisition of more than $36 billion worth of new facilities repre- 
senting increased capacity important to the national defense. Although 
legislation enacted in 1957 restricts and soon will terminate amortization of 
emergency facilities, it is important not to lose sight of the sound incentive prin- 
ciples behind the original legislation and of the significant contributions made 
thereby to the Nation’s strength. 

With the enactment of the 1954 code, Congress took a significant step forward 
by recognizing one of the problems which had confronted taxpayers. Under 
the almost universally used straight-line method of the 1939 code, no recognition 
was given to the actual pattern of loss of economic usefulness. The new depre- 
ciation methods adopted by Congress in 1954 concentrate deductions in the 
early years of service and result in the timing of allowances more in accord 
with the realized loss of value. The availability of these methods represents 
an important advance toward recognizing the realities inherent in the exhaus- 
tion of productive facilities. 

In this connection, the Controllers Institute is most distressed by the intro- 
duction in the 85th Congress of certain bills which would either restrict or termi- 
nate altogether the application of these new provisions. Specifically, the insti- 
tute opposes such bills as H. R. 4506, which would limit these methods to prop- 
erty with a useful life of 10 years or more, or as H. R. 9544, which would 
terminate their use altogether. Enactment of this type of legislation would be 
retrogression and would only serve to compound the weaknesses of a situation 
which is already virtually intolerable. 

Although Congress has recognized and provided a remedy for the problem 
associated with the realization of a high percentage of loss of economic useful- 
ness early in an asset’s life, it has failed to come to grips with the equally im- 
portant problem of recognizing fully the importance of obsolescence in 
determining the total economic useful life. Both the 1989 code and the 1954 
code pay lipservice to this important concept by providing for the deduction of 
“a reasonable allowance for the exhaustion, wear and tear (including a reason- 
able allowance for obsolescence) of property.” However, the very language of 
the statute places, primary emphasis on the allowance for wear and tear and 
gives only passing or parenthetical attention to what has become the more im- 
portant element—obsolescence. In today’s economy, the loss of value in a pro- 
ductive facility is attributable in major part not to wear and tear but to 
technological obsolescence of the facility or of the product which it is designed 
to produce. The impact of economic or technological obsolescence can make the 
unit worthless virtually overnight. With depreciation allowances based upon 
historical physical life or Bulletin F experience, it is an unusual situation 
indeed in today’s technological and automated society if for tax purposes an 
asset’s value is being recovered during the period representing its economic 
useful life. The significance of this is, of course, apparent since, regardless 
of the depreciation method being employed, the result is to overstate taxable 
profits, with consequent prepayment of related taxes, if allowances are based 
upon lives which extend beyond the period of economic usefulness of the facili- 
ties. To the extent taxes are prepaid, such funds are not available for the needs 
of the business, including investment in productive facilities. 

It is appropriate to ask whether the recognition in tax returns of obsolescence 
as it occurs is an administrative matter for the Internal Revenue Service to 
establish in its relationships with taxpayers or whether it is a matter which 
must be taken care of by a clear statement of congressional intent in the form 
of statutory changes. The Controllers Institute believes that the administra- 
tive record of the Service demonstrates that legislation is necessary to bring 
about promptly this important development in depreciation concepts. 

Previous administrative efforts in the depreciation area have been characterized 
by ineffectiveness. Conformity to the principles of Revenue Rulings 90 and 91 
is a case in point. These rulings, originally issued in 1953, represented an effort 
to establish a basic policy of the Internal Revenue Service with respect to depre- 
ciation adjustments. They provided that it would be the policy of the Service 
generally not to disturb depreciation deductions and that Service employees 
should propose adjustments only when there was a clear and convincing basis 
for a change. The principal purpose of the stated policy was to reduce con- 
troversy with respect to depreciation. The continuing intent of the Service to 
apply these rulings has been restated several times since their original publi- 
eation. Their continued application to depreciation deductions under the 1954 
code was announced by the Service in 1955. Treasury regulations promulgated 
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by Treasury Decision 6182 have, in effect, also incorporated the stated policies ; 
and they were reiterated in the announcement by the Commissioner in release 
Internal Revenue 182, February 18, 1957. 

Conformity to the principles of Revenue Rulings 90 and 91 would seem to be 
a natural implementation of the intent of Congress in enacting the 1954 code. 
For example, the report of the House Ways and Means Committee provided: 

“There is evidence that the present system of depreciation acts as a barrier 
to investment, particularly with respect to risky commitments in fixed assets. 
Comparatively slow rates of writeoff tend to discourage replacement of obsolete 
equipment and the installation of modern up-to-date machinery. Under )ong- 
term peacetime conditions, in the absence of the inflationary pressures existing 
in the forced-iraft economy of the postwar period, present tax depreciation 
methods might depress business capital expenditures below the level needed to 
keep the economy operating at high levels of output and employment.” 

Further guidance was provided the Service and taxpayers by the following 
language contained in the Senate Finance Committee report: 

“More liberal depreciation allowances are anticipated to have far-reaching 
economic effects. The incentives resulting from the changes are well timed to 
help maintain the present high level of investment in plant and equipment. The 
acceleration in the speed of the tax-free recovery of costs is of critical importance 
in the decision of management to incur risk. The faster tax writeoff would 
increase available working capital and materially aid growing businesses in the 
financing of their expansion. For all segments of the American economy, liber- 
alized depreciation policies should assist modernization and expansion of indus- 
trial capacity, with resulting economic growth, increased production, and a 
higher standard of living. 

“Small business and farmers particularly have a vital stake in a more liberal 
and constructive depreciation policy. They are especially dependent on their 
current earnings or short-term loans to obtain funds for expansion. The faster 
recovery of capital investment provided by this bill will permit them to secure 
short-term loans which would otherwise not be available.” 

The Senate Finance Committee further demonstrated its intent to provide for 
flexibility and at the same time took cognizance of what appeared to be a sound 
administrative policy by the Service in the following language from its report: 

“Your committee has eliminated the ‘10-percent leeway’ rule provided by the 
House bill, designed to assure a specific zone of administrative tolerance in the 
determination of service life. Under this provision, the Internal Revenue Service 
would not be permitted to disturb a depreciation rate unless the corrected rate 
differed by more than 10 percent from the useful life used by the taxpayer. It 
appears that this provision wouid be considered inadequate and unsatisfactory 
by some taxpayers, and might be a substantial source of misunderstanding and 
distortion. The practical effect of eliminating this provision in assuring flexi- 
bility in administrative policy should not be great since policies already announced 
by the Internal Revenue Service under recent rulings should afford taxpayers 
freedom from annoying minor changes which would disturb the original estimate 
of service life.” 

Unfortunately, however, the administrative practices of the Service have not 
measured up to the intent of Congress to provide sufficient realism in depreciation 
policy to keep the economy operating at high levels of output and employment. 
By its administrative practices, the Service has impeded the realization of real- 
istic depreciation allowances. Overly complicated regulations have restricted, 
particularly in the case of small-business taxpayers, adoption of the new depre- 
ciation methods established by Congress. Overemphasis of the importance of 
estimated salvage (which, practically speaking, cannot be estimated 10 or 20 
years in advance because of anticipated technological obsolescence and the 
inadequacy of historical experience) has already led to controversies which 
merely foretell the confusion and restraints to which taxpayers must look for- 
ward. Finally, statements have been made, indicating that attainment of con- 
gressional (and administration) objectives may be thwarted by having the 
Service apply, to a taxpayer who adopts one of the new depreciation methods, 
a searching investigation of useful lives with a view to nullifying the benefits 
available through extension of these lives as much as possible. Discussions have 
disclosed a number of cases where taxpayers have been unwilling to adopt one 
or even any of the new depreciation methods because of the uncertainties which 
have been generated by the possibility of having already too long useful lives 
further extended. 
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Clearly, the record demonstrates that administrative measures do not offer 
the best answer to the depreciation debacle with which most taxpayers are 
currently confronted. The ingrained, historical characteristics on which Service 
practices are predicated should be eliminated by a clear statutory statement by 
Congress. In today’s international climate, the gravity of the situation tran- 
scends administrative efforts. 

The Controllers Institute, in its pamphlet “Recommendations for Revisions in 
Internal Revenue Code of 1954,” has stated its position as to legislative needs 
with respect to depreciation as follows: 

“The inadequacy of the present Federal income-tax allowances for deprecia- 
tion is creating a serious problem for taxpayers. Although the 1954 code pro- 
visions represent a big advance over the prior law, much remains to be done if 
industry is to meet the Nation’s requirements for new plants, new jobs, and 
new products. 

“The tax-depreciation law should fully recognize the increasing importance 
of obsolescence as a factor in determining useful lives and should permit flexi- 
bility of method and rate in order to meet the varying conditions of each tax- 
payer’s business. Failure to do this restricts the momentum of technological 
advances.” 

Significant industrial obsolescence, of a type which destroys the economic 
usefulness of a facility years before wear and tear can exact their toll, has 
increased tremendously in recent years as a consequence of research and en- 
gineering developments. Productive facilities are experiencing rapid obso- 
lescence because of redesigns of the facilities themselves, because of redesigns 
in the products which they produce, because of the introduction of new materials 
upon which they operate, and because of basic changes in methods of manu- 
facture. Faced with the demands imposed by international strife and tension 
this constant change must continue and can be expected to accelerate. In this 
connection, and indicative of the degree of acceleration which may be expected, 
it is understood that in the Soviet Union, once it has been determined that 
obsolescence has curtailed significantly the efficiency of a type of facility, it is 
the policy of that Government to replace all such facilities, wherever located, 
with others capable of greater productivity. 

Current experience in industry makes it virtually axiomatic that productive 
facilities are not going to be rebuilt and kept in service as long as in the past. 
For depreciation purposes, it is not sufficient to recognize only the degree of 
loss of economic value which occurs early in the years of a facility’s life. It 
is also essential to recognize the ever-increasing overall reduction in anticipated 
useful life that can be expected. Machine tools that formerly had a historical 
life of 15 to 20 years can now be expected to be economically useful for, at most, 
half that time. To insure timely replacement with resulting growth or main- 
tenance of productive capacity, it is essential that this reality be recognized in 
tax-depreciation policy. Failure on the part of taxpayers to recover investment 
quickly can only result in inadequate replacement reserves, use of high-cost 
and obsolete facilities, reduced profit margins, and less replacement. Under- 
statements of depreciation, because of inadequate recognition of economic loss 
attributable to technological advances, have the effect of imposing a Federal 
income tax upon capital rather than upon income. In such a situation, replace- 
ment of facilities, or further expansion, can be accomplished only with new 
capital which must be obtained from other sources of funds, the most likely of 
which would be equity capital or loans. 

It is, of course, recognized that, because of its prospective nature, a precise 
determination of the reduction in estimated useful lives attributable to techno- 
logical obsolescence is difficult to forecast. Where a burden of preciseness in 
such a matter is imposed upon a taxpayer, the result can only be confusion 
and an unending series of controversies with the Revenue Service. 

As a reasonable solution to these problems, we recommend that Congress 
enact into law an election to permit taxpayers to use a method under which a 
reasonable minimum life would be established for specified classes of assets, 
such classes to be broad enough to include all of a taxpayer’s depreciable plant 
and equipment. The election should apply to all assets, both those acquired 
new and those acquired used, but should not apply to those acquired prior to 
’ the taxable year for which the election was first made available. So long as 
the life elected by the taxpayer for assets falling within a given class is equal 
to or in excess of the preestablished statutory minimum, depreciation allow- 
ances, otherwise correctly determined, would be considered reasonable within 
the meaning of section 167 (a) of the 1954 code without further burden of 
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proof. Where such established minimum lives are considered to be inadequate, 
taxpayers would have the burden of proving the reasonableness of the shorter 
lives which they propose. 

The classes and applicable minimum lives which are recommended and 
which, based upon the judgment and experience of institute members, would 
result in a reasonable depreciation allowance are as follows: 


Minimum life 
Class (years) 
NG 6h i a ak ik. cnbediie seeeanbatancs 
Standard and general purpose machinery and equipment, including buildings 
useful only to house such machinery and equipment_______._-----------_ 
Furniture and related equipment____________-_-.--_-------------.--.... 10 
Special purpose machinery and equipment, including buildings useful only 
to house such machinery and equipment______-__--_--_-------------.+-- 


Miscellaneous small equipment chargeable to capital account, including office 
Manet. io laneths his Boel ee he sith tate hind ee cea weenenenione 


1 Charge to expense. 


Bases for appraising the overall appropriateness of the minimum lives rec- 
ommended are already available from several sources. These would include 
reference to systems or lives established in other countries, such as Western 
Germany, to cite one example where spectacular economic growth has been 
attributed in part to a liberal approach to depreciation. In response to its 
earlier inquiries, the advisory group reviewing bulletin F should have available 
many studies which would indicate the degree to which obsolescence should be 
reflected in such a schedule of lives. In this connection, legislation of the type 
proposed would give to the advisory group a congressional mandate to develop 
and recommend lives which would give adequate consideration to the effects of 
obsolescence on the economic life of an asset. 

Although the lives elected by a taxpayer within the framework of the pro- 
posed method can be expected to conform to the taxpayer’s judgment as to 
what his actual experience will be, the Controllers Institute believes that sound 
accounting and a proper reflection of income would be assured if taxpayers, as 
a condition to use of these lives, were required to establish depreciation for 
book purposes on the basis of lives no longer than those elected for tax purposes. 
An exception to this requirement should be provided in the case of taxpayers 
whose accounting methods with respect to depreciation are subject to regula- 
tion by the United States or by State or local governments, or their agencies. 
In addition, it is recommended that the booking requirement should be waived 
to the extent that a taxpayer’s depreciation deduction is changed by the Internal 
Revenue Service upon the audit of the taxpayer’s return. As an important 
adjunct to the election of useful lives within the statutory minimum, it should 
also be provided that such lives, once elected for a given asset or class of assets, 
should be used consistently, subject to prospective adjustment when clearly jus- 
tifiable by factual considerations. In this connection, the basis of property 
should be reduced only by the depreciation actually allowed for tax purposes 
in prior years, when the taxpayer’s returns for such prior years have been 
audited by the Internal Revenue Service. The concept of adjusting an asset’s 
basis by the greater of allowed or allowable depreciation is inequitable in a case 
when the Service has accepted on audit the reasonableness of a taxpayer’s 
deduction for depreciation. 

Enactment by Congress of the proposed minimum life election concept also 
suggests the propriety of amending section 1231 of the 1954 code to provide 
that, in the case of taxpayers using the new depreciation methods established 
under section 167 (b) and the proposed minimum lives, gains on the disposition 
of such depreciable property, to the extent that they represent recovery of 
depreciation, be taxed as ordinary income rather than at capital gain rates. 
Such a provision would have the effect of guaranteeing that ordinary income 
is not converted into capital gain and of virtually eliminating controversies 
which develop between taxpayers and the Service with respect to the estab- 
lishment, at the time of acquision of a facility, of its estimated salvage value. 

The responsiblity for establishing acceptable principles for the determination 
of the statutory “reasonable allowance for the exhaustion, wear and tear (in- 
cluding a reasonable allowance for obsolescence)” of property has been far too 
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long in the hands of administrative personnel. Fundamentally, the breadth 
of the statute, which provides only a limitation of reasonableness to the de- 
duction, has given to the Treasury ample opportunity to develop realistic 
depreciation policies and practices. The limited extent to which the Treasury 
and the Internal Revenue Service have attempted to utilize this opportunity is 
reflected in the administrative history since 1932. That the opportunity should 
have been implemented with a soundly conceived forward looking policy is indi- 
cated by the fact that twice in the last 15 years Congress has considered it 
essential to release the depreciation stranglehold by making available 5-year 
amortization when it realized that unrealistic tax depreciation policies and 
failure to recognize obsolescence as it occurred had resulted in the retention of 
facilities inadequate for the productive requirements of the Nation. In addition, 
it can be said that depreciation provisions enacted by Congress in 1954 do no 
more than establish statutorily that the term “reasonable allowance” is inclusive 
of certain depreciation methods which recognize facts which have always been 
true, namely, that economic loss of productive equipment does not accrue in 
equal amounts each year but is sustained to a greater degree in the earlier 
years of an asset’s life. 

It is submitted that congressional action is again called for to establish the 
equally obvious and fundamental concept that the useful life of today’s produc- 
tive equipment is not a function of the historical experience of taxpayers over the 
past 25 or 30 years. Enactment of a realistic schedule of useful lives is necessary 
legislation in the view of the Controllers Institute. 

A program such as that proposed cannot be characterized as being in the 
nature of a subsidy or a special benefit for a taxpayer group. Rather, it is a 
recognition of what has become a factual situation. Nor should it be maintained 
that it should not be enacted because of revenue considerations. Any loss in 
revenue should be both small and temporary since the encouraged investment 
activity which would be generated should be productive of increased tax revenues 
from the new income sources created. It will be noted incidentally that the 
program allows a taxpayer to recover through depreciation no more than an 
asset’s original cost, and is therefore not being proposed as a solution or panacea 
for the difficult problems associated with the replacement of facilities whose 
costs have been increased by the forces of inflation. 

In 1954, the House Ways and Means Committee observed in its report on H. R. 
8300 : 

“Mindful of the need for constructive action within the limits of sound 
budgetary policy, your committee has adopted provisions which will give the 
economy added stimulus and resilience without departing from the realistic 
standards of depreciation accounting.” 

In explaining the adoption of the legislation being proposed herewith, the 
committee should be able to describe its action with precisely this same 
observation. 





AMERICAN NEWSPAPER PUBLISHERS ASSOCIATION, 
New York, N. Y., January 24, 1958. 
Hon. W1LB0r D. MILLs, 


Chairman, Ways and Means Committee, 
House of Representatives, Washington, D.C. 


Deak Mr. CHarnMAN: I wrote the late chairman, Jere Cooper, November 25, 
1957, that the American Newspaper Publishers Association might desire to 
testify before the House Ways and Means Committee at its tax revision hearings 
which began January 7. 

We have considered this matter further and decided not to ask for permission 
to appear before your committee, but to present our views in this letter, which 
we ask to be made a part of the record of the hearings. 

The American Newspaper Publishers Association is a trade association com- 
prising more than 800 daily newspapers with more than 90 percent of total 
United States daily newspaper circulation. Its function is to act as a clearing- 
house of information on the publishing problems confronting daily newspapers 
in the production of their newspapers and to present the views of its members 
on various aspects of things that arise in Congress which affect the daily news- 
paper publishing business. 

Since your committee is considering a broad study of all aspects of taxation for 
all types of business, I believe your committee would like to have our views on 


one aspect of your study which will affect daily newspaper publishers as it 
affects all other businesses. 
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Treasury Department ruling, No. 4422, issued in 1935 deals with the tax 
depreciation policy, and it is our belief that this ruling is no longer realistic. 
No recognition has been given to the tremendous technological strides made in 
the development of new machinery and equipment, particularly since World 
War II, nor to the tremendous increase in the cost of replacement of old or 
obsolescent machinery and equipment. While it is true that the revenue law 
of 1954 recognizes this problem to some extent, the relief is insufficient to meet 
present-day problems. Depreciation under the present law is based on original 
cost, which is inadequate to provide funds for replacement at the substantially 
higher prices now in effect. In some cases, the dollar cost is as muchas 135 
percent more than 15 years ago, and to meet this added cost, companies are 
forced to take this additional money from earnings after taxes. 

We recommend that the question of depreciation be dealt with in the light of 
present-day operations, including quick obsolescence of much equipment and 
machinery because of technological advances and increased costs of replacement. 

News reports state that your committee has been presented with formulas 
which take into account the drop in the dollar’s purchasing power, and which 
thus answer the present problem confronting taxpayers because the revenue 
law permits only a writeoff for tax purposes of the original cost of plant or 
equipment. 

Our association is heartily in accord with any formula which your committee 
may recommend to amend the present law which will permit taxpayers to secure 
tax relief in the purchase of new machinery and equipment at present-day 
prices paid for with a reduced-value dollar. 

With high esteem. 
Sincerely yours, 
CRANSTON WILLIAMS, General Manager. 


STATEMENT OF Natronar-U. S. Raprator Corp., JOHNSTOWN, Pa. 


It is the opinion of the management of National-U. S. Radiator Corp. that 
continued expansion and progress in the United States requires reform of the 
Federal income tax laws. 

National-U. S. Radiator Corp. is a manufacturer of heating and air-condition- 
ing products, and also fabricates airplane components and hatch covers and 
other marine cargo-handling equipment. The company operates 11 plants in 
5 States and maintains sales offices in 19 States, the District of Columbia, and 
Ontario. Its sales volume is better than $55 million per year. 

The company, like other modern industrial concerns, has made many contri- 
butions to the well-being of the American people through its research and develop- 
ment activities in its various fields of endeavor, but it feels that the extent of 
its contribution has been and will continue te be limited by the scarcity or un- 
availability of funds with which to finance its research and plant expansion 
and improvement programs. 

Substantial tax relief through a lower corporate tax rate and the reenactment 
of provisions for fast writeoffs for capital expenditures for tax purposes would 
make available additional sums of money with which the company could more 
adequately finance its programs of research and facilities expansion and thus 
continue to make its proper contribution to bettering the living conditions of the 
American people. Such tax relief would also permit this company to keep its 
plants in good condition for use, if need be, once more in the national defense. 


Bernarp H. Enrerircn, 
ATTORNEY AND COUNSELOR AT Law, 
Washington, D. C., January 20, 1958. 
Hon. Wiiesvur D. MILts, 
House Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Str: I had an opportunity to be present at the time testimony was sub- 
mitted before your Committee by groups representing the American Council on 
Education, the National Education Association, and the National Union of Chris- 
tian Schools. It is in regard to this testimony that I am writing to you to get 
your views on this testimony and also to get some advice on submitting a state- 
ment for consideration by the committee. 
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I represent the National Association and Council of Business Schools, an 
organization of 500 of the leading business colleges throughout the country, some 
teaching 1 and 2 year vocational school courses, others teaching junior colleges 
and even 4-year collegiate training. The association dates back to 1912, and 
many schools have been in existence for at least 50 years and some up to 100 
years. 

We have been wondering as a result of the testimony whether the Members 
of Congress are fully aware of the valuable role played by the private business 
schools. In effect our schools are community colleges who cater to the needs 
of the people in their areas. The courses and curricula are set up to meet the 
needs of employers in the area, and to turn out students who will be able to fill 
positions of importance at commensurate salaries. Our training is also designed 
to help these people advance to higher positions in their chosen fields. 

We are particularly interested in the testimony of Dr. John Meck who stated 
in his second paragraph, “Our testimony, Mr. Chairman, concerns (1) the great 
public need for insuring that a greater proportion of our best qualified youth 
attend institutions of higher learning in order to secure the maximum develop- 
ment of human resources urgently required by this country, and (2) a basis 
for meeting a part of that urgent need by a program of assistance to those in- 
dividual taxpayers who bear a heavy share of the burden of financing students 
at these institutions.” 

In relation to point (1), the private business school has done more in the 
past 45 years to insure that a greater proportion of our youth can secure further 
training above and beyond high school. In fact our schools teach the type of 
courses that will enable these students to secure responsible positions in the 
community. Our schools, because of their flexibility, have been able to watch 
more closely to determine the real needs of the country and thus endeavor to 
meet those needs. 

Our schools are now working on programs of technical secretarial and tech- 
nical aid. We are constantly told by engineers and scientists throughout the 
country that there is no lack of qualified engineers and scientists, but that these 
men are spending too much of their time on work of a nonscientific or nontech- 
nical nature. In other words they are involved in paperwork, in making reports, 
and other routine matters which can be handled by lesser skilled persons. We 
are developing such a program for these people. 

It is our feeling that something must be done not only for the young people 
who ought to be in college and cannot afford to go, but also for the students who 
do not aspire to college training but who need additional education in order to 
provide a living. It is these people who must be further educated if we are to 
maintain and keep the highest standard of living in the world. Our schools 
have trained hundreds of thousands of these students, and will continue to do 
so. If tax relief is granted, the people who send their sons and daughters to 
our schools are more in need of such relief than most of the others contemplated 
by the proposed bill. It is our feeling, therefore, that if we are to secure the 
maximum development of our resources, this must be done in ali fields of educa- 
tion—in the colleges and universities, in the business schools, technical schools, 
and trade schools. We need better trained people and better educated people. 
All of the eductional resources of the country should be helped equally without 
discrimination of any kind. 

In regard to point (2) of Dr. Meck’s on a program to meet the need of individ- 
ual taxpayers who bear a heavy share of the burden of education, the greatest 
tax relief is needed in the fields represented by my group. It is the lower income 
families that need the help to send their children through school. 

We want it specifically understood that we do not come to the Congress of 
the United States asking for favored treatment. The group I represent is com- 
posed of a majority of schools who are nonprofit and who, therefore, pay taxes 
to the Federal Government and the State Governments. We have felt for years 
the need of granting tax relief to parents with children in school. It is also our 
feeling, however, that if such relief is granted by the Congress, it must be 
granted for all types of education, if it is to be effective. In past bills, the Con- 
gress has not discriminated either in favor of or against any form of education. 
We feel that this will continue for the future. 

I would appreciate an opportunity to discuss this matter with you in greater 
detail and to have any of your comments on the matter. We should also like 
to submit a statement to the committee and wonder whether there will be any 
opportunity to do so. 


20675—58—pt. 1——67 








1038 GENERAL REVENUE REVISION 


Our field is very anxious to do what is in the best interests of our country. 
This is evidenced by our work in the technical field in trying to provide the type 
of assistants that our scientists and engineers need so badly. I shall await 
hearing from you. 

Cordially, 
BERNARD H. EXRLICH. 


The next listed witness is Dr. Lyman V. Ginger. But the Chair 
understands that he could not be here today and that Dr. Ruth Stout 
is here to represent the views of the National Education Association. 

Will you give your name, address, and the capacity in which you 
appear for the benefit of the record. 


STATEMENT OF DR. RUTH STOUT, FIRST VICE PRESIDENT OF THE 
NATIONAL EDUCATION ASSOCIATION, WASHINGTON, D. C. 


Dr. Srour. Mr. Chairman and members of the Ways and Means 
Committee, I am Ruth Stout, first vice president of the National Edu- 
cation Association, and director of field programs for the Kansas 
State Teachers Association. We also have with us here representa- 
tives from at least 20 different States, most of which States are rep- 
resented I think also on your Ways and Means Committee. 

Some of these have also brought with them statements either from 
their local associations, or their State associations, which they would 
like to have introduced into the record, and at the end of my testi- 
mony I shall seek permission to do that. 

The Cuarmman. Without objection, that will be done, and the ad- 
ditional statements that you have suggested will appear in the record 
following your statement. 

Mr. son. Before she begins her testimony, I, also, would like 
to put a statement in the record at this point, with these others, from 
a superintendent of schools in my own county, and it is only two 

a 
’ he Cuamman. Without objection, that will be included. 


BOARD OF EDUCATION, 
ScHOOL DISTRICT OF WEBSTER GROVES, 
Webster Groves, Mo., January 15, 1958. 
Hon, THOMAS CURTIS, 
House Ways and Means Committee, House of Representatives, 
Washington, D.C. 

DesaR CONGRESSMAN CuRTIS: Teachers in the Webster Groves school system 
are urging support of H. R. 4662, the King-Jenkins bill which we believe corrects 
a discriminatory interpretation of existing tax laws made by the Internal Reve- 
nue Department. The proposed legislation permitting a deduction up to $600 
from Federal income taxes for expenses incurred in professional summer-school 
study would make it mandatory that teachers be given the same consideration 
as other professional groups who are required and expected to maintain famili- 
arity with new developments in their particular areas of endeavor. 

It is our understanding that lawyers, physicians, real-estate agents, insurance 
writers, and other professional and business groups may deduct, as deductible, 
business expense, costs involved in taking refresher courses or attending insti- 
tutes related to their particular interest. It would seem that teachers should 
be permitted the same privilege. 

Most school systems require periodic summer school attendance in order that 
teachers may continue to improve their competence and remain alert to the new 
demands being made of education. In the Webster Groves system all staff 
members are required to earn at least 6 hours of college credit each 4-year 
period. With few exceptions the only income the teacher receives is his salary. 
His business is the professional service he renders. Certainly it seems legitimate 
to take into account for tax purposes, expenses incurred in maintaining and 


aa 
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promoting the continued success of what to the teachers is his business enter- 
prise. Furthermore, the increasing responsibilities being placed upon the school 
make it imperative that teachers be given every encouragement to upgrade their 
level of competency. 

Teachers in Webster Groves do not want preferential treatment. I am certain 
that is true of teachers throughout the country. They do want equitable treat- 
ment. We feel H. R. 4662 achieves this objective and clarifies the intent of the 
existing tax law. 

Respectfully yours, 
H. W. ScHOOLING, 
Superintendent of Schools. 





The Cuarrman. And I have a request, since we are putting these in, 
from our colleague, the Honorable Paul G. Rogers, of Florida, for 
permission to extend his remarks in the record together with a copy 
of the bill that he discusses in his remarks. 

Without objection, that will also appear in the record. 

You are recognized, Dr. Stout. 

Dr. Stour. We have with us, and I would ask permission to call 
on them to answer questions on technical matters, and the supporting 
data; Dr. Madeline Remmlein, assistant director of research for the 
NEA; and Leonard Calhoun, our attorney. 

We have also with us some letters from the various States pointing 
out inequities in the operation of the present regulations for income 
tax deductions, and if there are any questions, the various representa- 
tives may wish to refer to these. 

I will proceed now with the statement. 

The National Education Association of the United States, as I am 
sure you know, is a nonprofit organization of teachers which was 
chartered under the laws of the District of Columbia in 1886 and by 
act of Congress in 1906. It is an organization of over 700,000 active 
members located in every one of the States and Territories, The asso- 
ciation has this single purpose— 


to elevate the character and advance the interest of the profession of teaching 
and to promote the cause of education in the United States. 

The association has long been concerned with the Federal income- 
tax status of educational expenses normally incurred by teachers in 
maintaining their teaching effectiveness. The most important of 
these expenses to the typical teacher is the cost of summer school 
and similar expenses which the teacher normally incurs in keeping 
abreast of the advances in his field. 

When we refer to summer-school courses, we do not mean to re- 
strict the expenses to just those courses taken in the summer but we 
also mean to include similar courses that a teacher may take at night, 
on Saturdays, or other off-duty times. 

Although teachers must incur expenses to keep abreast of changing 
conditions they have never received consistent and appropriate tax 
recognition of these expenses. 

_We are appearing to endorse H. R. 4662, H. R. 5477, and similar 
bills which will rectify many of the current difficulties which teachers 
face in this connection. 

This proposed legislation would permit established teachers in 
both public and private schools at all grade levels from kindergarten 
through college to deduct on their Federal income-tax return up to 
$600 for expenses they incur in taking summer school and similar 
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courses. Tax regulations now in effect recognize that the educational 
expenses of teachers are deductible under certain circumstances, but 
due to vague wording and inconsistent interpretation of the existing 
regulations, it is extremely difficult, if not impossible, to determine 
the conditions under which the deductions are allowable. The pro- 
posed legislation would eliminate the inequity that now confronts 
teachers who are digging into their own pockets to pay for summer- 
school courses that they feel will help them to do a better job of 
teaching the boys and girls of our Nation. 

I would like to review for the committee the background of our 
roblem and then describe the current difficulties which teachers face. 
will show the committee that the enactment of provisions similar to 

those embodied in the proposed legislation is urgently needed and 
that the relief accruing to individual teachers ail crank in a negli- 
gible total loss of revenue to the Federal Government. 


BACKGROUND 


In 1921 when only a relatively few teachers were subject to the 
Federal income tax the Internal Revenue Service ruled that the edu- 
cational expenses of a teacher seeking to improve his professional 
competence were personal and therefore not deductible as a business 
expense. With the extension of the income-tax laws shortly before 
and during World War II, a great number of teachers became sub- 
ject to the Federal income tax and were adversely affected by the 
refusal of Internal Revenue to recognize their summer-school ex- 
penses as a necessary business expense. At frquent intervals, from 
1942 to 1946 members of the NEA staff filed written briefs and held 

ersonal conferences with the staff of the Internal Revenue Service 
in an attempt to obtain a new Service rule allowing the deduction of 
teachers’ professional educational expenses. Each time Internal 
Revenue rejected the teachers’ requests. 

In 1947 the Senate had before it an amendment to a general tax 
bill which would have made the summer-school expenses of all teach- 
ers deductible for Federal income-tax purposes. The amendment 
lost by only 10 votes. The defeat appeared to have resulted from 
an attitude among Senators that the amendment was unnecessary— 
that the general statutory provision for the deduction of necessary 
business expenses was sufficient to include the deduction of teachers’ 
educational expenses—and that, if the Tax Court were presented 
with the evidence it would “find it difficult to adjudicate against” 
deductibility. 

In 1949 a Virginia teacher, Mrs. Nora Payne Hill, appealed a de- 
cision rendered against her by the Internal Revenue Service. She 
had taught in the public schools of Danville for 27 years and held 
the highest grade certificate (license) issued by the State; however, 
her certificate required renewal at the end of each 10-year period. 
In order to renew it, she was required to attend summer school or to 
take an examination on a special program of professional reading. 
She chose to attend summer school at Columbia University. The de- 
duction of these expenses was disallowed. The Tax Court held that 
there was no evidence that public school teachers ordinarily attend 
summer school when alternative methods of showing professional 
growth are available and supported its decision by reference to the 
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1921 ruling. However, upon appeal, the fourth circuit court of ap- 
peals overruled the Tax Court and granted Mrs. Hill the deduction. 
The Internal Revenue Service in 1951 modified its 1921 ruling to the 
minimum degree required by the Hill decision. 


I. T, 4044, MODIFYING O. D. 892 


The 1951 ruling of the Internal Revenue Service reads as follows: 
Summer school expenses incurred by a public school teacher in order 
to maintain her position are deductible as ordinary and necessary 
business expenses under section 23 (a) (1) (a) of the Internal Reve- 
nue Code (of 1939), and such expenses may be deducted in deter- 
mining adjusted gross income under section 22 (n) of the code. 

Since this ruling teachers have been subjected to varying inter- 
pretations by various district tax directors, some of whom have 
placed reasonable interpretations on the ruling while others have 
tended to construe the ruling in its narrowest sense. 

Since 1951 the NEA has ‘brought examples of the most obvious 
cases of inequity to the attention of the appropriate representatives 
of the Internal Revenue Service. On several occasions the legal staff 
of Internal Revenue Service has expressed surprise at these occur- 
rences. On one occasion legal counsel for Internal Revenue Service 
remarked to an NEA attorney, “You surely have run into some 
funny ones.” But representatives of Internal Revenue Service have 
dismissed most of the cases with the rather routine reply that the 
— directors have a great deal of discretion in interpreting these 
rules. 

The NEA has a file drawer full of letters from teachers over the 
country who have reported disallowance of this deduction for one 
reason or another. From this mass of correspondence, we will cite 
a few of the reasons district directors have given to support their 
decisions disallowing these deductions. 

1. On some occasions, district directors have insisted that summer- 
school expenses, when deductible, must be deducted on page 2 of the 
tax form, along with deductions for charitable contributions, medi- 
cal expenses, et cetera, instead of permitting their deduction on page 1 
in arriving at adjusted grossincome. Such a decision violates even the 
letter of the I. T. 4044 ruling and penalizes teachers whose page 2 
deductions do not total 10 percent of adjusted gross income. 

2. Since I. T. 4044 allows the deduction of summer-school expenses 
explicitly, some district directors disallow the deduction of expenses 
incurred in attending night-school classes during other seasons of the 
year, even though the expenses otherwise qualify as deductible. 

3. Since I. T. 4044 allows the deduction of educational expenses 
when incurred to maintain the teacher’s position, some district di- 
rectors disallow the deduction of expenses because the education al- 
legedly was not required. Even when a teacher is able to support 
his deduction by a certified copy of a State statute or school-board 
regulation which clearly states that earning a designated number 
of academic credits periodically is a requirement, it are been main- 


tained that the summer-school attendance was not actually required 
to hold the job since, because of the shortage of teachers, the super- 
intendent of schools is unwilling to state that the teacher would have 
been fired had he not earned the credits. 
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4. Letters from school superintendents and presidents of boards 
of education stating that the teacher was required to obtain the cer- 
tain credits to continue in his position have been considered insuffi- 
cient proof of a legal requirement. 

5. State statutes and school-board regulations frequently permit 
teachers to meet requirements by taking educational tours for which 
they receive college credits. There is no ruling on educational travel 
per se. Deductibility of expenses of an educational tour must rely 
on implications in I. T. 4044. 

Since this ruling was based upon the Nora Payne Hill case, where 
Mrs. Hill was allowed to deduct expenses of attending college al- 
though she could have met the requirements by reading six profes- 
sional books, it would appear reasonable to conclude that the circuit 
court of appeals meant to permit teachers to decide for themselves 
which of several courses of action they wish to pursue to meet such 
requirements. However, many district directors have held that ex- 
penses of educational travel courses are not deductible, even in cir- 
cumstances when the teacher would have been allowed to deduct 
expenses had his course been conducted exclusively on a college 
campus. 

Teachers of this country have been struggling with these difficul- 
ties ever since I. T. 4044 was issued in 1951. Their difficulties, how- 
ever, have become even more troublesome in the past year and a half 
since the Internal Revenue Service proposed new regulations. 


CURRENT DIFFICULTIES FACING TEACHERS 


In the Federal Register of July 10, 1956, the Internal Revenue 

Service published proposed new rules concerning educational expenses 
of all taxpayers. The proposed rules would make the present per- 
plexing situation even more confused. Paragraph (a) (2) of the 
proposed new rules (S. 1.162-5) states: 
Expenditures for education which are made primarily for the purpose of, or 
which have the result of, obtaining a position for the taxpayer; qualifying him 
to enter an employment or otherwise become established in a trade or business 
or a specialty therein; establishing or enhancing substantially his reputation 
in his trade or business; substantially advancing him in earning capacity, 
salary, status, or position; cr primarily fulfilling the general cultural aspira- 
tions or other personal purposes of the taxpayer are personal expenditures and 
are not deductible (p. 5093). 

Paragraph (b) states as exceptions to this general rule that ex- 
penditures may be deductible if: 

(1) The expenditures are ordinary and necessary for the maintenance of the 
taxpayers’ employment or other trade or business or specialty therein and are 
directly and immediately related thereto; and 

(2) The degree of business necessity and relationship of the expenditures 
clearly outweighs any personal aspects of the expenditures. 

However, these exceptions are limited by an additional reference 
to the general rule of nondeductibility : 

In no event, however, are expenditures which fall under paragraph (a) (2) 
of this section deductible. 

We do not believe that these proposed changes will provide a satis- 
factory solution to the present situation or eliminate the present 
variances 1n applying the tax rulings. 
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The proposed rules would draw so many lines of demarcation and 
set up so many obstacles to the deduction of teachers’ educational 
expenses that the National Education Association filed a protest on 
August 2, 1956, and appeared in oral hearings held on September 10 
of that year. 

The Internal Revenue Service took the proposed rules under recon- 
sideration and, to date, has neither issued new proposals nor final 
regulations. 

The publication of the proposed rules, however, has apparently 
increased teachers’ difficulties in obtaining deductions for educational 
expenses. Some district directors are applying the provisions of the 
proposed rules as if they had been made nal. 


NEED FOR ENACTMENT OF PROPOSED LEGISLATION 


The enactment of the proposed legislation will eliminate a major 
part of the inequity of existing rules. The bill would permit “estab- 
lished teachers” to deduct the amount of their educational expenses 
up to $600 in any one taxable year. By limiting the applicability of 
this deduction to “established teachers,” the bill would preserve the 
current policy of the Internal Revenue Service that educational ex- 
penses of an individual preparing to enter a profession are personal 
and not deductible. 

The limit of $600 would manifestly not take into account all of the 
educational expenses which some teachers may incur, but surveys 
made on several occasions by the NEA research division indicate 
that the average educational expense teachers incur in any one taxable 
year is under $600. 

Most important to teachers is that under this proposed legislation 
the deduction would not be conditioned on proof that the education 
was undertaken because of the threat to the teacher of losing his 
position. The bill in effect recognizes that any good teacher under- 
takes the expense of supplementary education necessary to his highest 
competence as a teacher. The bill, thereby, stresses professional re- 
sponsibility instead of employer coercion. 

The National Education Association believes that both the cur- 
rent rules and the proposed rules of the Internal Revenue Service are 
inequitable to teachers even if they were applied correctly in the 
regional offices. We feel that teachers should be able to deduct their 
educational expenses as a necessary business expense. We do not 
believe that teachers should be cinatiend taxwise for improved status 
or increased earning capacity resulting from professional growth. 
The passage of the proposed legislation would insure that teachers re- 
ceive the tax treatment to which they are entitled. 

We understand that the sponsors of this legislation join us in sug- 
gesting certain technical changes in the bills for the purposes of 
clarification. For the specific wording that we would recommend, 
please refer to appendix A of this statement. 


H. R. 4662 IS A CONSERVATIVE REQUEST 


We would like to see an enactment by the Congress stating in un- 
mistakable terms that educational expenses of any established teacher 
are necessary business expenses, the total of which are deductible on 
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page 1 in arriving at adjusted gross income. Although the King- 
enkins bill does not go that far, the NEA heartily endorses it as a 
a the right direction. 

e bill sets a limit of $600 on the expenses that can be deducted, 
and, more importantly, it provides that the deduction be made on page 
2 of the tax form. Thus, the adjustment proposed for teachers in 
H. R. 4662 is conservative. 

The bill continues the deduction permissible under section 162 
of the code of 1954 as a necessary trade or business expense if it 
meets the qualifications under current or future IRS regulations. 
Therefore, a teacher who is required to incur educational expenses to 
maintain his position could invoke I. T. 4044 or the new regulations 
which will eventually replace I. T. 4044 and deduct travel-away-from- 
home expenses on page 1 and other educational expenses on page 2; 
while a teacher who is not required to incur these expenses could 
deduct up to $600 of his total educational expenses on page 2. 

The provisions of H. R. 4662 have been endorsed by the National 
Education Association as a minimum basis for equitable tax treat- 
ment for teachers. Of course, the teachers of the Nation would pre- 
fer that the committee extended the bill to create a really equitable 
tax status for teachers. 


REVENUE LOSS RESULTING FROM PROPOSED LEGISLATION 


legislation would be substantial to individual teachers who qualify for 
the deduction, the total annual revenue loss to the Treasury would be 
relatively negligible. Using the most reliable information avail- 
able, the NEA research division estimates that the total annual loss 
of revenue to the Treasury from deductions claimed by teachers in 
both public and private and in elementary schools, secondary schools 
and colleges would amount to between $15.2 million and $23.7 million. 
The details of this estimate and the procedure used in making it are 
included in the appendix B of this statement. 


Although the tax equity sought by teachers under the lid for 


SUMMARY OF NEA RECOMMENDATIONS 


1. We suggest certain technical changes in language for purposes 
of clarification (as shown in appendix A). 

2. Under the present law, section 162 permits the deduction of nec- 
essary business expenses of any taxpayer. We recommend that section 
162 be amended so as to provide explicitly for the deduction of edu- 
cational expenses incurred by established teachers. 

3. H. R. 4662, H. R. 5477 and similar bills give Congress an op- 
portunity to define business expenses of an established teacher so that 

e can have an unwavering basis for claiming a deduction of his edu- 
cational expenses not exceeding $600 as an alternative to the present 
unpredictable application of section 162. We recommend that sec- 
tion 62 of the code be amended so as to allow established teachers to 
deduct their educational expenses, without restrictions, as necessary 
business expenses in arriving at adjusted gross income. : 

4, The proposed measures are conservative. Although their en- 
actment would result in substantial tax deductions for individual 
teachers who quality the total loss of revenue to the Treasury would 
be relatively negligi fe (as shown in appendix B). 


re erence 
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5. Finally, and most important, the proposed legislation is in the 
public interest because it would encourage the highest quality of 
teaching for the boys and girls of our Nation. 

Today some people are claiming that our schools have been derelict 
in not having trained more scientists and engineers. The shortage 
of teachers, the relatively low salaries, and the almost unbearable 
conditions under which many teachers work because of crowded class- 
rooms and poorly —— schools have been discussed in many circles 
over the past years. The need for improving the quality of teaching 
cannot be denied. To improve his teaching competence, a teacher 
must incur educational expenses. To allow the deduction of these 
expenses is one definite way to improve the educational opportunities 
of the children of this country. 

The National Education Association, in behalf of the teachers of 
America, heartily endorses the proposed legislation and strongly urges 
the committee to approve these measures. 

I thank you. 

(ihe accompanying statements referred to by the chairman are as 
follows :) 

APPENDIX A 


We recommend changes in the technical wording of H. R. 4662 and H. R. 5477 
as they were originally introduced. 

1. The term “established teacher” is defined in the proposed legislation as “an 
individual who is employed on the education staff of a public or private school 
accredited by the accrediting agency of a State or Territory or by a regional 
accrediting agency * * *.” Since some States do not have accrediting proce- 
dures applicable to elementary schools, the original definition of an established 
teacher would not cover elementary teachers in these States. We believe the 
wording should be changed to include them. A definition similar to the following 
is recommended : 

“The term ‘established teacher’ means all professional educators employed in 
public or private elementary or secondary school systems in which pupil attend- 
ance satisfies the compulsory attendance law of the State.” 

Since the proposed legislation as it is presently worded would exclude the 
teachers in over 200 small colleges throughout the country that have not yet 
achieved accreditation by either a State or regional accrediting agency, it is 
recommended that the term “established teacher” be amended to include these 
teachers. The following definition is recommended : 

“The term ‘established teacher’ includes all professional educators employed 
on the faculties of institutions of higher education which are accredited by a 
State education agency or a regional accrediting agency or on the faculty of an 
institution of higher education whose academic credits are accepted for transfer 
by one of the accredited institutions just described.” 

It is also recommended that the term “established teacher” be reworded to 
include the professional educators employed on the staffs of State departments 
of education and similar agencies. 

2. As the proposed legislation is now written (see H. R. 4662, p. 2, line 19), it 
limits the teacher’s deductible expenses while away from home “to the extent 
that they exceed his normal living expenses.” This restriction is inconsistent 
with present practice which allows the deduction of the total amount of expenses 
for meals and lodging incurred by an employee away from home. Consequently, 
we recommend that the bill be amended accordingly. 

8. We strongly urge that the words “of education” be deleted from the proposed 
legislation as it is stated on page 2, line 22, of H. R. 4662 because of the danger 
of misinterpretation by district directors of the Internal Revenue Service. 


APPENDIX B 


An estimate of the total loss of revenue to the Treasury from the enactment 
of the proposed legislation consists of three subestimates : 

1. The probable revenue loss from the deductions claimed by teachers in 
public elementary and secondary schools. 
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2. The probable revenue loss from the deductions claimed by teachers in 
private elementary and secondary schools. 

8. The probable revenue loss from the deductions claimed by teachers in col- 
leges and in universities. The first of these subestimates can be made with a 
much higher degree of accuracy than can the latter two. 

The NEA Research Division, using the best information available, has esti- 
mated that the total loss of revenue to the Federal Government from the provi- 
sions of the proposed legislation would be between $15.2 million and $23.7 million 
annually. 

Table No. 1 gives an itemized description of the procedure used in arriving 
at the estimate of revenue loss to be expected from deductions that would be 
claimed by public-school teachers. This sum would account for most of the 
revenue loss expected. The estimates of revenue loss contained in table No. 1 
were based on the assumption that 25 percent of public-school teachers attend 
school. In 1956 the NEA Research Division found that 22.2 percent of the pub- 
lic-school teachers reported in a study that they attended summer school in 1955 
and 26.8 percent of these teachers reported that they completed at least 1 college 
course in 1955. The number of teachers who take college work has been increas- 
ing slightly each year, but it seems reasonable to assume the proportion will 
level off at about 25 percent. The estimates of revenue loss also account for 
variations in cost at public and private institutions of higher learning which 
the teachers attend. Tuition and living costs were calculated from data of a 
representative sample of public and private institutions offering graduate and 
undergraduate courses. The minimum and maximum estimates given in table 
No. 1 reflect the differences in prices for tuition, travel, and living costs. The 
minimum figure is based on the assumption that 75 percent of the teachers at- 
tend school at public institutions and 25 percent attend private institutions. 
The maximum figure is based on the assumption that 60 percent of the teachers 
attend public universities and 40 percent attend private universities. 

The estimated total tax loss from deductions that would be claimed by pub- 
lic school teachers ranges from a low of $8,905,749 to a high of $18,372,734; how- 
ever, these figures may be reduced since some teachers already qualify for such 
deductions under existing rules—approximately 10 percent of the teachers who 
enroll in summer school each year can prove that such was necessary for keep- 
ing their present positions. (Approximately 40 percent of the teachers are re- 
quired to take an additional college course or courses every few years.) 
Reducing the calculated loss by 10 percent to account for deductions already 
allowed, the estimated loss of revenue would range from $8,015,174 to 
$16,535,461. 

The loss of revenue which would result from the deduction of educational ex- 
penditures that the proposed legislation would allow to teachers in colleges and 
universities and to teachers in private elementary and secondary schools is much 
more difficult to estimate accurately because of the limited information avail- 
able. The following estimates of revenue loss are based on the available infor- 
mation and reasonable assumptions pertaining to these two groups of teachers. 

In 1957 an estimated 99,079 college and university teachers completed an aver- 
age of 12 credits of advanced study at an average deductible cost of $204 for 
those attending public institutions and $398 for those attending private insti- 
tutions. Assuming that 50 percent of these teachers attended public universities 
and 50 percent attended private universities, (about the proportion of graduate 
students attending public versus private institutions) the total tax revenue loss 
for these teachers is estimated at about $6,560,000. 

An estimated 9,686 teachers who pay the Federal tax in private elementary 
and secondary schools completed an average of 8 credits during 1957 at an aver- 
age deductible cost of $198 for those attending public institutions and $350 for 
those attending private institutions. Assuming the same 50-50 distribution of 
teachers attending public and private universities, the total tax revenue loss 
for these teachers is estimated at $580,000. 
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TABLE I.—2 estimates of taw revenue loss to Federal Government if teachers are 
permitted to deduct the cost of tuition, books, metals, and lodging which they 
incur in summer-school attendance 





Assumptions } Assumptions 


and basic and basic 
Item data for data for 
No. Description of item maximum | conservative 
estimate of | estimate of 
tax revenue | tax revenue 
loss loss 
(1) (2) (3) (4) 
1 | Estimated total number of instructional staff, 1956-57_.............-- 1, 258, 136 1, 258, 136 
2 | Number expected to attend summer school (25 percent of item 1)_... 314, 534 314, 534 
3 | Number of teachers who will attend summer school at public insti- 
tutions.___- 1 235, 900 2 188, 720 
4 | Number of teachers who will attend summer school at private insti- 
SI ad shi eene Sie nihds <anscigttnaeiil: Eile, st nih diees nil 3 78, 634 4125, 814 
5 | Average credits earned per teacher in summer school. ._..........---- 8 6 
6 | Average duration of summe: school (weeks) -- Bde sks 8 6 
7 | Average tuition cost for credits in item 5 in public institutions. __-__- $60 $45 
8 | Average tuition cost for credits in item 5 in private institutions... .-__. $160 $90 
Dl AVRO COUs Ol RGN on <n ves cee ar nt adinnien anes thenere mend $20 
10 | Percent of teachers who room and board at home while attending 
atmnes wae. iss. he BAS ate Beles 33.3 40 
11 | Average cost of room and board per week away from home.-_---.-......- $30 $25 
12 | Average cost of room and board for weeks specified in item 6_-......- $160 $90 
13 | Average cost of travel per teacher - : $37 
14 | Deductible expense per teacher attending ‘public institutions (item 7+ 
ites O0-1teme. ASA AROUD) oxo en cticise cette niki Beane chad Seth nselas $296 $192 
15 | Deductible expense per teacher attending private institutions 
(item 8+-item 9+item 12+item 13)_.............--...-....----.-.-- $396 $237 
16 | Estimated percent of teachers attending public institutions who will 
elect So Weenise GOGMOTIONG co onic ccoeh <tiee hd ~ sb cytes iernteieesinns 75 50 
17 | Estimated percent of teachers attending private institutions who will 
eT ER aE eee, RRL 2S bd ee 100 75 
18 | Tax rate in range where losses will most frequently COON ks StL 22 22 
SUMMARY OF TOTAL TAX REVENUE LOSS 
1 | For teachers who attend public institutions............-...-.-.-.-..- 5 $11, 521, 356 6 $3, 985, 766 
2 | For teachers who attend private institutions..................-....--] 16,851, 378 5 4,919, 983 
3 "Boted tap 1.2. siisisivniindtc wns dctetiiees-ctlainwads 18, 372, 734 8, 905, 749 
4 Total tax loss based on ‘assumption that 10 percent of the 
teachers already qualify for this deduction...............-.-- 16, 535, 461 8, 015, 174 
1 At 75 percent 
2 At 60 percent 
3 At 25 percent 
4 At 40 percent. 
5 0.22 ($296) X0.75 (235,900= $65.12 176,925 = $11,521,356. 
60.22 ($192) X0.50 (188,720) = $42.24 94,360 = $3,985,766. 
7 0.22 ($396) X78,643 = $87.12 78,643 = $6,851,378. 


8 0.22 ($237) X0.75 (125,814) =$52. 14X94, 361 =$4, 919,983. 
Source: Computation made by NEA Research Division. 


Hon. 


JANUARY 15, 1958. 


WILsvrR D. MILs, 
Chairman, House Committee on Ways and Means, 


Dear Mr. Miixis: At the close of my testimony the following officials of local 
and State teachers associations wish to submit to the committee brief statements 
supporting H. R. 4662 and H. R. 5477 for inclusions in the printed hearings. 

RvutH Srovt, 
Vice President, National Education Association. 


1. Macrae Shannon, superintendent, Ottawa Township High School, Ottawa, Ill. 
2. Herbert H. Helble, principal, Appleton High School, Appleton, Wis. 
8. Wesley Thomas, assistant executive secretary, Michigan Education Associa- 


tion, Lansing, Mich. 
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4. Malcolm McClinchie, teacher, Irvington Public School, Maplewood, N. J. 
5. Frank Balthis, Illinois Education Association, Western Springs, Il. 
6. Conrad Hoff, teacher, St. Paul, Minn. 
7. Helen MacFarland, teacher, Mansfield Center, Conn. 
8. Kermit Daugherty, superintendent, Jackson City Schools, Jackson, Ohio. 
9. C. A. Erickson, supervisor, Yakima Public Schools, Yakima, Wash. 
10. George E. Burke, executive secretary, Rhode Island Institute of Instruction, 
Riverside, R. I. 
11. H. W. Schooling, superintendent of schools, Webster Groves, Miss. 
12. Mildred Doyle, superintendent, Knox County Schools, Knoxville, Tenn. 
13. Isabel Epley, teacher, Pittsburgh, Pa. 
14. Lionel DeSilva, executive secretary, California Teachers Association, south- 
ern section. 
15. James B. Deweese, president, Kentucky Association of School Administrators, 
Mayfield, Ky. 


STATEMENT IN Support or H. R. 4662 PRESENTED By MAacRAE SHANNON, MEMBER 
OF THE LEGISLATIVE COMMITTEE OF THE ILLINOIS EDUCATION ASSOCIATION 


My name is MacRae Shannon. I live in Ottawa, [ll, in the congressional 
district served by the Honorable Noah M. Mason. As a teacher, as a representa- 
tive of the teachers of the State of Illinois, as a parent, and a school superintend- 
ent and employer of teachers, I appear and appeal for fair and equitable treat- 
ment of those who teach and have so dedicated themselves to the teaching 
profession that they often give their summers over to the acquisition of addi- 
tional professional training in order to maintain or even improve their teaching 
ability. 

If teachers have a business or profession—it is that of teaching or education. 
If they would improve their ability in that business by seeking further training, 
they should be in no worse position than the businessman, the tradesman, the 
attorney, or the insurance salesman who uses tax-deductible training, schooling, 
additional education to maintain his business. Currently, the teacher spending 
money to maintain his ability in his business does so, never knowing with cer- 
tainty whether or not he may deduct his expenses when computing his personal 
Federal income tax. 

This is manifestly unfair. We, in the teaching profession, respectfully request 
favorable consideration of H. R. 4662 which would clarify the status of the 
teacher in respect to his right to spend time and money to improve his worth to 
the pupils with whom he works, with the foreknowledge that he could at least 
deduct the actual expense, above his normal living cost, which he incurred in so 
doing. i 

Granting the teacher the right to deduction of educational expense incurred 
to maintain or improve teaching ability is not logically outside the fiscal peroga- 
tive of Government. Fiscal policy for many years has recognized that expendi- 
tures of this type are tax deductible. Current rules, or interpretations of current 
rules, approve in principle the right of the taxpayer to make deductions from 
gross income of money spent for education of a refresher type when it is required 
for the teacher to hold his position. The problem of the regularly employed 
teacher setting out on an educational program is that there is no clear-cut rule, 
simply stated, to assure him that his expenses may be deducted. H. R. 4662 
would meet this need. Each regularly employed teacher taking additional 
college work would know his status with the Internal Revenue Service. 

Prior to the necessity of raising revenue in the great amounts now needed by 
the Federal Government, teachers and other Government employees were exempt 
from the provisions of the Internal Revenue Code. This historical precedent 
should lay to rest any claim that enactment of H. R. 4662 would be establishing 
a new objective of the tax law. Teachers now pay, and should pay, their fair 
share of the cost of Government. Government should, but does not, recognize the 
unique mode of operation by which teachers “‘keep up” their professional status. 

Teachers generally take courses for college or university credit. Such is the 
accepted mode in the teaching profession. H. R. 4662 would recognize this and 
would serve to make the Internal Revenue Code as favorable to those who 
teach as it is to other citizens. 

By formal resolution at the Illinois Education Association annual meeting on 
December 28, the teachers of Illinois endorsed the principle of tax equality 
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as provided in H. R. 4662 and directed their representatives to support such 
legislation in the National Congress. 

Your consideration of the plight of the teachers of the Nation is earnestly 
solicited. Our plea is for no special privilege but for equitable treatment under 
the law, uniquivocally stated. 

Thank you for your consideration. 


APPLETON HicH ScHOOL, 
Appleton, Wis., January 8, 1958. 
Subject : King-Jenkins bill, H. R. 4662. 


The teachers of the 8th Congressional District, Wisconsin, are in favor of this 
bill. At a meeting held in Appleton, Wis., on December 11, 1957, 34 presidents or 
other representatives of local and county teachers’ associations in northeast Wis- 
consin met and endorsed the provisions of this bill. 

The group also resolved that members from the 8th District contact our Con- 
gressman, Hon. John W. Byrnes, of Green Bay, acquaint him with our decisions, 
and seek his support in favor of the bill. 

Our teachers in Wisconsin endorse this bill in the interests of national welfare. 
With recent international developments it is obvious that we must upgrade our 
educational system and product. National disaster, itself, can easily strike a 
nation that is second rate educationally. The answer here is better teachers 
better prepared. This bill offers inducements to teachers to invest time and 
money in better preparing themselves so they may better serve our schools and 
our Nation. 

Our teachers in Wisconsin endorse this bill in the interests of better education 
for the children of the Nation. Even without grave international problems which 
have made all of us question the efficacy of our schools, thoughtful teachers and 
others are feeling there is much we need to do to upgrade our schools even for 
normal peacetime and domestic welfare. 

Schools are no stronger, nor wiser, nor more efficacious than are their teachers. 
H. R. 4662 enables teachers to take the initiative to better prepare themselves 
so they, in turn, can assist children of the Nation to come out of schools better 
prepared to serve their country. 

Thirdly, the teachers of Wisconsin endorse H. R. 4662, even at a temporary 
financial sacrifice to the Treasury, because the results will more than compensate 
for the initial loss, financially, to the Treasury. The story of upgrading and rais- 
ing professional standards in many professions and businesses throughout the 
Nation has always been the same; higher standards result in a better national 
product, higher earning capacity, and more taxable wealth for governments. 
Teachers, who will be able to invest more money and time in their professional 
development, will, in turn, move up the salary schedule scale in most regions of 
the United States. More taxable wealth will thereby be created, not to mention 
the increased and improved services offered to all. 

H. H. Hetste, Principal. 





STATEMENT OF THE MICHIGAN EDUCATION ASSOCIATION, PRESENTED BY WESLEY 
THOMAS ON BEHALF OF BE. DALE KENNEDY, ACTING EXECUTIVE SECRETARY 


The Michigan Education Association vigorously supports and urges the adop- 
tion of H. R. 4662, the King-Jenkins bill, which will provide for the correction 
of certain inequities to teachers in income-tax deductions that now exist in the 
Internal Revenue Code. 

Many teachers attend classes in regular session and summer school to keep 
abreast of educational advancement and to improve themselves for the purpose 
of giving improved instructional services to the children under their supervision. 

At the present time only those teachers who are required by law or regulation 
to attend classes for the purpose of maintaining their positions may deduct 
such required expenses. 

The Michigan Education Association does not request any special privilege for 
teachers; it simply asks for equitable and reasonable treatment for all profes- 
sional people in securing tax deductions for professional expenses. 

Business and other professions are afforded exemptions for business and pro- 
fessional improvement. The teacher’s business is teaching children, the Nation’s 
largest natural resource. The teacher’s responsibility is always to be prepared 
to meet the demands of pupils in this ever-changing era. If, therefore, a busi- 
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ness or professional deduction is sound and logical for others, then it is logical, 
also for all teachers seeking professional improvement. The education of the 
Nation’s youth has been recognized by President Kisenhower as important to 
the Nation’s defense. The continuance of discriminations among taxpayers is 
an inequity that the Michigan Education Association wishes vigorously to have 
corrected. 

Therefore, the Michigan Education Association through its board of directors 
hereby declares its full support of H. R. 4662 and directs its executive staff to 
promote the adoption of the bill in Congress. 


STATEMENT OF THE NEW JERSEY EDUCATION ASSOCIATION, PRESENTED BY MALCOLM 
U. McCiincuiz, LEGISLATIVE REPRESENTATIVE, NEw JERSEY EpUCATION ASSO- 
CIATION 


As a representative of 43,000 New Jersey teachers who are greatly interested 
in the King-Jenkins bill, H. R. 4662, which allows teachers the right to deduct 
from Federal income tax, expenses for tuition, books, other equipment, travel 
and living expenses while away from home (to the extent that they exceed 
normal living costs) up to a limit of $600 per year, I heartily endorse this 
measure and urge its passage at a critical time, when our future depends so 
much upon teachers to be better qualified in their profession; it is unthinkable 
to me that we should tax a teacher for keeping up with his profession. 

Since 1942 teacher associations have tried to persuade the Internal Revenue 
Service to treat the continuing educational expenses of teachers as a deductible 
item of business, as in other professions. A lawyer can attend a tax or real 
estate institute; an insurance man may take a course in new methods of writing 
insurance; a physician may take a refresher course on the use of antibiotics; 
an actor can take a course in physical culture for the purpose of losing weight 
and thereby keeping in good physical condition; and all may deduct these as 
necessary business expenses according to district collectors of internal revenue. 
Why should not a teacher have the same right? 

In each of these cases the expenses are tax deductible. Not so with the teacher 
who goes to summer school or takes courses during the winter toward an ad- 
vanced degree or simply to broaden his professional competence. As of now, a 
teacher’s expenses are deductible only if he would be fired if he did not take the 
course. This seems discriminatory. 

Under present conditions, the only remaining remedy is legislation to make 
celar to the Internal Revenue Service the intent of Congress. Many other Mem- 
bers of Congress have expressed keen interest in this problem of tax equity for 
teachers. 

As legislative representative of the New Jersey Education Association, I urge 
you to report the King-Jenkins bill out of committee, and I trust each of you 
will vote in favor of it, and thus give our educational personnel a just tax 
relief. 


STATEMENT FOR HousE WAYS AND MEANS COMMITTEE IN Support or H. R. 4662 


I am Frank Balthis, field representative, Illinois Education Association. I 
am representing the teachers in the Chicago area. The education of boys and 
girls depends largely on the ability of teachers to teach. There are few natural- 
born teachers—most teachers must depend on training and experience. Suffice 
to say, experience comes through the years of actual classroom teaching. 

Training is a different matter—this is secured mostly from the colleges. Tech- 
niques, emphasis of subject matter, broadening of knowledge, and understanding 
of such matters as readiness to learn, ability to learn, et al., must be obtained 
from research usually disseminated through study at the college level. Changes 
and improvements are constantly being made. 

Teachers judge their success by the success of the boys and girls under their 
supervision to learn. The desire to do the very best sends teachers back to 
college periodically in search of the answers to some of the ever-present learn- 
ing problems and so that they may be sure they are using effectively the tools of 
their profession. 


Re a TTT 
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The provisions of H. R. 4662 would encourage teachers to further their educa- 
tion and would provide them with some of the same privileges now available 
to other professions. Perhaps it should be pointed out that H. R. 4662 would 
apply to all teachers attending any accredited institution. This means, to me, 
the bill is fair to all educators. It is equally fair to all taxpayers in that they 
are the supporters of all educational institutions. 

Most school systems today base the salary of teachers on the training and 
experience of the individual teacher. This means the acceptance of the fact 
that success in teaching has a direct relationship to the ability of the teacher— 
the better trained teacher, the better job of teaching is done. 

The teachers of Chicago are strongly supporting this bill and urge its passage 
as an incentive and aid to them in their efforts and desire to make teaching in 
Chicago—the education of the boys and girls—more successful. 


MINNEAPOLIS AND St. Paut DIvIsIon, 
MINNESOTA EDUCATION ASSOCIATION, 
Str. Paut, MINN., January 14, 1958. 


MEMBERS OF HousE WAYS AND MEANS COMMITTEE, 
Washington, D.C. 


GENTLEMEN : The main purpose for my being here in Washington, D. C., today 
is to appear before this Ways and Means Committee of the House of Repre- 
sentatives to bring you the feelings of the teachers of St. Paul, Minneapolis; 
Hennepin, Ramsy, Dakato, and Washington Counties; the Fourth Congressional 
District; and the other teachers in the State of Minnesota who are concerned 
with the passage of legislation to amend the Internal Revenue Code of 1954 to 
allow deductions from gross income for amounts paid by a teacher for his 
further education. 

The teachers have felt for a long time that they should not be discriminated 
against, but should be shown due consideration and allowed to deduct expenses 
which are incurred in while attending summer school, night school, or taking 
courses to broaden his professional competence. I have felt, and many other 
teachers share my thoughts also on this subject, that the Congress of the United 
States should provide tax equity for teachers who spend their own money to 
improve themselves in their field. 

The American public, the Congress of the United States, now want to take 
action which will bolster education in America. I am certain that each one of 
you will agree with me that now, more than ever before, we need quality teach- 
ers in our classrooms in every field of education and at every level, teachers 
who have not stopped learning. Certainly, teachers should not be penalized 
by Federal tax laws for expenses that in other professions and businesses are 
legitimately deductible. 

It is unthinkable that the rulings of the Internal Revenue Service are such 
that teachers in our land cannot take deductions for expenses incurred 
while keeping up with their profession and in the same light allow other pro- 
fessions to claim such deductions thereby insuring them a tax savings. In 
contacting teachers in my State and asking them to indicate what their tax 
savings would be, they indicated they could save all the way from $40 to $150 if 
they could claim their expenses as a deduction. This is a very important piece 
of legislation and the teachers today are waiting to hear that favorable action 
has been taken by this committee to include this type of legislation in the general 
tax revision for the benefit of the teachers of the United States. 

I feel it is important that the Congress of the United States spell out clearly 
to the Internal Revenue Service so the tax agents will have specific instructions 
by which to follow. There have been cases where the Federal courts have ruled 
in favor of teachers so they could claim deductions. Since that time the Internal 
Revenue Service have made new rulings which are even more restrictive so that 
teachers cannot claim a deduction. There is no other course to follow but to 
secure favorable consideration by congressional action and the passage of suitable 
legislation in this session of the 85th Congress. 

I sincerely hope this committee will give this matter favorable consideration. 

Conrap A. Horr, 

Representative of St. Paul and Minneapolis Division Legislative Committee, 
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STATEMENT TO WAYS AND MEANS COMMITTEE 


Mr. Chairman and Members of the Committee, I am Helen MacFarland, a 
public-school teacher in Willimantic, Conn. I am here today representing the 
Connecticut Education Association, a voluntary professional organization con- 
sisting of about 15,000 members. 

We ask for our favorable consideration of H. R. 4662, the King-Jenkins bill, 
which provides for equitable tax treatment for teachers. Present restrictions 
under the interpretation of tax regulations now in effect deny such equity. 

The ever-increasing and ever-changing needs of today’s world demand the 
in-service training of teachers. The purpose of in-service education as stated 
in Bulletin No. 56 of the Connecticut State Department of Education is “the 
improvement of the quality of educational services rendered.” The cost of such 
training is a part of an established teacher’s normal expense. We believe, there- 
fore, that expenses incurred in such training should be a deductible item for 
teachers in figuring their income taxes. 

Hundreds of Connecticut teachers are involved in in-service education, both 
in strong programs of general education, and programs keyed to professional 
problems and responsibilities. Teachers may be prompted by rules of local 
or State boards of education or by their own awareness of their professional 
needs to take educational courses. In any case, the resulting increased com- 
petence of our teachers means better service to our boys and girls. 

At present, teachers can deduct the expenses of attending summer school or 
evening classes only if they take these courses in order to keep their present 
positions. Deduction cannot be taken for the expenses of educational courses 
if such courses give academic credit which would help the teacher obtain a 
different position, qualify for a new position, or advance the teacher in earning 
capacity, salary, status, or position, These restrictions fail to recognize the 
normal obligations of a teacher. 

Restrictions such as those now in effect work a hardship not only on our 
young teachers who find great need for taking courses during their years of 
lowest income, but likewise on our older teachers who are trying to keep abreast 
of the times. 

Business expenses are deductible without regard to the financial benefit gained 
by the investor. People in other professional fields are allowed to deduct the 
expenses of courses designed to help them review developments in their special- 
ized fields, regardless of whether or not as a result they benefit financially or 
professionally. We consider the benefits derived from educational courses in 
the same relation to teachers as tools are to a carpenter or a machinist, or as 
entertaining customers to a salesman. 

We respectfully urge you to put an end to the discrimination against teachers, 
in the matter of taxation, by your recognition of “the tools of our trade” and the 
“expense of our business” through your support of H. R. 4662. 


STATEMENT IN Support or H. R. 4662 ror THE HovusE WAYS AND MEANS 
COMMITTEE 


My name is C. A. Erickson, supervisor, Yakima Public Schools, Yakima, Wash. 
The organizations I represent are listed at the end of this statement. There is 
little doubt today that the leadership of the United States is being seriously 
challenged—challenged not only in the areas of defense and science, but in the 
area of leadership in the free world. In the ultimate form, the challenge is, 
therefore, a challenge to the minds of men. This places a great responsibility 
on teachers at all levels. 

To keep our democracy vital and meaningful, our Nation needs continual 
upgrading in the standards of the teaching profession. Educators must make 
greater efforts to become informed about recent techniques and developments 
in the disciplines which they teach. Educators must have more college training 
to bring themselves abreast of the latest developments. This likewise means 
that educators need to attend summer-school sessions, extension courses, and 
workshops in greater numbers than ever before. 

Training of this nature helps the educator to do a better job—and a better 
job must be done. Since children will receive a better education and the tax- 
payers a better return on their investments by teacher upgrading, it is logical 
that the Federal Government assist educators meet the personal financial burden 
of this needed additional training. 
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The request in the King-Jenkins bill (H. R. 4662) is reasonable. It is an 
initial step to correct an inequality in the tax regulations which now discrim- 
inates against the teaching profession by denying its members tax deductions 
now extended to other professions for additional training. 

In our opinion, passage of the King-Jenkins bill (H. R. 4662) would en- 
courage educators to gain additional training, would be a boon to the morale 
of the profession, and would aid in alleviating a difficult financial burden to 
the members of the teaching profession. All of this could be done at relatively 
little cost to the Federal Government. 

For these reasons the organized teaching profession of the State of Wash- 
ington, represented by the following organizations, urges favorable action on 
the King-Jenkins bill (H. R. 4662) by the House Ways and Means Committee. 

(1) Washington Education Association 

(2) Washington Classroom Teachers Association 
(3) Washington State Superintendents Association 
(4) Washington Principals Association 





STATEMENT OF RHODE ISLAND INSTITUTE OF INSTRUCTION IN BEHALF OF H. R. 4662 
(KInG-JENKINS BILL) 


Mr. Chairman and members of the House Ways and Means Committee, I am 
George E. Burke, executive secretary of the Rhode Island Institute of Instruc- 
tion, the professional organization of Rhode Island schoolteachers and school 
administrators. 

I wish to file the following statement with your committee on behalf of H. R. 
4662 known as the King-Jenkins bill. 

The Rhole Island Institute of Instruction gives its unqualified endorsement 
to H. R. 4662 and wishes to cite three major reasons why we in Rhode Island 
feel this legislation should be given favorable consideration by your committee. 

First, the bill would remove the present inequity which exists between the kind 
of tax treatment given to teachers as compared with that which is given to 
other business and professional groups. These groups are allowed to deduct 
expenses which are considered normal to the conduct of their business. Under 
present internal revenue regulations, expenses for teachers are considered normal 
and therefore deductible only if they are incurred as a result of taking summer 
school courses which are necessary to retain one’s position. It must be as- 
sumed, therefore, that in the opinion of the Internal Revenue Service, it is not 
normal for teachers to take courses for professional improvement over and above 
those which are required to retain their jobs. Such a narrow viewpoint is 
definitely not in keeping with the thinking of most people either inside or outside 
the teaching profession. Certainly in this age of sputniks it is as normal for 
a teacher to want to keep abreast of changing conditions in the educational world 
as it is for a doctor to want to learn about the latest advancements in the medical 
field. Yet, one is taxed on expenses thus incurred while the other is not. We 
submit that this is a discriminating interpretation of our tax laws which long 
experience with Internal Revenue Service has proved can only be removed by 
legislation. 

Secondly, the narrow interpretation of our tax laws as they pertain to teachers, 
which is inequitable in itself, becomes even more so when it is considered that 
the greatest impact of these regulations usually falls on those members of the 
profession who can least afford to pay. The future quality of teaching and 
therefore of public education itself rests to a great extent on the encouragement 
which is given to the younger members of the profession to take courses for 
professional improvement. It is fair or reasonable to expect a young teacher 
with dependents and a low salary to take summer courses at his own expense 
and then to tax him for the sacrifice which he has made? We think not. 

Thirdly, at a time when steps are being taken to improve the quality of teach- 
ing through tax-exempt scholarship grants, what better way could the Govern- 
ment demonstrate its sincerity than by also granting tax relief to those members 
of the profession who through individual initiative are willing to undertake 
advanced study at a financial sacrifice to themselves and their families. 

Passage of H. R. 4662 would therefore remove a long existing unfair tax burden 
on teachers which does not apply to other professions. It would especially en- 
courage the younger members of the profession, who are the least financially 
able, to take courses of advanced study. It would lend impetus to Government 
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plans for upgrading the profession by granting tax relief to those teachers who 
are already upgrading themselves at their own expense. 

Hndorsements of H. R. 4662 are being received daily in our office. These in- 
clude all local affiliates of the Rhode Island Institute of Instruction, the Rhode 
Island Association of School Superintendents, Local 476 Providence Steamfitters 
Union, the Woonasquatucket Firemen’s League and numerous parent teacher 


groups. 


STATEMENT OF THE TENNESSEE EDUCATION ASSOCIATION IN SUPPORT OF H. R. 4662, 
PRESENTED BY MILDRED E. DoyLe, KNox County ScHOOLS, KNOXVILLE, TENN. 


If the Tennessee school systems are to meet the challenge of providing better 
education for the children of the State, better teachers must be attracted and 
held in the school system. The Federal Government has an opportunity to make 
a contribution by providing the same tax treatment to teachers that is now being 
given other professional people. 

Approximately 72 percent of the teachers of Tennessee hold college degrees. 
Many of these teachers would like to become better trained in their various areas 
of specialization. The tax policies should not discourage such ambitions. On 
the other hand, approximately 28 percent, or about 8,000 teachers in Tennessee, 
have less than 4 years of college training. Of this number, approximately 700 
have less than 1 year of college training. These people should certainly be 
encouraged to become adequately prepared through summer school attendance. 

The low pay being received by many of the Tennessee teachers discourages 
college attendance; and, unless exemptions can be granted under the Federal tax 
structure, many will find it virtually impossible to justify college attendance. 
The salaries of these people of less than a college degree range all the way from 
$1,200 a year to $2,370 under the State salary schedule. 

Teachers who attend college do not necessarily secure a salary increase as a 
result. They must complete a full year of college training before any increment 
is granted for increased training. This means that at least 2 summers out of 3 
the teacher would receive no salary increases as a result of college attendance. 
For example, a person with 2 years of college who has completed 3 years of 
teaching experience would qualify for $1,900. If that person during that 3 years 
earns college credits enough to secure 3 years of training, the salary would be 
$2,090, or an increase of only $190 a year. 

The teachers of Tennessee are not asking a favor by requesting that costs of 
attendance at summer school and night classes be made deductible, but are 
asking that they be given treatment comparable to that given people in other 
professions and those in business. 

Respectfully submitted. 

F. B. BAss, 
Ezecutive Secretary-Treasurer, Tennessee Education Association. 


STATEMENT OF THE KENTUCKY EDUCATION ASSOCIATION IN SuPPORT OF H. R. 4662 
PRESENTED BY JAMES B. DEWEESE, PRESIDENT OF KENTUCKY ASSOCIATION OF 
ScHOOL ADMINISTRATORS 


The purpose of H. R. 4662 is to give schoolteachers the same fair breaks in 
regard to income tax deductions as are accorded many other professional people. 
Even though the Internal Revenue Service in 1951 modified former regulations 
to allow deductions, the premises upon which eligibility is determined is unfair. 
Even this revision proved to be discriminatory to teachers in comparison to 
other occupations. In 1956, the Internal Revenue Service became more restric- 
tive concerning regulations on deductions for educational expenses. It seems 
that the only remedy is legislation which will make clear the intent of Con- 
gress. 

At a critical time such as this when so much depends upon the education 
system of our country, when so much depends upon qualified and competent 
teachers; when there is such a dire need for teachers to improve themselves 
by getting further and more specialized training, it is hardly appropriate to ask 
the schoolteachers of America to make sacrifices that are not required by other 
people. Teachers are expected to keep abreast of the times, to become specialists 
in their particular field and to live on a standard of living that is frequently far 
above what their meager pay permits. It is unthinkable to expect teachers to 
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save and skimp in order to: attend summer school and then find that they are not 
receiving the same fair treatment which many people are in other occupations 
and professions whose remuneration is 4 or 5 times that of the schoolteacher. 

The amount of revenue loss involved in the tax exemption calls for an H. R. 
4662. It is negligible when compared with benefits that will accrue to the 
teachers and then in turn to the youth of America. When compared with the 
total amount involved in the budget, the loss will be hardly noticeable. 

It is my sincere hope that the members of the House Ways and Means Com- 
mittee will give serious and sympathetic consideration to H. R. 4662 and see fit 
to report it to the House of Representatives. 


NORTHEASTERN WISCONSIN EDUCATION ASSOCIATION, 
January 6, 1958. 

The Northeastern Wisconsin Education Association is both concerned and 
distressed by the current shortage of teachers, and is cooperating with every 
worthwhile effort to improve the situation. Since education, traditionally, has 
been the cornerstone of democracy and since current events have made more and 
better education imperative, it appears that every official in the country must put 
his shoulder to the wheel in an effort to improve educational opportunity for our 
children from the many aspects and approaches which are available. 

The passing of the King-Jenkins bill (H. R. 4662) is one of the factors which 
can give us some assistance toward the direction of better qualified teachers in 
the classroom. As you are well aware, the teaching profession has been under- 
paid for some time in terms of preparation, skill, and aptitude required. It is 
absolutely necessary that education develop a sound inservice training of people 
now in education, which will lead toward increased teacher competency in each 
learning area. The deduction of income tax for teacher training can be a 
specific aid in this direction. Very few boards of education contribute toward 
the cost of further education for teachers after they have become members 
of the school system. This places a tremendous burden upon the individual, 
especially when this person is the head of the family and has numerous financial 
obligations. Salaries simply are not adequate to carry on this phase of the 
work effectively. In most industry, amongst farmers, salesmen, etc., it is 
possible to make some adjustment for expenditure in fulfilling business obliga- 
tion, various Federal aids, and for depreciation, among others. Among the edu- 
cation group, where wages are the only source of income, these possibilities do 
no exist. Therefore, we are asking that teachers be treated in accordance with 
a pattern similar to that of other groups who also are important factors in our 
economy. 

Your support of the King-Jenkins bill will help us to alleviate one of the 
many problems which we face and will give us an opportunity to have more 
and better qualified teachers in the classroom. 

Sincerely, 


Otto F. Huettner, President. 


WISCONSIN EDucATION ASSOCIATION, 


Madison, Wis., January 8, 1958. 
Hon. Witgur D. MILLS, 


Chairman, House Ways and Means Committee, 
Washington, D. C. 

My Dear Mr. Mitts: You have before you H. R. 4662 which would permit 
teachers to deduct their expenses incurred in furthering their education when 
tiling their Federal income tax returns. We urge your approval of this measure 
as a means of encouraging teachers to improve their professional status. Al- 
though the Internal Revenue Service rule now permits the teacher to deduct his 
school expense if he is forced to attend in order to retain his position, yet a 
teacher who wants to be a better teacher is not allowed to claim exemption for 
his additional expenses incurred in the process of getting a better education. 

According to the University of Wisconsin, a total of 2,496 teachers were en- 
rolled there during the summer of 1957. An overwhelming majority of that 
number were teachers in the Nation’s schools during the year who had either 
saved from their meager salaries or had borrowed money in order to attend the 
summer session. 
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The board of regents of Wisconsin State colleges reports a total enrollment 
of 6,357 in the 10 institutions in the summer of 1957. Of that number, 3,453 
had been teaching during the year and were returning to summer school either 
because they were required to do so to retain their position in the school 
system, or who were seeking to improve education by improving their own knowl- 
edge of teaching, both in subject matter and methods. 

Many teachers with established homes cannot afford to attend summer school 
with all the added expenses required, and so seek a less costly means to become 
better teachers. They do so by enrolling in extension courses offered in the 
afternoons and evenings or on Saturdays by the extension division of the Uni- 
versity of Wisconsin and the extension departments of the 10 State colleges, or 
by correspondence courses with the university. 

At the present time, there are 1,889 teachers enrolled in the University of 
Wisconsin extension courses, and 3,212 enrolled in the college extension courses. 
During the year, approximately 1,400 teachers who seek the most economical 
means to obtain a better education enroll in correspondence courses with the 
university. In most cases their expenses include the cost of tuition, books, mate- 
rials, travel, and additional living expenses. 

The teachers of Wisconsin believe the ruling of the Internal Revenue Service 
permitting members of other professions and occupations to deduct expenses to 
attend institutes and conventions and for businessmen to deduct the cost of 
good will practices to stimulate their business, and at the same time deny 
teachers the right to deduct the cost of improving their professional ability is 
highly discriminatory and grossly unfair. Furthermore, the unfair ruling dis- 
courages the very profession which provides the foundation for all other pro- 
fessions and occupation in the Nation, and the profession so essential to improve 
the scientific, political, social, and cultural knowledge of all our citizens. 

Not only does the increased amount of education increase the teacher’s pro- 
fessional ability, but it also places the teacher on a higher salary scale. Such 
higher salary means higher income taxes for the teacher, and consequently more 
revenue for the Government. 

Teachers do not object to paying their fair share of taxes to support their 
government, but they can’t understand the logic of the United States Treasury 
Department behind its ruling which discriminates against teachers and dis- 
courages professional improvement. In the space age where ideologies are 
competing for the minds of men, our very survival depends on better and more 
education. Your approval of H. R. 4662 would be by no means the total or final 
answer to the educational problems confronting the United States, but at least 
it would be a step in the improvement of the profession which is the foundation 
of all progress. 

The Wisconsin Education Association, an organization of 27,000 teachers of 
the State, respectfully urge the House Ways and Means Committee to approve 
H. R. 4662. 

Yours truly, 
H. C. Wetnuick, Executive Secretary. 





OHIO EpuUCcATION ASSOCIATION, 
Columbus, Ohio, January 15, 1958. 
Ways AND Means CoMMITTEE, 
House of Representatives, 
Washington, D.C. 


GENTLEMEN: The Ohio Education Association wishes to express its support of 
H. R. 4662 and other legislation introduced in the 85th Congress designed to 
provide tax equity for members of the teaching profession. 

Since there will appear before your committee several competent witnesses 
who will discuss the technical aspects of the legislation, this statement is 
directed to the necessity for tax consideration which we feel should accrue to 
teachers in Ohio and the Nation. 

We are all well aware of the shortage of teachers which has resulted in 
boards of education employing personnel on temporary certificates. These 
teachers are being reemployed because of the national emergency in our public 
schools. However, they are required to take additional training at a consider- 
able personal expense in order to meet the standards required by the respective 
departments of education in our country. Failure to meet such standards does 
not necessarily mean that the teacher will be denied a teaching position or be 
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fired by a board of education, as experience has demonstrated that substandard 
certificates are renewed most frequently because of the inability of the district 
to obtain a replacement. Certainly such teachers should be permitted to deduct 
such expenses for income tax purposes. Furthermore, just as in the legal and 
medical profession, standards have been raised in the teaching profession so 
that the public may be assured of more competent service. It is our contention 
that members of the profession should be encouraged to return to school and 
broaden their educational experience so that they may better serve the children 
they teach. To be an effective teacher, learning must be a continuing experi- 
ence, and denial of expenses in gaining such experience tends to discourage 
teachers from becoming more effective in their positions. 


We urge your committee to give favorable consideration to the passage of 
H. R. 4662. 


Respectfully submitted. 

JoHN P. McDowELL, President. 

The Cuarmman. Are there any questions of Dr. Stout, and those 
associated with her? 

Mr. Mason desires to inquire. 

Mr. Mason. Dr. Stout, at present, under our present laws, the vari- 
ous decisions of the Revenue Department on these matters may cer- 
tainly be called erratic, and unpredictable ? 

Dr. Strout. That is right. 

Mr. Mason. You propose that legislation be oo like H. R. 
4662, to clarify a very murky situation that confronts the teachers 
today, and to definitely state what they may expect in the future as 
far as rulings are concerned on these summer school expenses, and 
whether they are deductible or not. That is really the program, is it 
not ? 

Dr. Stour. That is right. 

Mr. Mason. As a former NEA vice president, I approve. 

Dr. Stour. We are glad you do, Mr. Mason. 

Mr. Hotes. In this request for this deduction of expenses for 
refresher courses, and summer school courses, are you not requesting 
this same ruling on these expenses as has been granted to some other 
professional people in this country ? 

Dr. Stout. Yes, we are. 

Mr. Hotmes. Would you care to name the groups to whom this has 
been granted ? 

Dr. Stour. We feel that various professions, the law profession 
and medicine, and many others, and, in fact, we can get out of the 
professional area and get into others such as policemen, who are 
granted expenses which are recognized as essential to their function 
and their effective functioning in their office and to their continued 
improvement, so that they can do so. 

r. Hotmes. In other words, it is an existing practice outside the 
field of business expenses ? 

Dr. Stour. That is right. 

Mr. Hormes. I think that is a good point to emphasize. 

The Cuarrman. Mr. Sadlak will inquire. 

Mr. Saptak. Is this the first time that your organization has made 
a plea of this kind to Congress? 

r. Stour. No, indeed. We have been working on this for a num- 
ber of years. Dr. Remmlein can give you the exact date. For a 
long time, of course, teachers were not subject to income tax, and 
for a period after that many teachers had such low incomes that they 
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didn’t come under the taxable resources. But we have been working 
on this with the Internal Revenue Service since 1942. 

The Cuarman. Are there any further questions? 

Mr. Baxer. I would like to compliment you on a very fine presen- 
tation, and agree with Mr. Mason that I consider this clarifying 
ania! I have one question: 

as your estimate on the revenue the lowest ? 

Dr. Stour. We have that in appendix B. We think actually that 
our estimate is an overestimate rather than an underestimate. We 
have been told that it is too high. But it varies anywhere from a tax 
loss of $8,900,000 to $10 million, depending on the way in which we 
select the sample. 

Mr. Baxer. You mean that is $18 million? 

Dr. Stout. Yes, sir. 

Mr. Baxer. And there will be some gain as to these teachers attain- 
ing prtgradnate degrees? There will be a gain in their tax, you 

in 

Dr. Stour. We hope that the legislation will be such as to clarify 
what we mean by necessary education. 

That is, actually. Now, in States like Mr. Mills’ State and my own, 
we have a number of nondegree teachers whom we feel are not really 
qualified. Beyond that, we feel that no teacher is ever fully forever 
qualified. It is the nature of teaching and the school system that 
we must not only reflect the society of which we are a part, but we 
must improve it. 

We are constantly learning ways of doing things better. We are 
constantly amassing new facts. As teachers, if we are simply to dis- 
charge our position, and we hope that means moving up on the 
salary scale, and that would be considered maintaining one’s position, 
we must repeatedly return to school whether it be on leave or in 
summer school, or through night-school courses, 

That is to gain additional information, to gain what is most recent 
in the methods of teaching, and for a third and I think a very im- 
portant reason that we simply forget. 

As teachers, if we are to be effective, we must maintain also the 
students viewpoint as well as our own. Because we are human, it 
eae to do that unless we at intervals become students again our- 
selves. 

So, we would hope that we could constantly improve ourselves in 
order to remain where we are and do the effective job we need to do. 

Mr. Baxer. If the limitation is kept at $600, which is this pending 
legislation as I get it, rather than your original unlimited request, 
don’t you think that there would be substantial gain in adjusted gross 
income for teachers over a period of years as their educational quali- 
fications arise and meet with State salary schedule raises? Do you 
think that would be substantial ? 

Dr. Srour. It would be, yes. We would assume that over a period 
of time, we would ultimately move out of the place where we had any 
nondegree teachers teaching, and where teachers would therefore be 
entitled to more nearly professional salaries. They would therefore 
go into the higher income brackets. 

Mr. Baxer. The raise is substantial from an batchelor of arts 
degree to the master of arts degree. Isn’t that most substantial in 
most States ? 


i 


GENERAL REVENUE REVISION 1059 


Dr. Stour. Unfortunately, not as much as we would wish. There 
is not enough interval between the beginning and the career teacher 
at the present time. 

The one difficulty, I suppose, with the $600 limit, or one of the 
difficulties is that teachers now cannot afford to get out of their own 
immediate area for advance work in many cases, and we are detecting 
at least in my area, a certain amount of inbreeding. 

We wish in the present broader responsibilities of schools, we 
could have our teachers go elsewhere than within their own area for 
that increased work, and the $600 would limit that. 

The Cuatrman. Are there any further questions ? 

Mr. Sapiax. May I ask this question. 

Dr. Stout, the distress today is because of the events that have taken 
place during the past 3 months, and the distress might be on teachers 
of science. Would it be your opinion, then, that the teachers would 
like to or must take additional courses in order to catch up or keep 
ahead of this losing of the battle as it has been put in the science 
field—would that be a good case for those who would teach in science 
and thus necessarily must have additional education ? 

Would it not apply to the other teachers? 

Dr. Srour. That is a loaded question, Mr. Sadlak. 

Mr. Sapuax. I didn’t mean it that way. 

Dr. Stour. Actually, we would hope it would apply to all teachers. 
You will not that in some cases we have had difficulty indicating 
where the course was essential to the teacher’s maintenance of his 
position. 

We are more and more realizing that even the science teacher needs 
to have courses in the humanities, and other areas. 

Each of us, as a teacher, needs to be broader in his preparation, and 
we would hope that the determination of what the course is, which 
would most improve the teacher in his present functioning, could be 
determined by the teacher, his administrator and the school board, 
whether or not it was in his area. We would hope, also, that it would 
apply to all teachers, so that we do not get a pattern. We must have 
more science teachers, of course. 

Mr. Sapiak. Before I yield, I want to say, Dr. Stout, that there was 
no intention to ask a loaded question. I would say it was only this 
morning, prec to coming to the committee, that I read the Hartford 
papers published up there, and I only had an opportunity to make a 
quick perusal of a report that had been made by teachers, I think, in 
conclusion, 

Mrs. Macfarland is here and I would want to check with her later 
but there was stress made on the need of laboratories, and of course I 
repeat again that the stress seems to be upon the science end of it, and 
I wanted to ask that question since you are well qualified to answer it. 

Dr. Stour. We are eager that there be more science teachers but 
we are eager that it not get out of proportion so that a few years from 
now we will have a dearth in the other areas. 

Mr. Sapiaxk. I am sure that your comment on that question will be 
most helpful to the committee. 

Mr. Homes. If you will excuse me for interrupting, if you will let 
me take just a minute, your warning in this last statement that you 
made in reply to Congressman Sadlak, I thought, was of great value. 
Without minimizing the need whatsoever, and without having any 
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degree of complacency about the necessary scientific training we may 
need for teachers and students, I fear that if it is arenaeenten, we 
will not be accomplishing what we are endeavoring to do by this very 
movement. 

In our teacher training, and without minimizing the need for 
scientists, we must never overlook the necessity of having a well-bal- 
anced teacher and a well-balanced scientist. Otherwise we are going 
to get into very serious difficulty. 

r. Stour. We very much appreciate that statement, Mr. Holmes. 

The Cuamman. Dr. Stout, we thank you for your appearance and 
those associated with you this morning, and the information you have 
given the committee. 

Mr. Esrruarter. Mr. Chairman, I ask unanimous consent to place 
in the official printed record a short statement on behalf of the Pitts- 
burgh Teachers Association, which is a branch of the Pennsylvania 
State Education Association, at the appropriate place in the record. 

The Cuarrman. Without objectio e appropriate place would be 
in connection with the statements filed while Dr. Stout was on the wit- 
ness stand. 

(The statement is as follows :) 


PITTSBURGH TEACHERS ASSOCIATION, 
Pittsburgh, Pa., January 15, 1958. 
Hon. WILBUR D. MILLs, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

Mr. CHAIRMAN AND MEMBERS OF THE COMMITTEE: On behalf of the members of 
the Pittsburgh Teachers Association and the Pittsburgh local branch, Penn- 
sylvania State Education Association, I appreciate the opportunity of presenting 
a statement in support of H. R. 4662. I am speaking for over 2,000 professional 
employees of the Pittsburgh public schools who have wholeheartedly endorsed 
this legislation. : 

We are in complete accord with the testimony presented by the National 
Education Association, and do not propose to infringe on your time by a repeti- 
tion of the information already presented. We would, however, like to empha- 
size briefly the following points: 

1. We consider this legislation essential to give teachers fair and equitable 
tax treatment comparable to that accorded other taxpayers. A businessman is 
not asked whether the business entertaining or the advertising he does will 
result in increased income or profits. It is generally agreed that such is the 
purpose of expenses so incurred. However, under the present interpretation 
by the Internal Revenue Office, a teacher’s expenses for continuing his education 
are not deductible if, as a result of such study, he receives an increase in salary. 
This is obviously discriminatory and unfair to members of the teaching profes- 
sion, and points to the necessity for establishing a workable description of the 
ordinary and necessary business expenses peculiar to the teaching profession. 

2. The revenue loss, estimated at not over $18 million annually by the NEA 
research department, would be negligible compared with the total Federal budget. 
However, in light of the average teacher’s salary, a tax saving of $50 or $100 
would be significant and very helpful to the individual teacher who is trying to 
improve his services and keep his training up to date. 

3. There is general agreement that the times are critical for us, as a nation, 
and that the preservation of our democratic way of life depends on a higher level 
of education which necessitates a better qualified teaching personnel. H. R. 
4662 is not the final answer to this problem by any means; but it does represent 
one practical way whereby teachers may be encouraged to increase their pro- 
ficiency through additional study and education. 

We are grateful for the opportunity to present our interest and concern and 
trust that the members of the committee will take favorable action on the pro- 
visions of H. R. 4662. 

ISABEL EPLEY, 
Chairman, Legislative Committee. 
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The Cuarrman. The next witness is Mr. John F. Meck. 
Would you give your name, address, and the capacity in which you 
appear for the benefit of the record ? 


STATEMENT OF JOHN F. MECK, REPRESENTING THE AMERICAN 
COUNCIL ON EDUCATION, DARTMOUTH COLLEGE, HANOVER, N. H. 


Mr. Meck. Mr. Chairman and members of the committee, my name 
is John F. Meck, vice president and treasurer of Dartmouth College, 
Hanover, N. H. Today I am representing the American Council on 
Education, and I am a member of the council’s committee on taxation 
and fiscal reporting and of the council’s committee on relationships of 
higher education in the Federal Government. 

he American Council membership includes 142 educational organi- 
zations and 1,007 institutions, among them nearly all the accredited 
colleges, universities, and junior colleges in the United States. I have 
also been authorized to speak on this occasion for the American 
Alumni Council, the Association of American Colleges, and the State 
Universities Association. 

Our testimony, Mr. Chairman, concerns, (1) the great public need 
for ensuring that a greater proportion of our best qualified youth 
attend institutions of higher learning in order to secure the maximum 
development of human resources urgently required by this country, 
and, (2) a basis for meeting a part of that urgent need by a program 
of assistance to those individual taxpayers who bear a heavy share of 
the burden of financing students at thei institutions. 

We propose a tax-credit plan such as is set forth in H. R. 765 intro- 
duced in the 1st session of the 85th Congress by Representative 
McCarthy, of Minnesota; in H. R, 1064, introduced by Representative 
Boggs, of Louisiana; and in several other bills. 

All of us are well aware, I know, that the present shortage of trained 
manpower in the United States has not come about as an aftermath 
to the appearance of Sputniks. The shortage has existed for some 
years. The recent explosive developments in scientific activity have 
saa turned the spotlight of public interest upon an already existing 
problem. 

Dr. Dael Wolfle of the American Association for the Advancement 
of Science, and one of the country’s leading manpower experts, wrote 
in 1954, in his book America’s Resources of Specialized Talent, that— 

There are never enough of the most highly qualified workers in any field. 
Getting more of this bright group into college, giving them a broader view of 
the things they might accomplish, and then letting each specialize in the field 
of his own choice would benefit all fields of specialization and be of profit to 
the Nation as a whole. On this score, the country has a poor record; giving a 
college education to only half of the potentially most promising 7 percent of the 
Nation’s youth constitutes a gross underutilization of some of its highest talent. 

On this same point, a very recent study sponsored by the Ford 
Foundation estimated that 40 percent of the able high-school students, 
"he are qualified for a college education, do not, in fact, go on to 
college. 

A conference of the constituent member organizations of the Amer- 
ican Council on Education in 1956 agreed that the demonstrable de- 
mand for college graduates created by a rapidly expanding economy, 
by defense programs of the Federal Government, and by the assump- 
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tion of new international obligations had for several years outstripped 
the supply, and warned that unless something drastic were done the 
situation would become worse rather than better. 

Bs compound the problem, the Census Bureau reported in 1956 
that— 


The number of persons of college age is now at its lowest point in 25 years. 


Thus, we see that a combination of factors has created a situation 
involving a shortage in the number of college-age and college- 
educated persons, on the one hand, and of critical demand for persons 
educated to the height of their capacity, on the other hand. The 
shortage of college-age persons is ne to improve this year, 
and this improvement may be expected to continue for 10 years or 
more. But the Nation has not yet solved the problem of how to get 
more of this prime manpower resource into the colleges in order that 
more of our young men and women may achieve their highest poten- 
tial development. 


THE INCREASING COST OF COLLEGE EDUCATION 


It is generally known, of course, that finances are a major barrier 
to students, and that this barrier grows higher every year. The 
President’s Committee on Education Beyond the High School in its 
second report last August said: 

Sending children to college involves for most families an extraordinary peak 
of financial burden, and this burden may grow as hard-pressed institutions find 
it necessary to increase tuitions to support higher faculty salaries and other 
increased costs. 

Colleges and universities, both public and private, have been forced 
to raise tuition and fees in a determined but usually unsuccessful 
effort to keep pace with rising costs. The cost of room, board, travel, 
and other items important to student living on the campus has gone 
up in proportion to the increases in living costs elsewhere. The United 
States Office of Education reported this year, in a publication en- 
titled “Costs of Attending College,” that tuition and fees alone, 
between 1940 and 1957, increased 89 percent in public colleges and 
83 percent in private colleges. 

is study shows that from 1940 to 1957 the average student cost 
of attending public colleges, including tuition, fees, and other items 
important to student housing, advanced from $747 to $1,493:a year, 
and the cost of attending private colleges advanced from $1,023 to 
$2,047 a year. In both public and private colleges, the increase in 
just 17 years is almost exactly 100 percent. 

Latest figures of the United States Office of Education, moreover, 
based on reports from institutions enrolling more than 80 percent of 
college students in the United States, reveal that costs to college 
students and their families are still climbing. They show that in 1 
year—from the 1956-57 academic year to the current 1957-58 academic 
year—average tuition and fees in public institutions advanced from 
$142 to $155, or 9.2 percent, and average tuition and fees in private 
institutions advanced from $495 to $531, or 7.3 percent. 

Those increases are going on, and they will go on, I think, this year 
and next year. It is the only real possibility that those of us see to 
meeting these costs, 
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It can be readily demonstrated that the increase in charges to stu- 
dents could justifiably be much greater. A recent study by the Na- 
tional Education Association, based on data for 1955-56, reports the 
average salary for college instructors as $4,087, and for full pro- 
fessors—the top of the teaching ranks—as $7,076. These levels are 
after an increase of 80 to 90 percent in tuition and fees. Yet, com- 
pared to other categories, college teachers have suffered the worst 
from World War II inflation and, except at the instructor level, 
these teachers are relatively worse off than before World War II. 
Reliable estimates indicate that, while the real per capita income of 
the Nation has risen by about 100 percent, college-faculty members 
have suffered a decline in real income of at least 15-20 percent and, 
in some cases, as much as 50 percent. 

At present, American colleges cannot obtain sufficient revenues to 
permit even a minimum satisfactory pay scale for the members of 
their faculties, let alone a pay scale which will attract well-trained 
teachers into the profession to meet the great need of the future. The 
= has been made more than once that, in effect, faculty members, 

y accepting subminimal pay, have been helping to hold down stu- 
dents’ costs and thereby indirectly subsidizing students. 

In their efforts to help worthy students, however, the colleges have 
been doing even more than holding down the cost of tuition to the 
needy seakents This has been done by using a substantial part of 
their operating funds for scholarships and other types of financial 
aid to students. A recent survey of 25 colleges with enrollments 
under 3,000 made by Treasurer John M. Schlegel of Lafayette Col- 
lege, shows that total student aid in 1 year was $4 million, only 36 
percent of which was endowed. 


This means— 
he pointed out— 


that these 25 institutions poured into student aid in 1952-53 from operating 
funds an average of $102,000 per college. 

The Council for Financial Aid to Education reported that, dur- 
ing the 1952-53 academic year, 535 colleges and universities provided 
$48 million in financial aid to students, $27 million of which, or 52 
percent, was appropriated from general operating funds of the in- 
stitutions. This money could have been used for faculty salaries or 
other purposes if these colleges had been content to serve only the 
children of those financially able to pay the full tuition fee. It is 
apparent, then, that, even with college costs to the student held to a 
minimum, often at a sacrifice for the faculties, the number of quali- 
fied students requiring aid has been an additional drain on financial 
resources of the colleges. 


GENERAL ADVANTAGES OF THE TAX-CREDIT PROPOSAL 


If a measure of tax relief were given for student tuition and fees 
paid to tax-exempt public and private educational institutions, many 
parents might be expected to reappraise their financial ability to pay 
the costs of a child’s education, and more children would actually 
enjoy the opportunities which our country is committed to provide. 

any parents in the $8,000-, $10,000-, and even the $12,000-a-year 
brackets, who now require partial scholarships in order to keep their 
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children in college, would be able to forgo these scholarship funds, 
thus making them available for children coming from homes of less 
financial ability. 3 

Many institutions, without curtailing the support now being given 
to superior students from low-income homes, could conserve some of 
the operational funds now used for scholarships and make them 
available for faculty salaries and maintenance of plants, thus im- 
proving the quality of instruction. 

The plan proposed, which has been studied in several different forms 
by numerous educational groups for several years, is based on a 
formula suggested by the resolutions committee of the taxation section 
of the American Bar Association at its 1954 convention. 

Briefly, the plan provides that 30 percent of student tuition and fees 
actually paid by the taxpayer to the institution be applied as a tax 
credit on the amount of income tax otherwise payable. This means 
that all taxpayers who pay a given amount of tuition and fees to a 
college would receive the same tax benefit in dollars, regardless of 
whether their income tax bracket be 20 percent, 50 percent, or 91 
percent. 

There is now general agreement among those who have been in- 
volved in the study by educational groups that this tax credit method 
is much superior to the previously suggested plan by which the cost 
of tuition and fees would have been deductible from income. The 
tangible advantage to those in low-income brackets is very substantial. 

The following will illustrate the relative effects of the two methods. 
If we assume an $800 tuition, and such tuition were made deductible, 
then the taxpayer in the 20-percent bracket would save $160 of taxes 
while the taxpayer in the 50-percent bracket would save $400 of taxes. 
If, on the other hand, 30 percent of the tuition were allowed as a tax 
credit, then both the parent in the 20-percent bracket and the parent 
in the 50-percent brackets would be given tax relief to the extent of 
$240—30 percent of $800—from his Federal tax bill. 


SPECIFIC OUTLINE OF THE PLAN 


The basic features of the legislation which we propose, and which 
we believe to be sound in terms of fairness to the taxpayer and service 
to the national interest, are as follows: 

(a) It would be limited to payments made to the institutions them- 
selves for educational services and facilities, and would avoid the 
complication and confusion of attempting to cover payments for 
travel, housing, and meals, even though these may be indirectly in- 
volved in education. These latter items are partially covered by the 
$600 deduction already allowed for a dependent. 

(6) The payments involved would be only those made to educa- 
tional institutions which meet the tests for special tax treatment under 
the present income-tax laws. These are set out in section 151 (e) (4) 
and section 170 of the Internal Revenue Code of 1954 defining tax-free 
educational institutions. 

(c) The bill would apply only to higher education—that above 
the 12th grade—including colleges, graduate schools, professional 
schools, junior colleges, tockasioal institutes, teachers’ summer courses, 
and the like. 
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(d) In order to eliminate any possible feeling that the bill would 
discriminate in favor of taxpayers in higher brackets, it would pro- 
vide that 30 percent of the student fees would be taken as a tax credit 
on the tax bill. Thereby the cost to the Government would be approx- 
imately the same as if the student fees were made deductible, but the 
relief to all taxpayers would be the same regardless of their tax 
bracket. 

(e) A ceiling of $450 for each student would be placed on the 
amount of the tax credit. This would mean that that portion of any 
tuition above $1,500 per year would not result in any further tax 
credit. It would be hoped that this ceiling would be sufficient to 
cover the tuition charges for graduate and professional education as 
well as for that at the college level. 

( }) There would appear to be no occasion for limiting the taxpayer 
entitled to receive the tax credit to any particular relationships with 
the student, The neighbor or employer of a promising but financially 

oor boy or girl frequently proposes to pay his or her tuition to make 
laddese education possible, provided the tax payment can be made de- 
ductible, but this is difficult under present laws. It would be ex- 
pected that the tax credit plan would bring out more funds in the 
nature of scholarships to those unrelated to the taxpayer but in whom 
the taxpayer has some philanthropic interest. 

(g) No tax credit would be allowed on amounts for tuition and 
fees supplied in the form of scholarships, fellowships or grants from 
sources other than the taxpayer himself. It would be assumed that 
payment of tuition and fees would be the first charge against such 
a scholarship, fellowship or grant. This is a very important point. 

On the estimated loss of revenue, this cannot be estimated with ac- 
curacy, partly because the statistics on which an up-to-date analysis 
must be made are unavailable. A fair approximation may be sug- 

d, however, using as a base complete statistics for the academic 
year 1953-54, the latest compiled by the United States Office of Edu- 
cation. It should be noted that the tax-credit plan would not permit 
a taxpayer to take credit on any funds supplied by the Federal Gov- 
ernment or any other outside agency. In short, if part or all of a 
student’s tuition and fees is paid in effect by the Federal Government, 
a State, an industrial concern, a foundation or an educational insti- 
tution itself, no tax credit would accrue to the taxpayer on the amount 
of such a payment. Hence, in making this estimate a number of sub- 
stantial deductions, some of which def refined estimates, are to be 
made from the reported gross income of the institutions from tuition 
and fees. 

In 1953-54 the total amount received by 1,871 institutions of higher 
education for tuition and fees was $598,547,000. Of this amount 
$44,368,000 was received from the Federal Government on behalf o 
veterans, and therefore should be deducted. In the same year there 
were cash contributions to students for scholarships, fellowships and 
pee of $74,789,000, of which approximately two-thirds, or $50 mil- 
— it may reasonably be assumed was applied toward tuition and 

ees. 

In addition, the Federal Government annually pays tuition and 
fees in the Army, Navy, and Air Force ROTC programs, and offers 
fellowships through the National Science Foundation, the Atomic 
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Energy Commission, the Public Health Service and other agencies. 
When all these deductions are made, it can confidently be estimated 
that in 1954 the total of tuition payments against which the 30 per- 
cent tax credit would be computed would have been much less than 
$500 million, making the revenue loss less than $150 million as of 
that year, aw that all families paying tuition had net incomes 
sufficient to make them subject to income tax. Of course, that. would 
not be the fact. There would be some who would not be subject to 
income tax. 

A few factors involved in this estimate of a loss of revenue of less 
than $150 million have changed since 1954. On the one hand the 
number of veterans in college with support from the Federal Gov- 
ernment has decreased sharply. Also tuitions and fees at a number 
of institutions have risen since that year, making the base amount to 
which a 30 percent tax credit would be applied somewhat larger than 
the $500 million tuitions and fees referred to above. On the other 
hand, the amount of scholarship aid given by the colleges them- 
selves has generally continued to rise, and scholarship aid by indus- 
tries and foundations has increased very greatly. 

One important consideration to this committee, particularly, is the 
fact that the loss in revenue by reason of the tax-credit plan would, 
in part, be temporary and represent only a deferment into the future. 
A college graduate will have a lifetime income of substantially more 
than the ordinary high-school graduate. On this point you may 
recall, on the Subcommittee on Fiscal Policy of the Joint Economic 
Committee, there was testimony on this very point, that a college 
education would increase the productivity of a man, and, therefore, 
they figured out, on the basis of a Census Bureau report, as much as 
$100,000 over his lifetime earnings which would be subject to tax. 
With that increased productivity, I think it can be argued very prop- 
— that this would be a deferment of revenue rather than a complete 
Oss. 

A considerable number of students are, of course, able to go to 
college without the benefit of the tax-credit plan, but reliable esti- 
mates still indicate that a large percentage of the able high-school 
graduates do not go on to college. The tax-credit plan, Federal 
scholarships, and other developments will all combine to make it 
possible for a larger proportion of able students to receive a college 


education. The result will be to produce more college graduates and » 


more taxpayers with a higher taxable income. 


STIMULUS TO MORE EFFICIENT USE OF PRIVATE AND PUBLIC FACILITIES 


One obvious effect of the proposed tax-credit plan would be that the 
taxpayer supporting a student in a high-tuition institution would re- 
ceive a larger tax credit than one supporting a student in a low-tuition 
institution. The result would be encouragement of broad distribution 
of student enrollment in all types of institutions, an objective which 
has always been considered to be in the public interest, and which is 
of even greater importance in the current emergency situation. 

Such an incentive for the full use of the facilities of high-tuition 
institutions would help to preserve the balance between private and 
public colleges and universities. It is clearly in the interest of Ameri- 
can democracy and the strength of this Nation that all qualified chil- 
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dren of low- and middle-income families, as well as children of the 
well to do, shall have the opportunity to attend either private or public 
colleges and universities. ith today’s higher and still rising costs 
of attending college, some equalizing factor such as the tax-credit 
plan > needed if that opportunity for America’s youth is to be main- 
tained. 

RELATIONSHIP TO OTHER PLANS FOR STUDENT AID 


The tax-credit plan is offered as one sound part of the answer, but 
not the complete answer, to the problem of opening the door of higher 
education to all qualified youth. Very special attention, for example, 
is required for the children of families with incomes below the Federal 
income-tax brackets. The American council is on record as an ad- 
vocate of Federal scholarships with a test as to means and ability. 
It is our position that the tax-credit plan and Federal scholarships 
would complement each other, each program meeting a particular 
need, and each relieving the other of a _ of the financial load. 
As the tax-credit plan would make possible greater support of stu- 
dents from family resources, there would be less need of scholarships; 
as scholarships would take up the burden of tuition and fees for able 
but low-income students, there would be fewer claims for income-tax 
credit. 

Certainly, it can be said that the tax-credit plan would give im- 
mediate encouragement to thousands of families now doubtful of 
their ability to send their children to college, and would permit them 
to plan confidently for the future. The present demands upon Ameri- 
can higher education clearly seem to indicate the wisdom of a support- 
ing program of such broad, undergirding strength as the tax-credit 
plan. It avoids completely any threat of Federal control of higher 
education ; it is simple and efficient to administer, and it will give a real 
impetus toward solving the shortage of trained manpower which must 
be solved if our Nation is to survive. 


INCOME TAX RELIEF FOR COLLEGE EXPENSE IS NO NEW IDEA 


The idea that Federal income laws should be amended to permit 
some kind of tax relief for the cost of higher education is not new. 
In the 88d Congress, 10 bills were introduced by members of both 
parties, all advocating some form of such an amendment. Again, 
in the 84th Congress, a considerable number of bills embodying the 
tax-credit or tax-deduction idea were introduced, but no hearin 
were scheduled. In the 85th Congress, thus far, more than 30 bills 
have been introduced which would authorize income-tax credits, ex- 
emptions, or deductions for expenses incurred by students attending 
college. 

The President’s Committee on Education Beyond the High School 
approved this type of legislation in the following recommendations: 

The committee recommends that the Federal revenue laws be revised, with 
appropriate safeguards, in ways which will permit deductions or credits on 
income-tax returns by students, their parents, or others who contribute to 
meeting the expenditures necessarily incurred in obtaining formal education be- 
yond high school, and, further, that provisions be included which will grant 


proportionately greater tax benefit to those least able to afford those ex- 
penditures. 
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In conclusion, Mr. Chairman, we submit that, from the evidence 
of wide congressional interest, and from the results of inquiries 
the American council and other educational groups, there is excel- 
lent reason for belief that a = many people in the United States 
would 5 ty some form of tax reduction in consideration of the 
costs of higher education. We are convinced that they would regard 
the tax-credit plan, which I have presented, as sound, seriously need- 
ed, and reasonable legislation, clearly in the public interest. 

The Cuarrman. We thank you very much for your appearance and 
the information given the committee, and you can be assured that 
your suggestions will be carefully considered by the committee. 

(The following letter was received by the committee :) 


CHAMBEP, OF COMMERCE OF THE UNITED STATES, 
Washington, D. C., February 14, 1958. 
Hon. WItsur D. MI“xs, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Deak CHAIRMAN Miits: The Chamber of Commerce of the United States 
strongly endorses further tax incentives for individuals and corporations to 
support education. 

The board of directors of the national chamber recently approved recom- 
ee of its education committee that Congress amend Federal tax laws to 
provide: 

1. Increased incentives for individuals, foundations, and corporations 
to increase their support for higher education. 

2. Deduction from gross taxable income by teachers of reasonable costs 
for courses taken to increase their competence and professional position. 

8. Deduction from gross taxable income of a reasonable percentage of 
the costs, including tuition and fees, for or by persons attending colleges or 
universities (including junior or community colleges and institutes). 

These recommendations were based on extensive study by a subcommittee 
of the fiscal conditions facing educational institutions. The subcommittee found 
that there was not sufficient money flowing into higher education to maintain the 
quantity and quality of opportunity required for an expanding economy and for 
national security. 

The committee believes that the demand for more and better education be- 
yond the high school must be met either through greater local, State, and private 
support or through Federal intervention in the form of loans or subsidies which 
intervention the chamber disapproves. 

The committee further emphasized the importance of encouraging teachers to 
improve their competence and professional status by allowing them deductions 
for reasonable costs of professional courses or research as necessary expenses. 

The committee also recognized the need to price higher education more nearly 
at its true costs and, at the same time, to encourage parents or other benefactors 
to support or assist in supporting youth seeking education beyond high school. 
The committee, therefore, recommended that some reasonable percentage of 
basic college expenses be made an allowable deduction from the gross taxable 
income of parents, benefactors, or self-supporting students. 

While expressing approval for no particular bill, it was the unanimous belief 
of the education committee and the board of directors that greater incentives 
for private initiative in support of education should be introduced into the Fed- 
eral tax structure. 

I would appreciate it if you would make this letter a part of the record of the 
hearings of your committee. 

CLARENCE R, MILEs. 


The next witness is Mr. John A. Vander Ark. ; 
Please give your name, address, and the capacity in which you 
appear for the benefit of the record. 





| 
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STATEMENT OF JOHN A. VANDER ARK, DIRECTOR, NATIONAL 
UNION OF CHRISTIAN SCHOOLS, GRAND RAPIDS, MICH. 


Mr. Vanver Ark. I am John Vander Ark, the director of the Na- 
tional Union of Christian Schools, with headquarters in Grand 
Rapids, Mich. I am also representing a kindred organization, the 
National Association of Christian Schools with headquarters in Chi- 


cago. 

With your permission, I will not read the statement. 

The Cuairman. The entire statement will be incorporated in the 
record, and you may proceed in your own way. 

(The statement is as follows: 


STATEMENT PRESENTED TO COMMITTEE ON WAYS AND MEANS, HOUSE OF 
REPRESENTATIVES 


Mr. Chairman and members of the Ways and Means Committee, I am John 
Vander Ark, director of the National Union of Christian Schools, with head- 
quarters in Grand Rapids, Mich. I am also representing the National Associa- 
tion of Christian Schools whose headquarters is in Chicago. 

These two organizations are unions of Protestant Christian day schools, both 
elementary and secondary, numbering about 350 in 45 States, with a pupil 
population of about 58,000. 

The point I wish to establish, first of all, is that these schools, although re- 
ligiously oriented, are not parochial. Churches do not own, operate, or control 
them. The constituency of the school organizations which form the national 
union are primarily members of Calvinistic, i. e., Reformed churches. The con- 
stituency of the school organizations which form the national association are 
members of other Evangelical Protestant Churches. The schools are owned and 
operated by school societies. This distinction, the separation of church and 
school, has an important bearing upon the problem which I am presenting for 
your consideration. The avowed purpose of the schools is to integrate the 
principles of the Christian faith with the curricula. 

The visible means of support of these Christian schools comes from tuition, 
church offerings, and individual gifts. The national union and national as- 
sociation express approval of the provision in section 170 of the Internal Revenue 
Code which increased the charitable contribution limit for individuals from 20 
percent to 30 percent, the additional 10 percent to be allowed with respect to 
contributions to educational institutions, etc. We are in hearty agreement with 
the reasons for this change as stated in the report of the Committee on Ways 
and Means at the time the change was effected, namely that “this amendment 
is designed to aid these institutions in obtaining the additional funds they need, 
in view of their rising cost * * *” We feel, however, that the full effect and 
benefit of this provision will not be realized by the contributors to national 
union and national association schools unless and until the definition of “con- 
tribution” is broadened to include amounts contributed by parent members which 
are now designated as “tuition” payments or are determined to be such by the 
Internal Revenue Code. 

We sincerely urge your committee to give serious consideration to a change 
in the Internal Revenue Code as expressed by H. R. 645 introduced by Mr. Ford 
for the following reasons: 


1. Tuition rates are, in effect, suggested minimum contributions for parents 


(a) There is no standard by which tuition in our schools can be determined 
with any degree of uniformity. In some schools it may cover 50 percent of the 
operating costs, in others as high as 75 percent. On the other hand, some of 
our schools have no designated tuition rates at all but rely solely on pledges 
from supporters, parents and nonparents alike. In some cases where the sup- 
port comes from the members of a single church in the area, the entire operating 
cost of the school may be raised by freewill offerings designated for the school. 

(0) Where tuition systems are in effect, they are designated primarily as a 
guarantee to the school board of some measure of regular income. In case of 
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inability to pay the stated amounts, parents pay what they can and the slack 

is taken up by other supporters or by the churches as a benevolence project. 

Pupils are not barred because of the nonpayment of tuition. 

a (c) Moreover, parents are motivated to pay tuition by their religious con- 
ctions. 


2. Taxes paid for the support of public schools and tuition paid for the support 
of Christian schools are analogous 


Taxes for the support of public schools are deductible from taxable income 
of parents and nonparents alike. The tuition payments made by a parent sup- 
porters of Christian schools, the establishment of which relieves the community 
of part of its tax burden, are not deductible. Christian school supporters pay 
both taxes for the support of public school and tuition for the support of their 
own schools. Both payments are, essentially, for the same purpose yet are 
treated differently under the tax law. 


8. The tax law causes an inequity to exist between Christian parental and 
parochial schools 


Although the objectives of Christian parental and parochial schools are nearly 
identical, the law affects them differently. The problem is that contributions 
by Catholic and Lutheran parents, for example, for the operation of parochial 
schools which are owned, operated, and controlled by the church are made to 
the one integrated church organization. Any attempt at a segregation or deter- 
mination of the amount of such contributions which could be deemed to con- 
stitute tuition would be an extremely difficult, if not impossible, administrative 
task for the Internal Revenue Service. Nonparochial Christian schools, such 
as those in the national union and national association, should not be placed 
at a disadvantage merely because of their independent corporate structure and 
their pattern of financial operation. 


4. The spiraling costs of educational in both public and Christian private schools 
justify a taz relief for the citizens who are supporting both 


The constituency of the national union and national association are re- 
lieving the tax burden into the millions of dollars each year. At the same time 
they are rendering a public service as well as discharging their own religious 
obligations. Christian schools are raising the level of citizenship and making a 
significant contribution by furnishing high quality education in a time when it 
is particularly needed for the welfare of our Nation. 


5. Broadening the definition of contribution to include tuition payments by 
Christian school parents will, no doubt, stem the agitation for public support 
of private education 


There is much demand at present for the use of public funds for the support 
of private education. The organizations which I represent are not making such 
demands. However, tax relief in the specific instance referred to, we judge, 
would have a strategic effect in lessening the demands generally. 


6. Tuition payments to so-called private schools are to be distinguished from 
payments to the type of schools represented in the national union and the 
national association 


The latter payments of tuition are, in effect, contributions to support a move- 
ment endorsed and strongly advocated by church bodies. Tuition payments for 
a strictly private school are to cover the cost of an education designed for per- 
sonal advantages. A parent elects to send his child to a private school if he 
can afford it. The question of religious conviction is not involved. 

There are gratifying indications of the concern of Congress with the problem 
of educational expenses of taxpayers as evidenced by provisions of sections 151 
and 170 of the Tax Code. 

We appreciate the opportunity of presenting our problem to you. We trust 
that it may receive your serious consideration and that steps will be taken to 
remove what we consider to be an inequity to the constituency of our non- 
parochial Christian school system in America. We feel that this can be accom- 
plished by a simple amendment of the definition of “contribution” to include 
the amount paid by parent members of the nonparochial Christian schools. 

Respectfully submitted, 

NATIONAL UNION OF CHRISTIAN SCHOOLS. 
NATIONAL ASSOCIATION OF CHRISTIAN SCHOOLS. 
JOHN A. VANDER ARK, Witness. 
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Mr. Vanover Ark. I would like to isolate the problem that we feel 
that we have. First of all, we ought to describe these educational 
organizations just very briefly. These two, the union and the asso- 
ciation, are organizations of private Christian elementary and sec- 
ondary day schools. 

First of all, I would like to make this clear, that these schools are 
not parochial schools. They are not owned and operated by any par- 
ticular church. The constituency of the national union are mem- 
bers, in general, of Calvinistic, that is reformed, churches, and the 
constituency of the National Association Schools are members of 
other evangelical Protestant churches. 

There is one omission in my statement that I think is quite per- 
tinent, and that is that the contributions made to these educational 
organizations and their member schools are deductible according to 
section 23 of the Internal Revenue Code. 

Now the next thing I would like to do is express a hearty com- 
mendation to the Ways and Means Committee for its action a few 
years ago when that charitable contribution limit for individuals was 
raised from 20 to 30 percent. We certainly agree with the commit- 
tee and with the spirit of Congress in making that provision possible. 
But our problem, gentlemen, is this: 

We cannot receive the full effect and the benefit of that liberaliza- 
tion until contributions are interpreted by law to include payments 
made to member schools. Congressman Ford of Michigan has sub- 
mitted a bill, H. R. 645, which is an attempt to correct this condition. 

Now the case that I have made in six different points is this: I 
would like to just point out briefly that on the report I would like 
to take No. 2, and that is this point, that taxes paid for the support 
of public schools and tuition paid for the support of Christian shoehs 
are analogous. In other words, both payments are used essentially 
for the same purpose, and yet they are treated differently in the tax 
law. The first is deductible, and the second is not. 

The focal point here is not the fact that certain people pay both 
ae and tuition, but that such payments are not treated equally in 
the law. 

But a more major point in our case is the one I have described as 
No. 3: The tax law causes an inequity to exist between Christian pa- 
rental and parochial schools. Again, these objectives of the Christian 
parental and the parochial schools are similar, but there is an inequity 
in this respect: the contributions made by certain parochial groups— 
for example, Catholic and Lutheran—for the operation of their 
schools, which are owned and operated by the church, are made to 
one integrated church body. It is impossible for Internal Revenue 
Service men to segregate or differentiate such payments. 

A few years ago we had a conference with an official in the Internal 
Revenue Service here in Washington, and his testimony was this: 
He recognized the inequity, but the Internal Revenue Service did not 
have the manpower to enforce an equitable enforcement of the law. 

We feel that, because we have a very democratic system of operating 
private Christian schools, we are being penalized over against the 
monolithic system of operating Christian schools. 

The next point I would like to amplify is that the spiraling costs 
of education in both public and Christian private schools justify tax 
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relief for the citizens supporting both. Both such schools are per- 
forming public services. The Christian schools, too, are raising the 
aad oi ctinmaicies They are making a significant contribution to 
raising the quality of education. 

There are two schools of thought that come in this point, and one 
is that there is a fear that any relief or tax arrangement would be a 
violation of the principle of separation of church and State. I doubt 
very much that that would be true. 

And I submit my fifth point as an argument of judgment. Hence, 
it has its limitations. But I am sincere in this contention, as well 
as the two organizations that I represent, that broadening the defini- 
tion of contribution to include tuition payments by Christian school 
parents will, no doubt, stem the agitation for public support of private 
education. I think that definitely upholds the principle rather than 
violates it. 

There is much demand on the part of certain groups for public 
support. I would like to make it clear that the organizations that I 
represent are not making such demands and have no studies in the 
ofing that seem to indicate such demands will be made. However, 
I believe that a tax relief for a specific instance such as this, the 
inequity that we are in, will certainly have a strategic effect in lessen- 
ing the demands for public support. 

hen there is a problem with respect to the strictly private schools, 
and I recognize that internal-revenue officials, as well as Congressmen, 
may have a fear that this sort of thing would be an opening wedge 
for allowing the other tuition deductions. But I think the argument 
is very sound, and that is tuition payments for a strictly private 
school are to cover the cost of an education designed for personal 
advantage. A parent sends his child to a private school if he can 
afford it. The question of religious conviction is not involved. 

The last point I would like to substantiate is this: The payments 
that are made to the parental Christian schools, even though they 
are called tuition, are for all practical purposes minimum suggested 
contributions. There is no standard of uniformity by which tuition 
is set. Some schools set 50 percent of the operation cost, and othe 
set 75 percent. ; 

Again, children are not barred from our members’ schools if they 
are unable to pay the full tuition. Such cases become benevolent sub- 
jects of various supporting churches. Hence, because of the religious 
principle involved, that these people believe that they must send 
their children to parental Christian schools, such payments are actu- 
ally not bona fide tuition. 

ow we are certainly grateful for the concern that Congress has 
for the educational expenses of taxpayers. I believe certainly that 
any tax relief in this instance will be reflected in a better support of 
the schools in our organization. We have the unity and we feoe the 
homogeneity to say that our constituency will turn such savings into 
better schools, We had hoped that at one time there might be an 


order from the Bureau of Internal Revenue which would get rid of this 
inequity which we know exists, but we believe that because that has 
not been forthcoming the minor bit of legislation is the right way to 
correct It. 
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We certainly appreciate this opportunity to air our problem, and 
we trust that you may ce it sincere consideration. 

The Cuarrman. We thank you very much, Mr. Vander Ark, for 
bringing this information to the committee. You can be assured that 
consideration will be given to your problem in connection with the 
work of the committee. 

Are there any questions? 

If not, thank you, sir, very much. 

Our next and final witness is Mr. Robert J. Lloyd. 

Will you please come forward and give your name, address, and 
the capacity in which you appear for the benefit of the record ? 


STATEMENT OF ROBERT J. LLOYD, PRESIDENT, MUTUAL FIR 
COLUMN CO., TACOMA, WASH. 


Mr. Luoyp. Mr. Chairman and members of the Ways and Means 
Committee, my name is Robert J. Lloyd, from Tacoma, Wash., presi- 
dent and owner of the Mutual Fir Column Co. 

I appreciate the opportunity to submit testimony in connection 
with income tax and, so far as practical, will attempt to confine it to 
a closely held corporation such as my own, to wit, one that does from 
three-quarters to one million dollars’ worth of business a year in the 
highly competitive field of manufacturing forest products from lumber 
into housebuilding materials for distribution in interstate commerce ; 
a company with modern buildings and equipment, considerably above 
uverage in efficiency, enjoying marked stability of employment, man- 
aged by a man who has spent nearly 50 years in the business and the 
past 27 years directing the affairs of this cpeents 

During the 27 years there have been years of loss and those of gain. 
Offsetting one to the other, the average annual profit before taxes has 
been $17,263.80. 

I would like to say that it is a $300,000 business, capitalized. Let us 
examine what happens to this profit under current taxation rates. 
Here it is: $17,263.80 before taxes, $3,798.04 normal corporation tax 
$13,465.76 remainder. 

Under section 531 of the Internal Revenue Code, as you know, 
the corporation is still under the threat at least of being required to 
pay out 70 percent of its earnings in dividends. Thus, it happens 
these dividends to me fall in a 56-percent tax bracket, and to follow 
through here is what happens to that: $13,465.76 times 70. percent, 
$9,426.03 paid out; $9,426.03 times 56 perecent, $5,178.58 tax on divi- 
dend ; $4,039.73 retained by corporation. 

The owner received for his trouble $4,247.45; the corporation re- 
tained, $4,039.73 ; income taxes took $8,976.62. 

Obviously this line of reasoning favors carryback and carryover 
on profit, just as exists at present on loss. It would give us some relief. 
We make the point because the ups and downs are so erratic that much 
of our profit, when we had it, fell in the 52-percent bracket, making 
our average rate of taxes on profits received actually 46.11 percent, 
with the dividends taxed to the stockholder correspondingly more 
expensive. 

There is much about the Small Business Administration which I 
feel is only another burden to bear. For instance, it loans money at 
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interest to businesses who often cannot borrow from local financial 
institutions who know them best. This tends to keep these firms alive 
when by their own inadequacies they should pass on. 

There are exceptions, naturally, but local banks are usually pretty 
anxious to loan money where need and integrity travel together. 

It seems to me there is something immoral about taking exorbitant 
taxes from soundly operated small business and then handing that 
money out to unsound and failing marginal ventures, sometimes 
actually to competitors in the same field as the good taxpayer. Keep- 
ing these uneconomical firms in business at all just demoralizes markets 
and business standards and postpones for a while their usual ultimate 
failure. 

There is no reason why the small business tax take should not be 
commensurate with good business practices. If this were done, small 
business is capable of taking care of itself. That is the opportunity 
it seeks. Wholesome private enterprise relieved from its crushing 
tax burden can keep this country strong. It is willing to assume 
that responsibility. 

I hope the Small Business Administration will be abolished by the 
Congress with all possible ape. It has no place in the picture. 

Representatives Sadlak and Herlong are opening the way for order- 
ly tax reduction, and I hope the Congress will support the intent of 
these two House resolutions. Unless am and other steps are taken to 
correct the present inexcusable inequities, I am quite certain that 
someday you gentlemen are going to face an irresistible public demand 
for a constitutional amendment limiting the extent to which taxes can 
be levied. That time, in my opinion, is not far off if things continue 
as they are now. 

The Cuarrman. Mr. Lloyd, we thank you for your appearance and 
the information given the committee. 

Are there any questions? 

If not, we thank you, sir. 

é , sa next witness is our colleague from Florida, the Honorable Paul 

. Rogers. 

Mr. Rogers, although we know you well, will you please, for pur- 
poses of the record, give us your name, address, and the capacity in 
which you appear ? 


STATEMENT OF HON. PAUL G. ROGERS OF FLORIDA 


Mr. Rocers. Thank you, Mr. Chairman. My name is Paul G. 
Rogers. I represent the Sixth Congressional District of Florida. 

Mr. Chairman, it is a privilege to present testimony before your 
committee on H. R. 9928, which I have introduced, and identical bills 
before your committee, for I feel this is very meritorious legislation 
and long overdue the teachers of our Nation. 

In these critical days facing our Nation, I feel the passage of this 
legislation will bring an increased incentive so greatly needed in the 
educational field by allowing our teachers to deduct from Federal 
income tax, expenses for tuition, books, other equipment, travel and 
living expenses while away from home up to the limit of $600 per 
year. 
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Mr. Chairman, I have received a number of letters from the teachers 
residing in my district, urging favorable enactment of legislation 
allowing them to deduct from gross income, expenses paid for their 
continuing education. I urge the committee to look with favor upon 
this legislation and report it favorably. 

Thank you again for allowing me to present testimony to you on 
this legislation which I feel is necessary and equitable. 

(The above-mentioned bill follows :) 


(H. R. 9928, 85th Cong., 2d sess.] 


A BILL To amend the Internal Revenue Code of 1954 to allow a deduction from gross 
income for certain amounts paid by a teacher for his further education 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) part VII of subchapter B of chap- 
ter 1 of the Internal Revenue Code of 1954 (relating to additional itemized 
deductions for individuals) is amended by redesignating section 217 as section 
218 and by inserting after section 216 the following new section: 


“SEC. 217. EXPENSES OF TEACHERS FOR FURTHER EDUCATION. 


“(a) ALLOWANCE OF Depuction.—In the case of a taxpayer who is an estab- 
lished teacher (as defined in subsection (b) (1)), there shall be allowed as a 
deduction the expenses paid during the taxable year by such teacher for his 
further education (as defined in subsection (b) (2)). 

“(b) DEFINITIONS.—For purposes of this section— 

“(1) the term ‘established teacher’ means an individual who is employed 
on the educational staff of a public or private school accredited by the 
accrediting agency of a State or Territory or by a regional accrediting 
agency ; and 

“(2) the term ‘expenses paid during the taxable year by such teacher 
for his further education’ includes all expenses which are incurred by an 
established teacher (as defined in paragraph (1)) for tuition, books, and 
other equipment, travel, and living expenses while away from home (to the 
extent that they exceed his normal living expenses), and which are paid 
by him during the taxable year in connection with his enrollment in a course 
or courses of education at an institution of higher education accredited by 
the accrediting agency of a State or Territory or by a regional accrediting 
agency. 

“(c) LimiratTions.—The deduction allowed a taxpayer under subsection (a) 
shall not exceed $600 for any taxable year; and no expense shall be allowed as 
a part of such deduction if such expense is allowable as a deduction under 
section 162 (relating to trade or business expenses ).” 

(b) The table of sections for such part VII is amended by striking out 

“Sec. 217. Cross references.” 

and inserting in lieu thereof 

“Sec. 217. Expenses of teachers for further education. 

“Sec. 218. Cross references.” 

Sec. 2. The amendments made by the first section of this Act shall apply only 
with respect to taxable years beginning after December 31, 1957. 


The CuarrMan. We will now hear from our colleague, the Honor- 
able Car] Elliott, of Alabama. 


STATEMENT OF REPRESENTATIVE CARL ELLIOTT, OF ALABAMA 


Mr. Exuiorr. Mr. Chairman, I appear before this committee in 
support of my bill, H. R. 5466, to amend the Internal Revenue Code 
of 1954 to permit schoolteachers and administrators to deduct ex- 
penses of attending classes to acquire additional training or 
education. 

My bill is different from most of the others you are considering 
in that it would allow any teacher or administrator to deduct from 
his gross income all expenses incurred in attending classes for the 
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urpose of acquiring additional training or education. I think this 
is justifiable. 

All studies of our current educational crisis point especially to one 
critical area—the shortage of teachers. We simply do not have 
enough of them. Many that are now on the job are inadequately 
prepared. We must do everything we can to encourage more stu- 
dents to go into teaching. To meet the present emergency, we need 
also to recruit other people to enter the teaching profession, such as 
housewives whose families are grown and people with college train- 
ing who have never taught before. To keep from depressing our 
educational standards by using people who have not been to school 
for a long time, we must encourage them to continue their education 
on a spare-time, extra-duty basis. This means they must go to after- 
school and night classes and attend summer schools. 

In addition, presently qualified teachers need to be encouraged to 
take refresher courses in order to keep them abreast of developments 
in their subjects and new teaching techniques. This will help to 
insure the vital, effective, and efficient instruction that we need 
so badly. 

A principal handicap to teachers who see their need for more 
education and wish to correct it is the expense. Costs of this activity 
include the tuition, fees, and books necessitated by the course, as well 
as transportation to and from the classes, or added board and room 
costs if the school is too far away from the place of employment to 
permit them to commute. Add to this the necessity of giving up 
summer or week-end employment that supplements their salaries, and 
possibly the costs of a babysitter if they have pone dependents. 

For many teachers these costs are prohibitive. Many others make 
the sacrifice. Others are forced to attend classes in order to maintain 
their jobs, regardless of the hardship this entails. Yet the teachers 
find that these expenses—vital to their position and desirable to the 
national interest—are not, with few exceptions, deductible as a neces- 
sary business expense. The result is that we are subjecting teachers 
to a double penalty. First, their salaries are substantially lower 
than that of others with equivalent training, and secondly, the neces- 
sary expenses of keeping up in their field are not deductible from 
taxable income. 

One of the pending Treasury regulations specifies that when 
courses are taken voluntarily they must not carry academic credit 
if deduction of their cost is to be allowed. Not many courses are 
offered that do not carry such credit and, in point of fact, very few 
teachers would be interested in pursuing courses if they did not carry 
credit. 

The regulation to the effect that a deduction may not be permitted 
if the teacher obtains a better position or is advanced in earning 
capacity, salary, status, or position is scarcely in step with normal 

rocedure in the teaching profession. A teacher may not have any 
idea of accepting a better position when he or she enrolls to take a 
certain course, and yet it is well known that very often superin- 
tendents of schools recruit new faculty members from teachers en- 
rolled in such courses. A large number of salary schedules for 
teachers are dependent upon courses which a teacher takes while in 
service. 
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The present interpretation of the Internal Revenue Service regards 
most expenditures for one’s education as panes personal expenses 
incurred for personal satisfaction. From what I have already said, 
it is difficult to justify this interpretation. 

What is sought, is not privileged treatment for teachers but simple 
equity. The Treasury is wrong to include professional teachers in 
the category with those who pursue a variety of leisure-hour courses 
obviously for personal satisfaction. Equally is the Treasury wrong 
in disallowing as a deduction teachers’ professional courses when it 
does allow to be deducted “refresher” courses of only a few days dura- 
tion that are frequent in other professions. Courses taken by teachers 
are usually set up on the basis of 30 clock hours, distributed over 6 
weaks for 1 hour each of 5 days a week, or 1 hour per night for 30 
weeks. This probably actually represents no more time than would 
be devoted to a subject in a om refresher course which might meet 
for 6 hours a day fora week. The length of the course is an unrealistic 
criterion for allowing a deduction. 

Teachers have succeeded in some cases in getting court decisions 
supporting the justice of their claims for deductions. However, such 
decisions have been interpreted in their narrowest possible applica- 
tion. It is clear to me that only through legislation can teachers be 
assured of equitable treatment in deduction of necessary expenses in 
comparison with other professions and with business, 

I urge the committee to report favorably my bill, H. R. 5466. 

The CuatrmMan. Our next witness is the Honorable Russell V. Mack 
of Illinois. ‘ 


STATEMENT OF REPRESENTATIVE RUSSELL V. MACK, OF ILLINOIS 


Mr. Mack. Mr. Chairman and members of the committee, the events 
of the past 6 months have brought forcibly to our attention the need 
to stimulate in every way possible the education of our youth. To 
do this properly our teachers, from the elementary grades through 
our universities must keep abreast of the rapidly inate advances 
in scientific and technical fields. 

This means that the teachers in increasing numbers must gain addi- 
tional knowledge through summer school courses, workshop sessions 
and in many cases through extension courses. Such training will 
insure the best possible education of our youth and a handsome return 
for the tax dollars being spent on our schools. 

I feel, Mr. Chairman that the bills introduced by Representative 
King and Representative Jenkins (H. R. 4662 and H. R. 5477) will 
provide one of the important solutions to this problem of improved 
education. They will remove much of the difficulty now facing our 
teachers in their efforts to improve their teaching skills. 

The proposed legislation would allow teachers at all levels to deduct 
up to $600 from their income-tax return for expenses incurred in 
taking summer courses and other types of improvement courses. Pro- 
fessional people in almost every other field can deduct similar ex- 
penses. The teachers should be granted equal consideration. 

It is true that present tax regulations recognize educational ex- 
penses of teachers as a deducible item. The vague wording and 
interpretation of the regulations, however, make it virtually impossible 
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for the average teacher to know when deductions can be made. This 
proposed legislation will correct this situation. 

I urge your approval of this tax revision on the grounds that it will 
be correcting a present discrimination against the teaching profession 
and in the belief that it will contribute much to the necessary upgrad- 
ing in our present educational program. 

"the CuarrMan. We will now hear from the Honorable John J. 
Riley, of South Carolina. 


STATEMENT OF REPRESENTATIVE JOHN J. RILEY, OF SOUTH 
CAROLINA 


Mr. Ruy. Mr. Chairman and members of the committee, first, I 
want to thank you for the opportunity of appearing before you in 
behalf of my bill, H. R. 6724. 

This bill would allow school teachers to deduct from Federal in- 
come tax their expenses in obtaining additional education or training 
in their profession. The bill also applies to college and university 
professors and to persons employed as school administrators. Allow- 
able expenses include the cost of books, tuition, and fees and the 
cost of travel, meals, and lodging while away from home. 

At present, such expenses are deductible by a teacher only when 
additional training is required in order to renew or retain a teaching 
certificate or to continue in a teaching position. The teacher must 
show that he was required to take additional training in order to hold 
his present position before he can deduct any expenses. It seems to 
me that this puts a teacher at a decided disadvantage when compared 
to a businessman or a professional man who, because of his self- 
employed status, is able to treat his expenses in taking courses or 
attending clinics as business expenses. My bill would allow similar 
treatment for teachers who take additional courses to better them- 
selves in their professions even though such courses are not required. 
The expenses would be allowed as deductions from gross income in 
arriving at adjusted gross income. 

I realize that there are a number of bills before you which are simi- 
lar to mine. But I believe my bill is the only one which will put the 
expenses under consideration on a similar basis to business expenses 
thereby making them deductible in arriving at adjusted gross income. 
I agree with the present tax treatment accorded self-employed indi- 
viduals which allows them to deduct their expenses for taking addi- 
tional training for self-improvement. But I feel that a teacher who 
spends his own money to better himself for the instruction of our 
young people is entitled to the same consideration. He should be able 
to deduct such expenditures from his modest salary before computing 
his taxes. 

The Cnuarrman. The next witness will be our colleague, the Hon- 
orable Glenard P. Lipscomb, of California. 


STATEMENT OF REPRESENTATIVE GLENARD P. LIPSCOMB, OF 
CALIFORNIA 


Mr. Liescoms. Mr. Chairman, I certainly appreciate the oppor- 
tunity to present to the committee a statement on the need for a 
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change in the Internal Revenue Code of 1954 to allow teachers in- 
come-tax deductions for certain educational and travel expenses. 

Today more and more educational institutions and systems are 
requiring teachers to continue their studies as a normal occupational 
requirement. In addition, the nature of teaching is such that addi- 
tional expertness and proficiency through further education are highly 
desirable. However, as matters stand, teachers who spend their own 
money to acquire additional education in most instances are unable to 
gain meaningful recognition of such expenditures under the Federal 
income-tax laws and regulations. 

For a number of years, various groups and individuals have endeav- 
ored to have teachers’ continuing educational expenses recognized in 
the income-tax regulations as a deductible item of business expendi- 
ture for income-tax purposes, first under the Internal Revenue Code 
of 1939 and then under the Internal Revenue Code of 1954. The 
results, however, have been very discouraging and largely unfruitful. 

In 1950, a Virginia schoolteacher, Mrs. Norah P. Hill, did succeed 
in obtaining a favorable court ruling allowing her to deduct the ex- 
penses of a summer-school course on the ground that the expenses 
were necessarily incurred by her to maintain her teaching certificate 
in Virginia. However, though the Bureau of Internal Revenue then 
modified its regulations to permit such deductions, it restricted the 
scope of the regulations to the ruling in that particular case, ruling 
that only when summer-school expenses are incurred by a public 
school teacher to maintain the teaching position were they deductible 
as ordinary and necessary business expenses, or when the facts were 
similar to that case. As it turned out, little relief was afforded to 
teachers. 

Many teachers residing in the 24th Congressional District of Cali- 
fornia have contacted me, expressing grave concern over what they 
considered gross inequities in the treatment of teachers as compared 
with deductions available to other individuals who are in the trades, 
businesses, or the professions. As a result of these protests, I have 
been in touch with the Bureau of Internal Revenue concerning this 
matter over the course of many months. 

In July of 1956, the Internal Revenue Service, Department of the 
Treasury, proposed new regulations relating to expenses for educa- 
tion under the Internal Revenue Code of 1954 (published in the Fed- 
eral Register, July 10, 1956, p. 5093, vol. 21, No. 1382). It was an- 
ticipated that the new regulations would contain more liberal pro- 
visions relative to teachers’ education expenses. However, the 
regulations as proposed appear to be even more restrictive than those 
presently in effect. 

Briefly, under the regulations as proposed, a teacher’s expenses for 
education would generally not be deductible if the expenditure is 
made, or would have the result of obtaining a position for the tax- 
payer, establishing or enhancing substantially his reputation in trade 
or business, substantially advancing him in salary, earning capacity, 
status or position, or primarily fulfilling the general cultural aspira- 
tions or other personal purposes of the teacher. 

Among the sooenlind exceptions to the general rule is that an ex- 


penditure made by a teacher for education which is a prerequisite to 
continued employment is deductible, This exception is so qualified 
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however as to render it practically meaningless. Thus, it would be 
provided that a teacher could deduct education expenditures if the 
education is a prerequisite to his continued employment even though 
academic credit accrues (which under another part of the section 
would be a factor weighing against a taxpayer’s deducting educational 
expenditures) but it is provided that, even so, the expenditures are 
not deductible if they have the result of obtaining a different position 
for the taxpayer, establishing or enhancing substantially his reputation 
in his trade or business, or substantially advancing him in earning 
capacity, salary, status, or position. Therefore it would appear that 
under the proposed regulations, even if a schoolteacher were required 
to take a summer-school course to retain his or her position, if at the 
same time it would qualify the teacher for a raise in salary, there 
could be no income tax deduction. 

In September 1956, I filed a statement with the Internal Revenue 
Service for consideration at the hearing on the proposed rule-making, 
stating that the rules as proposed would unduly discriminate against 
teachers, and stating that the obstacles interposed by the rules are so 
formidable that in practical effect, few if any teachers could ever 
qualify for tax deductions for education and travel expenditures. The 
proposed regulations are still pending, and there is no indication that 
when they become effective they will provide for more equitable tax 
treatment for teacher’s education expenses. 

To correct this situation, I introduced H. R. 5390, 85th Congress, to 
amend the Internal Revenue Code of 1954 to provide that established 
teachers may be allowed an income tax deduction of not to exceed 
$600 in any taxable year for expenses incurred for further education. 
Items that would be included as expenses are tuition, books, other 
equipment, travel and living expenses while away from home, to the 
extent they exceed normal living expenses, and to the extent such ex- 
penses are paid during the taxable year in connection with a teacher’s 
enrollment at an accredited institution of higher learning. 

Numerous similar bills have been introduced this Congress to allow 
teachers deductions for continuing educational expenses, prominent 
among these being H. R. 4662 by Representative King, also of the State 
of California. I believe the fact that a number of Members of the 
House have introduced bills of this type indicates the growing concern 
in Congress over the plight of our teachers under the present income- 
tax laws. I also feel that enactment of this type of measure would aid 
considerably in improving education in this country through better 
qualified teachers. 

I would urge the committee to give serious consideration to this pro- 
posed legislation. 

The estate The next witness is the Honorable Thomas M. Pelly 
of Washington. 


STATEMENT OF REPRESENTATIVE THOMAS M. PELLY, OF 
WASHINGTON 


Mr. Petty. Mr. Chairman, I wish to express sincere appreciation to 
the committee for permission to include my testimony in support of 
H. R. 4662 to allow teachers to deduct up to $600 annually from their 
adjusted gross income for amounts spent for tuition, books and other 
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equipment, travel and living expenses away at school in an amount 
which would exceed normal living expenses at home. 

I urge favorable action by your committee because H. R. 4662 would 
remove an inequity in our tax law. Naturally, it is desirable to place 
an incentive for teachers to improve themselves in a scholastic way. 
But, rather my support of this legislation is based on the firm convic- 
tion that educators should have the same treatment taxwise as other 
professions. Aside from obvious points in favor of assisting teachers 
as such, I think the most important factor here is that H. R. 4662 would 
correct an inequity. I strongly urge that it be reported bie on 

The CuarrMAn. Our next witness is the Honorable Richard H. Poff, 
of Virgina. 


STATEMENT OF REPRESENTATIVE RICHARD H. POFF, OF VIRGINIA 


Mr. Porr. Mr. Chairman and members of the Committee on Ways 
and Means, I want to add my voice in support of an income tax de- 
duction for teachers on account of the money spent by them for re- 
quired refresher academic instruction. That principle is embodied 
in H. R. 4662 introduced by the distinguished gentleman from Cal- 
ifornia, Mr. King, H. R. 9347 introduced by myself, and several other 
bills now pending before your Committee. 

Under the income-tax laws, any money spent by the taxpayer for 
the production of taxable income can be deducted as a business or 
professional expense. Under those rules, businessmen can deduct 
money spent for entertainment of prospective customers and union 
members can deduct union dues. Membership fees in bar associations, 
medical societies and other professional organizations are treated as 
expenses necessary for the production of taxable income and accord- 
ingly are deductible for income tax purposes. The same is true of 
money spent to train employees in special skills. 

Under the laws of most States, including Virginia, school teachers 
are required periodically to take refresher academic courses at some 
educational institution in order to maintain their accreditation. Un- 
less they maintain their accreditation, they are not eligible for further 
employment or promotion as a teacher. The money spent for tuition, 
books, suplies, travel and living expenses while away from home comes 
out of their own pockets. 

Under the present law this money is not deductible for income tax 
purposes. Clearly it is an expense absolutely essential to the produc- 
tion of taxable income. Without spending it, the teacher could earn 
no salary at all. Certainly it is as much a business expense as money 
spent for customer entertainment and union dues. H. R. 4662 and 
H. R. 9347 would permit a school teacher to deduct up to $600 every 
year for money spent for refresher courses required to maintain ac- 
creditation or to further educational attainments in order to qualify 
for promotion in the teaching profession. Perhaps no person in our 
Nation’s economy with so much responsibility for the future growth 
and welfare of the Nation resting upon his shoulders is so underpaid 
as the school teacher. Most assuredly he is entitled at least to stand 
on the same footing with other taxpayers. 

Mr. Chairman, public sentiment strongly favors the passage of this 
legislation. Last fall, I made my annual visitation tour around the 
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Sixth Congressional District of Virginia. I was privileged to talk 
with many teachers in our public schools. Believe me, they are fully 
aware of the pendency of this legislation, and they are unanimous in 
their suport of it. I also met with several parent teacher associations 
and other groups and individuals interested in the cause of education. 
These people, while completely detached from the teaching profession 
themselves, and therefore entirely objective, felt that the teachers are 
victims of discrimination in the field of income tax deductions for 
essential professional expenses. This attitude was reflected not alone 
by parents of school age children but by business and professional 
men and women who are accustomed to deduct their own expenses 
incidental to the production of taxable income. With respect to the 
present exclusion of teacher expense deductions, the typical remark 
was, “Why, that simply isn’t fair to the teachers!” That remark is 
entirely accurate. 

Mr. Chairman, in my files I have 45 petitions signed by a total of 783 
teachesrs in my district calling for favorable action on this legisla- 
tion. I also have 22 resolutions passed by educational and civic or- 
ganizations endorsing the measure. I have not yet been able to count 
the number of letters from individuals, both teachers and non-teachers 
and both from inside and outside my district. 

Mr. Chairman, if our teachers were asking for some special or pre- 
ferred tax treatment, this committee might be justified in turning a 
deaf ear to their entreaty ; but they are asking only for equal tax treat- 
ment. They deserve a sympathetic ear. 

The CHarrman. Our next witness is the Honorable LeRoy Ander- 
son, of Montana. 


STATEMENT OF REPRESENTATIVE LeROY ANDERSON, OF MONTANA 


Mr. Anperson. Mr. Chairman, I will support any measure the Con- 
gress can provide for the improvement of our educational processes. 
While no one believes that a simple adjustment of a teacher’s income 
tax can permanently overcome the shortcomings of our educational 
system, I’m firmly convinced that H. R. 4662 will make a substantial 
contribution. 

We ought, if for no other reason, to ease the financial plight of teach- 
ers as a belated token of our esteem. But even on the grounds of pure 
selfishness we ought to support the measure. We are in desperate 
need of more teachers, but above all, better teaching. A good educa- 
tion is no longer a luxury of the few; it is nothing less than a necessity 
for national survival. 

Good teachers are not born with their talents fully developed. 
Rather, they are created and nurtured by a society which honors and 
reverses knowledge and generously provides the conditions for its ac- 
quisition and dissemination. Unfortunately, large sums of money 
are one of the conditions. We, in Congress, fortunately, are in a posi- 
tion to do something about that condition. By granting teachers 
some financial relief in their graduate work we not only honor their 
efforts, but stimulate them to still greater proficiency. Can we do less 
for those who sacrifice vacations and their own meager salaries for 
something which benefits all? Surely, if the Congress can regard 
entertainment as a legitimate business cost we can regard the invest- 
ment a teacher makes in education as worthy of the same treatment. 
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Indeed, the Bureau of Internal Revenue already recognizes and per- 
mits lawyers, physicians, and business executives to treat the costs of 
further professional training as a deductible item from their gross 
income. 

An allowance of not more than $600 as deductible from gross income 
for teachers can hardly affect the Treasury to any significant extent. 
Yet, that small allowance may well mean the difference between a 
good and a bad teacher. The negligible loss of the Treasury will be 
the priceless gain of the Nation. The teachers are not asking for 

references; they want and deserve nothing less than equity. And, 
support them. 

I, therefore, strongly urge the committee give a favorable report on 
H. R. 4662. 

The Cuarrman. The next witness will be the Honorable Charles E. 
Chamberlain, of Michigan. 


STATEMENT OF REPRESENTATIVE CHARLES E. CHAMBERLAIN, OF 
MICHIGAN 


Mr. CHAMBERLAIN. The teachers of America have made many no- 
table contributions to the welfare of our country. Since the end of 
World War II they have struggled with increased enrollments, a con- 
tinuing classroom shortage, and a continuing lag in their participation 
in the rising standard of living. 

Members of the teaching profession in America have also been handi- 
capped by an inequity in our current tax laws. Unlike the business- 
man, the attorney, and most other professionals, the American teacher 
has been penalized by our tax laws when he spent money in order to 
further his career. The ambitious, energetic teacher who attends sum- 
mer session or pursues further education in extension classes, in order 
to become more competent, obviously incurs certain expenses. There 
are payments for tuition, books, transportation, and, in the case of out- 
of-town classes, the increase in the cost of living above normal living 
expenses. To date, under the Internal Revenue Code of 1954, teachers 
have been paying these expenses out of their own pockets and have 
been unable to deduct them from their taxable income. The only ex- 
ceptions, the only group to enjoy deductibility are those teachers who 
had to attend classes to keep their jobs, who faced the alternative of 
being fired. Current interpretations of the code penalize the ambi- 
tious, voluntary student, eager to improve himself. 

As a former internal revenue agent with the United States Treasury 
Department I am aware of the difficulties in administration in the tax 
laws, and the inadvertent inequities which may arise as collectors of 
internal revenue vary in their interpretations from district to district. 
On the one hand, it is good to know that the Internal Revenue Service 
has been increasingly restrictive and has been jealous of the taxable 
revenue which is meant to accrue to the Federal Government. On the 
other hand, as a Member of Congress, I am now fortunately in a posi- 
tion to state more clearly and explicitly that the Internal Revenue Code 
should reflect an encouragement of teachers to upgrade themselves 
and to improve their competence. 

I understand that no less than 30 Representatives and 11 Senators 
have introduced bills to enable teachers to deduct limited educational 
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expenses and I am eager to avail myself of this opportunity to join 

my colleagues who support H. R. 4662 with the hope of providing more 

— tax treatment for the teachers, school administrators, and 
ucators of America. 

In these critical times, it is doubly important that teachers enjoy 
first-class citizenship and the prestige they so richly deserve. I am 
to associate myself with my fellow Michigan Representatives, 

obert J. McIntosh (H. R. 6326), and William & Broomfield (H. R. 
10104), and Senator Charles E. Potter (S. 1695). 

I urge that we provide equitable tax treatment for our teachers by 
adding the provisions of H. R. 4662 to the Internal Revenue Code. 

The CHarrman. Our next witness will be the Honorable George 
McGovern, of South Dakota. 


STATEMENT OF REPRESENTATIVE GEORGE McGOVERN, OF 
SOUTH DAKOTA 


Mr. McGovern. Mr. Chairman and members of the Committee, we 
all recognize the critical role that teachers play in our country. With 
so much attention focused on our schools of late, we should consider 
carefully all of the elements that make up a strong educational sys- 
tem. r. Chairman, there is one fact that underlies all of education: 
= is no school system that is one bit better than the teachers who 
staff it. 

A good teacher, just as a good doctor or a good lawyer, must possess 
a rare combination of personal qualities. Beyond those, however, the 
one indispensable element of good teaching is a thorough knowledge 
of the subject being taught. 

This means that a teacher must be a well-educated person. He 
must have a sound knowledge of his field and must keep himself 
abreast of current developments. Recognizing this need, most school 
systems encourage teachers to refresh their education by taking col- 
lege and university courses during the summer vacation period. In 
a world where knowledge changes so rapidly that what is new today 
is obsolete tomorrow, this is not a luxury—it is a necessity. 

Yet, a curious situation exists. While doctors, lawyers, and other 
classes of professional people are allowed to deduct, for income-tax 
purposes, expenses incurred in advancing their education, teachers 
are not given thisconsideration. It is unthinkable to me that teachers 
should be denied this small encouraging boost toward preparing them- 
selves as thoroughly as possible for the vital task they perform. 

We have heard much about the necessity for providing an atmos- 
phere of respect in this country for learning and educational achieve- 
ment. It is my belief that by this gesture, the Federal Government 
can do much to help provide such an atmosphere. 

I should like to stress one point, in particular. As a former 
teacher, I am absolutely opposed to legislation that would set teachers 
apart from anyone else and provide special favors for them. Not 
only would this be unfair to others, but it would be a disservice to 
teachers, as well. I am, however, just as strongly in favor of any 
legislation that would put the teaching profession in a position of 
equality with other professional groups. The purpose of the legisla- 
tion under consideration is to remove artificial barriers to attaining 
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this position, and for that reason, I add my wholehearted support. 

Thank you for your courteous attention. 

The Cuarrman. And that concludes the call of the calendar for 
today, and, accordingly, the committee adjourns until 10 o’clock 
tomorrow morning. 

Mr. Kine. I wish to ask unanimous consent to have inserted in the 
record this statement of Mr. Lionel DeSilva, executive secretary of 
the California Teachers Association. 

The CrarrMAN. Without objection, it will be included in the rec- 
ord. 

(The statement is as follows :) 


STATEMENT OF THE CALIFORNIA TEACHERS ASSOCIATION, PRESENTED BY LIONEL 
DeSiiva, Executive SECRETARY, CALIFORNIA TEACHERS ASSOCIATION, SOUTHERN 
SECTION 


The California Teachers Association was organized in 1863, and now has 
over 95,000 members who are teachers, administrators, and other school per- 
sonnel in the California schools. 

It strongly supports the principles embodied in H. R. 4662, as it believes that 
members of the teaching profession should receive tax equity with other pro- 
fessions, 

California Teachers Association takes its stand on the solid premise of 
justice and equity, and not for special treatment for the group it represents. 
The very nature of the teaching profession requires its members to keep abreast 
of changes in human knowledge. Accordingly, professional education is a 
necessary business expense, and should be accorded recognition by legislative 
action of the Congress. Such action would make consistent what are now 
varying interpretations of existing law. 

CTA strongly supports the King-Jenkins bill as a major step in achieving 
tax equity for the teaching profession in the United States. 


The Cuarrman. The committee stands adjourned until 10 o’clock 
tomorrow morning. 
(The following letters and statements were filed with the com- 


mittee: ) 
House OF REPRESENTATIVES, 
Washington, D. C., January 25, 1958. 
Hon. Witsur C. MILs, 
Chairman, House Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHArRMAN: Since it was not possible for me to testify in person 
before your committee in support of H. R. 4662, I should like to ask that this 
letter be included in the record of the hearings now going on before the Com- 
mittee. 

To keep our democracy a living vital organism, we must have good schools. 
This means the continuous upgrading of teachers through educational growth. 

It is imperative that the penalty now applied to teachers by our tax laws 
for self-improvement be eliminated. Teachers must be permitted to treat educa- 
tional expenses as a deductible business expense—a right now granted to other 
professions. 

May I urge that favorable consideration be given to H. R. 4662 by your com- 
mittee. 

Very truly yours, 
THor C. TOLLEFSON, 
Member of Congress. 


House OF REPRESENTATIVES, 
Washington, D. C., January 22, 1958. 


Hon. Wiisur D. MILts, 
Chairman, House Committee on Ways and Means, 
Washington, D.C. 


Dear Mr. CHarRMAN: I am enclosing the letter dated January 15, 1958, which 
I received from Dr. Cleveland A. Thomas, principal of Francis W. Parker School, 
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which is located in my district, and of which I have the honor to be a member 
of the board of trustees. 

I would appreciate very much your submitting it for the consideration of the 
committee and placing it in the record of the hearings now pending before your 
committee. I believe that Dr. Thomas makes some cogent arguments, and I agree 
with them. 

Sincerely yours, 
SmpNEy R. YATES, 
Member of Congress. 


Francis W. PARKER SCHOOL, 
Chicago, Ill., January 15, 1958. 
Congressman Srpney R. YATEs, 
House of Representatives, 
Washington, D.C. 

Dear Mr. YATES: I am aware that the current session of Congress may well 
consider H. R. 4662, a bill which would permit teachers to deduct from taxable 
income professional expenses up to $600, for instance, for tuition, books, and 
travel in connection with enrollment in one or more courses at a college or 
university. Since this would put teachers professionally in the same position 
as lawyers and doctors, and since the teaching force of this country certainly 
needs financial aid, I should like to register my strong feeling that this bill 
should become law and my equally strong hope that you will do all you can to 
foster the passage of this bill. I should like to register equally strongly my 
feelings that there should also be passed the two proposals before the House 
Ways and Means Committee, one of which would extend to nonprofit educa- 
tional institutions certain excise tax exemptions now available to public edu- 
cational institutions, and the other calling for a tax credit for tuitions paid for 
education above the 12th grade. Certainly it is common knowledge that our 
nonprofit educational institutions are suffering severely under current inflation. 
To lose them would be to lose one of American democracy’s major bulwarks, so 
that I hope you will see fit to support this effort to bolster the position of non- 
profit educational institutions. The tax credit paid for tuitions paid for educa- 
tion above the grade seem to me equally, or nearly equally, essential. The 
eost of college education is now so high that the impact it has on particu- 
larly middle bracket families is a very severe one indeed. I am thinking partic- 
ularly of the group of people whose salary falls in the $10,000 to $15,000 bracket 
who are unlikely to be awarded financial assistance by colleges and who have 
absolutely no chance with current conditions of putting away a sufficient reserve 
to meet the $8,000 it now costs to send a youngster through college. It is cer- 
tainly equally true that those of lower incomes who may or may not receive 
scholarship aid certainly need this tax aid as well. In a time when we are 
particularly concerned that children able to go to college intellectually not be cut 
out because of economics, it seems to me that such a tax would be a very real 
assist in the direction of setting these young people on the path to college. 

Sincerely yours, 
CLEVELAND A. THOMAS, Principal. 





HOvsSsE OF REPRESENTATIVES, 
Washington, D. C., January 29, 1958. 
Hon. Witsvur D. MILLs, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D.C. 


Dear Mr. CHAIRMAN: I respectfully request early and favorable considera- 
tion of the proposal to permit teachers to deduct educational expenses for in- 
income-tax purposes. 

This seems to me only simple justice. Educational expenses for teachers are 
a business expense similar to the expenses other professional people are per- 
mitted to deduct. 

Add to this the fact that the status and attractiveness of the teaching profes- 
sion must be increased in order to induce qualified persons to enter the field. 
Elementary economics would suggest that one of the ways this can be achieved 
is the increase of take-home pay to cope with the high cost of living. This 
country can no longer afford the luxury of an underpaid, overworked, half-quali- 
fied teaching force. Our educational crisis demands fast and generous action 
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toward our teachers and future teachers. The present proposal seems to me the 
very least we can do to start moving on toward the solution of our educational 
problems. 
May I ask that you include this letter in the record of your consideration 
of the proposal. Thank you for your courtesy. 
Sincerely, 


Cora KNUTSON, Congresswoman. 


HOUSE OF REPRESENTATIVES, 


Washington, D. C., January 28, 1958. 
Mr. Leo H. Irwin, 


Clerk, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Deak Mr. Inwin: When hearings are held on the King-Jenkins bill, H. R. 4662, 
and related legislation, it will be thoroughly appreciated if you will include 
the enclosed resolution of the Board of Education of the Monterey City School 
District in the printed hearings. 

Sincerely yours, 


CHARLES M. TEAGUE, M. C. 


MONTEREY PUBLIC SCHOOLS, 
Monterey, Calif. 
Whereas the Board of Education of the Monterey City School District believes 
that the Internal Revenue Code should be amended to establish a uniform policy 
granting tax exemptions for professional expenses, now therefore be it 
Resolved, That the board go on record as favoring the King-Jenkins bill 
(H. R. 4662) which will permit teachers (including college teachers) to deduct 
from Federal income tax, expenses for tuition, books, other equipment, travel 
and living expenses while away from home (to the extent that they exceed 
normal living costs) up to a limit of $600 per year, and be it further 
Resolwed, That a copy of the resolution be sent to Congressman Charles M. 
Teague, Washington, D. C. 
Adopted this 20th day of January, 1958. 
WALTER H. WARFIELD, 
Chairman of the Board. 


HOUSE OF REPRESENTATIVES, 
Washington, D. C., January 14, 1958. 
Hon. WILBUR MILLs, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear COLLEAGUE: I am enclosing a letter which I received today from Mr. 
R. C. Henderson, principal, Emma B. Clemons School, Nashville, Tenn., in support 
of H. R. 4662. 

Mr. Henderson presents a very fine argument for this legislation and I shall 
appreciate the committee making the letter a part of the record on this subject. 

Sincerely, 
J. CARLTON LOSER. 


EmMMaA B. CLEMONS SCHOOL, 
Nashville, Tenn., January 13, 1958. 
Hon. J. CARLTON LOSER, 
House of Representatives, Washington, D. C. 


My DEAR Mr. Loser: I understand the House Ways and Means Committee will 
begin hearings on proposed revisions of the Internal Revenue Code during this 
month. I am very interested in the King-Jenkin bill, H. R. 4662 as a justifiable 
relief to the teaching profession. I am, as other teachers are, interested in doing 
additional work in an institution of higher learning in order that I might be 
prepared to do a better job of training boys and girls so that they will be prepared 
to take their places of responsibility in our society. 

I feel like a teacher is showing evidence to become a better teacher when he/she 
takes the extra time and money to attend summer school, participate in confer- 
ences, or take additional courses at night. I do not see any difference in a teacher 
doing this and a businessman trying to get more business for his firm. The 
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businessman may go to almost unlimited expense to get the extra business and 
deduct it from his income tax. Yes, he may even load his prospect into a plane 
and go to Florida, enjoy good food, entertainment, and nice hotel suites. He 
doesn’t mind because he is trying to get more money and his expenses are deduct- 
ible. The teacher spends money and time to try to become a better qualified per- 
son for an all-important job and the internal revenue may say “Not deductible.” 
Mr. Loser, this is not justifiable. 

I would appreciate you helping the teaching profession by seeing that it is 
made possible for a teacher to deduct expenses for additional training from 
income tax. I will be following the results of this bill. 

Respectfully, 
R. C. HENDERSON, Principal. 


Tue AMERICAN PARENTS CoMMITTEER, INC., 
New York, N. Y., January 22, 1958. 


The American Parents Committee urges the enactment of the King-Jenkins bill 
(H. R. 4662) which would allow teachers the income-tax deductions now granted 
to men in business and the other professions. 

Recent events have demonstrated that this country needs a strong effective 
system of education. Good teachers are the foundation of good schools. Without 
them our educational effort becomes flimsy and puerile. If they are to keep alive, 
alert, and an inspiration to students, teachers need to pursue new knowledge, make 
new contacts, and seek new horizons. Under today’s low salaries summer school 
and extra night-school work become almost a prohibitive expense. Teachers are 
further discouraged because they cannot deduct this expense from their gross 
income for income tax purposes as do the doctor, the lawyer, and the automobile 
salesman. 

We believe this is an injustice. America’s future demands that we have brain 
power trained, educated and inspired to take on the tasks that lie ahead. It 
cannot be done without good teachers. Let us help produdce those teachers by 
encouraging, not discouraging, them to take advantage of the extra study which 
will improve their teaching competence. 

GeorGE J. Hecut, Chairman, 


Moon ScHOOLS, 
Coraopolis, Pa., January 15, 1958. 
Hon. WILBvR D. MILLs, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN MILLs: Congratulations upon your elevation of the chair- 
manship of the House Ways and Means Committee. 

Since this important committee is beginning hearings on the various revenue 
bills, we urge that you appeal to your committee members to give serious con- 
sideration to H. R. 4662. 

Many capable and worthwhile citizens could be lured back into the teach- 
ing profession (and we certainly need all we can get) if they knew that money 
spent for graduate work was a legitimate deduction on their tax return. 

It is only fair that educators should receive some tax relief if they are willing 
to improve their status as teachers by attending universities and colleges. 

Newton D. Baker once said, “The man who graduates today and stops learn- 
ing tomorrow is uneducated the day after.” 

I am confident the entire teaching profession of Pennsylvania (over 67,000) 
and every educator in the Nation will be grateful to the United States Con- 
gress for the passage of H. R. 4662. 

Sincerely yours, 
JOSEPH SIEGMAN, 
Chairman, Legislative Committee, Pennsylvania State Education Association. 





OHIO EDUCATION ASSOCIATION, 
Columbus, Ohio, January 6, 1958. 
WAYS AND MEANS COMMITTEE, 
House of Representatives, Washington, D. C. 
GENTLEMEN: The Ohio Education Association wishes to express its support 
of H. R. 4662 and other legislation introduced in the 85th Congress designed to 
provide tax equity for members of the teaching profession. 





GENERAL REVENUE REVISION 1089 


Since there will appear before your committee several competent witnesses 
who will discuss the technical aspects of the legislation, this statement is di- 
rected to the necessity for tax consideration which we feel should accrue to 
teachers in Ohio and the Nation. 

We are all well aware of the shortage of teachers which has resulted in 
boards of education employing personnel on temporary certificates. These teach- 
ers are being reemployed because of the national emergency in our public 
schools. However, they are required to take additional training at a con- 
siderable personal expense in order to meet the standards required by the re- 
spective departments of education in our country. Failure to meet such stand- 
ards does not necessarily mean that the teacher will be denied a teaching posi- 
tion or be fired by a board of education, as experience has demonstrated that 
substandards certificates are renewed most frequently because of the inability 
of the district to obtain a replacement. Certainly such teachers should be per- 
mitted to deduct such expenses for income tax purposes. Furthermore, just 
as in the legal and medical profession, standards have been raised in the teach- 
ing profession so that the public may be assured of more competent service. It 
is our contention that members of the profession should be encouraged to re- 
turn to school and broaden their educational experience so that they may better 
serve the children they teach. To be an effective teacher, learning must be a 
continuing experience, and denial of expenses in gaining such experience tends 
to discourage teachers from becoming more effective in their positions. 

We urge your committee to give favorable consideration to the passage of 
H. R. 4662. 

Respectfully submitted. 

JoHN P. McDowELt, President. 





MINNEAPOLIS AND St. PAUL DIVISION, 
MINNESOTA EDUCATION ASSOCIATION, 
St. Paul, Minn., January 14, 1958. 
MEMBERS OF HoUSE WAYS AND MEANS COMMITTEE, 
Washington, D. C. 


GENTLEMEN : The main purpose for my being here in Washington, D. C. today 
is to appear before this Ways and Means Committee of the House of Representa- 
tives to bring you the feelings of the teachers of St. Paul, Minn.; Hennepin, Ram- 
sey, Dakota, and Washington Counties; the Fourth Congressional District and 
the other teachers in the State of Minnesota who are concerned with the passage 
of legislation to amend the Internal Revenue Code of 1954, to allow deductions 
from gross income for amounts paid by a teacher for his further education. 

The teachers have felt for a long time that they should not be discriminated 
against but should be shown due consideration and allowed to deduct expenses 
which are incurred while attending summer school, night school, or taking 
courses to broaden their professional competence. I have felt and many other 
teachers share my thoughts also on this subject that the Congress of the United 
States should provide tax equity for teachers who spend their own money to 
improve themselves in their field. 

The American public, the Congress of the United States, now want to take 
action which will bolster education in America. I am certain that each one 
of you will agree with me that now, more than ever before, we need quality 
teachers in our classrooms in every field of education and at every level, teachers 
who have not stopped learning. Certainly teachers should not be penalized by 
Federal tax laws for expenses that in other professions and businesses are 
legitimately deductible. 

It is unthinkable that the rulings of the Internal Revenue Service are such 
that teachers in our land cannot take deductions for expenses incurred in while 
keeping up with their profession and in the same light allow other professions 
to claim such deductions thereby insuring them a tax savings. In contacting 
teachers in my State and asking them to indicate what their tax savings would 
be, they indicated they could save all the way from $40 to $150 if they could 
claim their expenses as a deduction. This is a very important piece of legisla- 
tion and the teachers today are waiting to hear that favorable action has been 
taken by this committee to include this type of legislation in the general tax 
revision for the benefit of the teachers of the United States. 

I feel it is important that the Congress of the United States spell out clearly 
to the Internal Revenue Service so the tax agents will have specific instructions 
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by which to follow. There have been cases where the Federal courts have ruled 
in favor of teachers so they could claim deductions. Since that time the Internal 
Revenue Service have made new rulings which are even more restrictive so 
that teachers in our land cannot take deductions for expenses incurred while 
to secure favorable consideration by congressional action and the passage of 
suitable legislation in this session of the 85th Congress. 

I sincerely hope this committee will give this matter favorable consideration. 

Conrap A. Horr, 
Representative of St. Paul and Minneapolis Division Legislative 
Committee. 


STATEMENT BY M. D. Mostry, Executive SEcRETARY, AMERICAN VOCATIONAL 
AssocraTION, INC., WASHTNGTON, D. C. 


My name is M. D. Mobley, executive secretary of the American Vocational 
Association, representing approximately 30,000 vocational and practical arts 
educators. We wish to express to the members of the House Ways and Means 
Committee our interest in an amendment to the Internal Revenue Code of 1954 to 
allow deduction from gross income for certain amounts paid by a teacher to 
increase his ability to teach or to carry on his duties as an educator. 

Vocational teachers must continually be upgraded in the subject matter which 
they teach, because of scientific and technological advancements. This upgrading 
is necessary if the instruction given is to meet current needs of the students. We 
can safely say that teachers of vocational subjects cannot retain their positions 
if they do not keep up-to-date in the occupation which they are teaching. 

In addition to keeping abreast of the changing occupations, it is necessary that 
certain of the vocational teachers take course in methods of teaching after they 
are employed as teachers. Vocational teachers in certain of the fields enter 
the teaching profession with a background of knowledge and evxperience in the 
subject taught but with a very minimum of professional training. To meet 
requirements set forth by laws and regulations for professional training in the 
various States these teachers must continue to take professional courses. 

We wish to also point out that many of the vocational teachers come from 
fields of work where people have been permitted deduction for expenses neces- 
sarily incurred in their occupation or profession. In many cases these vocational 
instructors have sacrificed salary to enter the teaching profession. This is 
usually done because of their intense interest in teaching. 

We feel it is only proper that they be permitted to deduct from their gross 
income expenses incurred in maintaining requirements for teaching. 

We sincerely hope that the members of this committee will give serious con- 
sideration to the proposed legislation for amending the Internal Revenue Code 
of 1954 to allow deductions from gross income for a minimum of $600 per year 
paid by a teacher for his further education. 


STATEMENT By Ropert R. MARTIN, SUPERINTENDENT OF PUBLIC INSTRUCTION 
CoMMONWEALTH OF KENTUCKY 


As a result of the announcement of Soviet technological achievements, the 
educational standards of the 48 States that comprise this Union have been 
subjected to a critical analysis. 

These Russian accomplishments, directly the result of prominent emphasis 
on a type of education in the Soviet Union, imply more than a mere chal- 
lenge to American education; they have created a mandate to the American 
people to elevate the stature of education or face the prospect of losing our 
position of leadership and prestige in affairs of the world. 

It is not enough to decry a lack of science and mathematics in our public 
schools and create legislation to strengthen these specific areas of our cur- 
riculums. The problem that faces us is not solely concerned with regaining world 
leadership in technical and scientific know-how; what does concern the peo- 
ple of the United States is world leadership itself as a means of achieving 
the peaceful and prosperous existence in the world community—and this can 
only be realized by improving all of education. 

Any legislation that can contribute to the strengthening of educational qual- 
ity in the various states—directly or indirectly—implies a responsibility on 
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the representative assemblies of State and Federal Governments that cannot 
be ignored or treated lightly. Legislation is now pending before the Congress 
of the United States which if enacted, can contribute in large measure to the 
improvement of educational quality. 

I refer to some 26 Senate and House proposals which would allow teachers 
to deduct from their gross incomes, expenses incurred in acquiring additional 
training; improving their service to children. An amendment to the Internal 
Revenue Code of 1954 which would allow such deductions presents to the Con- 
gress of the United States one opportunity for meeting the challenges to edu- 
cation that are now apparent. 

If enacted into law, this amendment will have two significant implications 
for achieving better educational quality : 

First, it will provide added incentive for teachers to equip themselves 
more adequately in their chosen fields by motivating them to continue their 
education while in service. Some States presently require their teachers to 
take certain specified courses in order to retain positions. In these cases, 
where teachers must take added training in order to remain in employment 
deductions are allowable. But even in these situations, new and apparently 
more restrictive regulations of the Internal Revenue Service appear discrim- 
inatory to educators when compared with other occupations. 

In order to offset critical shortages of teachers, many States have had to 
issue emergency teaching certificates. In Kentucky, 12% percent of our teach- 
ers have emergency status and another 27% percent have legal certificates 
based on standards less than the desirable minimum of college graduation. 

A person to whom an emergency teaching certificate is issued in Kentucky 
must secure additional college course work before the certificate is reissued. 
The purpose of this policy is to insure that these teachers will become fully 
qualified as quickly as possible. However, due to the lower salary level for 
emergency teachers, they are faced with extreme financial problems in securing 
the necessary additional college work required of them. As a result of this 
financial strain, many promising teachers in this category are lost to the pro- 
fession and are replaced with new teachers possessing the minimum training 
required for the emergency certificate. Obviously, this kind of a situation pre- 
vents stability throughout the teaching staff, and stability is one of the pre- 
requisites for educational excellence. 

The remaining 60 percent of Kentucky teachers have degrees and valid quali- 
fications but they also need additional training. A tremendous amount of new 
knowledge is now available to them. New information about how children grow 
and learn; new techniques in guidance, so vital in these times; new research 
studies in science areas and new concepts in the social studies and the humanities. 
For school administrators charged with ever-increasing responsibilities in our 
complex economy, there is new information available in school administration, 
school finance, school construction, and numerous other areas. Our well-quali- 
fied teachers and administrators need and want this new knowledge but like 
emergency teachers, they are faced with financial problems that prevent them 
from going back to school. 

Many teachers do gain additional training through summer school and ex- 
tension courses but many more would avail themselves of these opportunities 
if they were financially able to do so. Anything that will help teachers develop 
better skills is a practical step in advancing education and improving its quality. 

Secondly, if enacted into law this amendment would be of immeasurable value 
in uplifting the morale of teachers throughout the country. 

For too many years teachers have known the true meaning of Mark Twain’s 
famous comment about the weather—‘Everybody talks about it but nobody does 
anything about it.” Our citizens have great sympathy for the financial dilemma 
of the American school teacher. Nearly everyone with whom I have had occa- 
sion to talk in recent years admits that the primary weakness in American 
education is the ridiculously low-pay scale for teachers. We live in an economy 
that depends on dollars. Even the country doctor in the remotest rural area 
no longer receives home-canned food and side meat in payment for his services. 
Teachers also depend upon dollars and no matter how dedicated they may be, 
their level of living depends upon their take-home pay. The exigency of our pres- 
ent educational crisis begs an end to mere talk about low teacher salaries. 

If we are to improve education, we must improve the status and the prepara- 
tion of our teachers. The quickest and surest way to do that is to make teaching 
a profitable profession. Allowing teachers to deduct expenses for educational 
advancement is a move in that direction, but perhaps as important, it would 
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restore a sense of confidence to the teaching profession. It would be one demon- 
stration that the American people do place as much importance on the function 
of teachers in our free society as they do on ballplayers, firemen, business execu- 
tives and theatrical people who can deduct their expenses. 

It has been estimated that if enacted into law, this amendment would cost the 
Federal Government about $18 million annually in losses of revenue. In an age 
in which we are spending hundreds of billions of dollars for defense, we have 
seen with startling clarity the importance of the role education must play if that 
money is not to have been spent in vain. Eighteen million dollars is a small 
price to pay for any single contribution to revitalize educational leadership. 





PROPOSED LEGISLATION ON TAx DEDUCTIONS AND CREDITS FOR AID TO COLLEGE | 
STUDENTS 


Statement submitted by Ray Farabee, president (student, University of Texas), 
and Reginald H. Green, student affairs vice president (student, Harvard Uni- 
versity), representing the United States National Student Association, Phila- 
delphia, Pa. 


The United States National Student Association is happy to have this oppor- 
tunity to express its support for the adoption of tax credit or deduction legisla- 
tion designed to benefit students in institutions of higher education or persons 
bearing the major portion of students’ educational expenses. The national stu- 
dent congress of the association has consistently passed resolutions calling for 

f such action while the national executive committee last December termed income 
tax reduction for students a vital part of any adequate program to assist higher 
education. 

USNSA is a confederation of the democratically elected student governing 
| bodies of 351 colleges and universities with an enrollment in excess of 1 million 
e students in 44 States, the District of Columbia, and the Territories of Alaska and 
‘ Hawaii. We represent a majority of the undergraduates registered in accredited 
; 4-year institutions. Association policy is determined by the delegates of member 
fi campuses meeting in the annual national student congress. It is administered by 
the officers of the association elected by the congress delegates and supervised 
by the national executive committee composed of students elected to represent 
geographic regions of the United States. 

The 400 delegates to the 10th National Student Congress at the University of 
Michigan last August declared : 

“Financial obstacles often prevent the attainment of the educational goals of 
intellectually qualified students. Indeed, according to the findings of President 
Truman’s Committee on Higher Education, half of the top 10 percent of high 
school graduates do not attend college, many of them for economic reasons. In- 
creasing enrollments will intensify the need for financial aid for these students. 
Scholarships and loans, originating with individuals, businesses, the State govern- 
ments and/or the Federal Government, and Federal income tax relief are means 
by which student economic problems may be alleviated. 

“USNSA shall encourage additional programs fostering partial Federal income 
tax relief to students or to the person who incurs a major portion of the student’s 
educational expenses.” 

In December, the national executive committee reaffirmed this stand by unani- 
mous vote, declaring : 

“An adequate Federal program must include ; 


* * * * * * * 


“2. A tax credit policy developed along the following lines: 
“(a) Benefits to go to students or persons incurring the major portion of the 
student’s educational expenses ; 
“(b) Such benefits to be awarded in the form of a percentage of educational 
expenses incurred deductible from income tax liability.” 
The association believes that legislation assisting qualified students in the 
pursuit of programs of higher education is both justified on the grounds of na- 
tional welfare, and required on the basis of maintaining equality of opportunity in 
the face of rising costs. In 1955 the congressional Joint Committee on the Eco- 
nomic Report of the President warned: 
“We are not developing the Nation’s greatest asset, the brains of its citizens. 
A large number of the people of this country are working at levels below their true 
potentials, which is a waste of manpower. It is imperative that we have the 
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highest possible correlation between talent and education whether in preparation 
for defense or for the purposes of peace.” 

The President’s Committee on Education Beyond the High School found that 
large numbers of qualified secondary school graduates did not pursue course of 
higher education, many for financial reasons, At the same time, its Sourcebook 
warns of an increase of over one-third between 1955 and 1965 in the economy’s 
need for managerial, professional, proprietal, and technical positions. The 
recently highlighted shortages in scientifically trained personnel and in the 
teaching profession are merely two of the components of this total. 

Confronting the sharply increased need for educated personnel are the grow- 
ing costs of acquiring that education. State universities are traditionally a 
means of making higher education available to all, yet in many midwestern 
institutions it now costs nearly $1,500 a year for a residential student from 
within the State and well over that amount for an out-of-State student. Com- 
paring these figures with the 1955 census data which show that nearly 60 percent 
of all United States families earned less than $5,000 in that year highlights 
the increasingly severe barriers to the higher education of many young 
Americans. 

To preserve equality of educational opportunity for all qualified students and 
to insure the continued education of the grassroots leadership on which our 
democracy is based requires drastic action. We cannot afford to allow higher 
education to become available only to the top sixth in income or to the top 
20th in ability. As the Commission on Human Resources and Advanced 
Training has argued: 

“Since the whole population profits from the work of its ablest members, it 
would appear to be good business for the Nation to use its brains well, just 
as it is good business to well use its forests, its waterpower, and its minerals. 
It is more than good business; it is a great national concern.” 

Funds expended to enable students to continue their higher educations are 
not lost even in the purely financial sense. They result in educating men and 
women whose contribution to the Nation’s economy and whose own increased 
incomes provide additional tax receipts. For example, it has been estimated 
that the GI bill programs cost the Federal Government a total of $15 billion 
and are now returning $1 billion annually in increased income tax revenues. 

Tax relief is an especially important form of assistance because it benefits 
all intellectually qualified young men and women, not only the most gifted. 
Scholarships, by their nature, are limited to the top few percent of college 
enrollments while our need for educated citizens and workers is much broader 
than this. Tax relief, on the other hand, provides equal benefits to all pursuing 
courses of higher education. 

This broad effect is especially important to the majority of college and uni- 
versity students who are largely self supporting and/or married. With the 
cost of attending college or university away from home averaging over $1,500 
and earning power limited by academic responsibilities, college students find 
income taxes an especially severe burden. For the married student—now esti- 
mated to make up 25 percent of major university enrollments—the problem is 
even more severe. 

Tax credit or deduction plans are also particularly desirable in that assistance 
is related to costs incurred. This is important to students pursuing a neces- 
sarily high cost line of study, e. g. graduate education, and to those facing a 
choice between a less adequate but lower cost and a more adequate but higher 
cost institution. Finally it will be of material assistance in maintaining our 
system of both private and public colleges and universities with broadly drawn 
student bodies. 

The association does not believe that tax relief alone will be adequate to 
meet out Nation’s educational needs. For those with very low personal and 
family incomes, for those pursuing high-cost courses of study leading to relatively 
poorly paid professions, and for those preparing to enter fields in which there is 
an especially critical need, we feel that Federal scholarship programs are needed. 
However, we feel equally strongly that a scholarship program cannot, by its 
nature, meet the legitimate needs of a majority of our college and university 
students. 

The association, therefore, urges the enactment of legislation providing for 
deductions from taxable income or tax crodits for students or persons paying 
a major portion of students’ educational expenses. The three major methods 
proposed for providing such assistance are: a fixed deduction for a student 
pursuing a full-time course of higher education, making educational or educa- 
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tional and room and board expenses deductible from taxable income, and allow- 
ing the crediting of a percent of tuition and fees paid against income tax due. 
While recognizing the existence of administrative and financial arguments for 
the first two approaches, the association believed that a tax-credit plan would 
be most beneficial and equitable. 

A fixed deduction while administratively simple would either prove totally 
inadequate for many students or overly beneficial to those attending low cost 
institutions. 

Deductions from taxable income as proposed in House Resolutions 4419, 1036, 
808, and 6459 would allow a direct relationship between benefits and expenses. 
As noted previously, this is important both to the student pursuing a costly 
form of study and to the maintenance of a diversified educational system. 
Such deductions seems less desireable than tax credits in that they provide 
greater benefits to recipients and greater costs to the Federal Government in 
the cases of taxpayers in the higher income brackets who presumably need such 
assistance less, not more. 

Tax-credit plans such as those proposed on House Resolutions 765, 1064, 231, 
4396, 5684, 4712, 490, 4597, and 4594, and endorsed by the American Council 
on Education are, in the association’s opinion, best designed to assist the student 
and in particular the self-supporting student. By providing a tax credit equal 
to 30 percent of tuition and fees paid they offer substantial benefits and benefits 
directly correlated to expenses incurred. By limiting the credit to sums paid for 
tuition and fees, they provide for administrative efficiency and equitable treat- 
ment of campus, boarding, and commuting students. By a set rate of credit 
they provide special assistance to the self-supporting student and the low income 
family who find college costs an especially severe burden. 

i The cost of such legislation would be by no means excessive in comparison 
to current and proposed expenditures on behalf of higher education. Recent 
i Office of Education statistics cited by the President’s Committee show tuition 
j and fees for all colleges and universities as $600 million. Of this sum at least 
i $200 million, appears to have come from institutional, private, industrial, mu- 
nicipal, and State scholarships, GI bill programs, the National Science Foun- 
dation, Reserve officer programs, and other federally financed plans. Tuition 
paid from such sources obviously should not—and under proposed legislation 
would not—give rise to any credit. Thirty percent of the remaining total of 
5 $400 million gives a maximim program cost of $120 million annually if all persons 
: eligible to receive tax credits pay sufficient income tax to exhaust the credits. 
In summary, the United States National Student Association on behalf of its 
1 million member students calls attention to: 
(a) the need for additional educated citizens and trained technicians and 
workers to preserve and strengthen our democracy, our economy, and our 
: national defense; and 
(b) the increased costs of higher education which now bar an alarming 
P number of qualified high-school graduates from pursuing higher education: 
and therefore supports the recommendation of the President’s Committee on 
Education Beyond the Secondary School and the proposals of numerous Con- 
gressmen and of the American Council on Education for : 
(a) a tax-credit plan allowing the deduction of 30 percent of tuition and 
fees paid from income tax liability ; or 
(b) a deduction plan allowing the deduction of educational expenses 
from taxable income. 


(Whereupon, at 12: 30 p. m., the committee adjourned until 10 a. m., 
Thursday, January 16, 1958.) 








GENERAL REVENUE REVISION 
(Statement of the Secretary of the Treasury) 


THURSDAY, JANUARY 16, 1958 


House or REPRESENTATIVES, 
ComMITTEe ON Ways AND MEANS, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in the hearing 
room of the Committee on Ways and Means, House Office Building, 
Hon. Wilbur D. Mills (chairman) presiding. 

The Cuamman. The committee will come to order. 

We are very pleased this morning to have with us the Secretary of 
the Treasury, the Honorable Robert B. Anderson, whom we have 
known for a number of years and whom we all respect highly. Be- 
cause we have a Texan on the Committee on Ways and Means, I 
thought we might find out from his friend from Texas a little bit 
more about him if we called upon Mr. Ikard at this time. 

Mr. Ixarp. Thank you, Mr. Chairman. We in Texas are all might 
proud of Secretary Anderson and consider him to be, and I t ink 
rightfully so, one of the great men of this generation. 

I know that everyone here knows him and is well acquainted with 
his distinguished record of public service. As we on this committee 
will get to know him better, I think everybody will appreciate his 
great intellect and his abounding energy and his high degree of 
integrity even more. 

I know we are all delighted to have the Secretary here with us this 
morning. 

The Cuatrrman. Thank you, Mr. Ikard. 

We are pleased to have you with us, Mr. Secretary. You are recog- 
nized to pense in your own way. 


Would you care, at this point, to identify those with you for the 
record ? 
STATEMENT OF HON. ROBERT B. ANDERSON, SECRETARY OF THE 
TREASURY 


Secretary Anperson. Thank you very much, Mr. Chairman. I 
would like to identify on my left Mr. Nelson P. Rose, who has been 
nominated as the General Counsel of the Department of the Treasury 
and who has prior to that time served as General Counsel of the 
Internal Revenue Service. 

On my right is Dr. Dan Smith, who is my deputy, and whom I know 
is very well known to all members of the committee. 

Next is Mr. David Lindsay, who has recently joined the Treasury 
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as legislative counsel. And next is Bob Mayo, whom I am sure is well 
known to the committee. 

I should like, Mr. Chairman, first, to express my gratitude and 
appreciation to Congressman Ikard for his much more than generous 
statements with reference to me. I can only say that I hope to be able 
to live up in part at least to what he has said. 

I should like, before submitting my prepared report or statement, 
to be privileged to pay tribute to Representative Jere Cooper and to 
his outstanding leadership in the United States Congress for many 
years of service on this and other committees. 

Cooper was characterized by a deep sense of human under- 
standing and in this spirit touched the lives of every American. 
Those of us in the Treasury feel particularly privileged to have had 
the opportunity of working closely with him. 

His passing was to me a great loss, as a personal friend, and I know 
that that loss is shared not only by the members of this committee but 
by a host of friends over this Nation. 

The country has benefited greatly from his leadership and from 
the inspiration of this distinguished statesman. In our loss I am 
sure we are all comforted by the realization that he contributed so 
much to his country and to its development and to its welfare. I 
know, Mr. Chairman, that he will be greatly missed. 

I should like to now, if I may, read a prepared statement. 

I am glad to have this opportunity to meet for the first time with 
this distinguished committee. The distinctive position of the House 
Committee on Ways and Means is known to all students of our gov- 
ernmental processes. My predecessor has told me of his very pleas- 
ant relations with you and of your assistance to him in discharging 
his responsibilities in the Treasury. I look forward to continued 
close collaboration with you in developing such tax and other legis- 
lation as becomes appropriate within your jurisdiction. 

You have already received the President’s budget message. The 
increased requirements for expenditures for security, even after the 
strictest reviews of expenditures in all other programs, bring total 
estimated spending to a level such that it is necessary to recommend 
a continuation of the corporation income tax and the excise tax rates, 
which, in the absence of legislation, would be reduced on July 1. 

A reduction in-the normal corporation income-tax rate from 30 
percent to 25 percent, which would also have the effect of reducing 
the rate on income above $25,000 from 52 percent to 47 percent, would 
involve a revenue loss of about $2 billion a year. <A reduction in the 
excise tax rates on liquor, cigarettes, and automobiles would involve 
an additional revenue loss of over $900 million. 

I regret that a continuation of existing rates has to be my first 
recommendation to you on tax matters, because I am anxious for tax 
reductions of various sorts, as I know you are, and as the people of 
the country are. But under the conditions as they are foreseen at 
present, such tax reductions do not seem prudent. If present rates 
are continued, and if business activity resumes its upward growth 
during the year, as I believe it will, we estimate a small surplus for 
the fiscal year 1959. 

I am glad to say that we have been able to provide in the budget 


for the tax relief measures for small business which the President 


recommended in his letter to the chairman of this committee last 
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July 15. There was not, of course, time to give full consideration 
to these proposals in the last session of the Congress, but we do rec- 
ommend that they receive attention in the present session. Specifi- 
cally those recommendations were: 

(1) That businesses be given the right to utilize, for purchases of 
used property not exceeding $50,000 in any 1 year, the formulas of 
accelerated depreciation that were made available to purchasers of 
new property by the Internal Revenue Code of 1954. 

(2) That corporations with, say, 10 or fewer stockholders be given 
the option of being taxed as if they were partnerships. 

(3) That the taxpayer be given the option of paying the estate 
tax over a period of up to 10 years in cases where the estate consists 
largely of investments in closely held business concerns. 

(4) That original investors in small business be given the right 
to deduct from their incomes, up to some specified maximum, a loss, 
if any, realized on a stock investment in such business. At the present 
time the deduction of such losses from income is subject to the general 
limitation on net capital losses of $1,000. 

I am especially glad to recommend this tax relief for small business 
because of the great importance of new and small companies in the 
American economy. Our country has grown strong in competition 
and in the introduction of new products and techniques. 

We must have as many independent business concerns as possible 
because each company is a separate center of initiative as well as a 
source of livelihood for its employees and owners. Small businesses 
are a real and important part of our American way of life. We be- 
lieve that the foregoing recommendations for tax changes will give im- 
portant relief for the revenue loss involved. 

Loopholes or unintended benefits are always a matter of concern. 
They are particularly serious when tax rates have to be maintained 
at high levels. It is particularly important that we maintain respect 
for our voluntary tax system, which should continue to be a source 
of national pride. This gives added emphasis to the necessity of 
maintaining fairness and equality in the application of our country’s 
tax burden. 

H. R. 8381, on which this committee worked so long in the last 
session, and which is now before the House of Representatives, is 
important legislation to close tax loopholes and make technical 
changes which was developed in consultation and cooperation with 
our staffs. We will always have our tax laws and regulations under 
close, continuous observation and will call to your attention any in- 
equities that we observe. 

Last October, the Supreme Court denied a petition for certiorari 
in a series of cases dealing with the so-called cutoff point for percent- 
age depletion in the manufacture of bricks and cement. 

The net result of the cases is to apply the percentage depletion 
allowance to the price of finished manufactured products, bricks and 
cement, rather than to the value of the clay and the cement rock before 
it is manufactured. 

In both cases, the effect of the decision is to increase the depletion 
deductions severalfold over the amounts previously allowed under 
Treasury regulations. While we support the principle of depletion 
for these materials, we do not believe that depletion on this scale is 
reasonable or was intended. 
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The problem appears to arise from the application of the phrase 
“the commercially marketable mineral product or products” in the 
statute. I recommend the law be revised to prevent these excessive 
depletion deductions. The revenue loss in the two industries directly 
covered by the cases is about $50 million a year. 

The proper taxation of cooperatives continues to be a troublesome 
problem. We have already called to your attention the fact that a 
series of court decisions have made largely ineffective the 1951 legis- 
lation which was intended to assure that all cooperative income would 
be taxed either to the cooperative or to its members as it was earned. 

The Treasury rulings under which all patronage refunds in the 
form of certificates were held to be taxable at their face value, which 
were assumed to be valid at the time of the 1951 legislation, have been 
held invalid where the certificates do not have a determinable market 
value. Thus, it is possible for the cooperative to receive a deduction 
in computing its taxable income, while its members are not taxable 
on the certificate they receive. 

While we are fully aware of the important place which cooperatives 
occupy in the life of our agricultural and farming communities, we 
believe that some single tax liability should be assumed by all who 
participate in the business activities of the country, as was contem- 
plated in the 1951 legislation; and that legislation which is fair and 
reasonable, both from the standpoint of the availability of retained 
earnings for expansion and tax benefits to cooperative members, 
should be developed. 

During the course of the deliberations of this committee, the staff 
of the Treasury will be available to work cooperatively with the staffs 
of your committee in developing such legislation. 

We have already advised the committee that the Treasury is agree- 
able to the application of the stopgap legislation concerning taxes to 
be applied against the income of life insurance companies for the 
calendar year 1957. We are giving a great deal of thought to the 
development of a fair and equitable system of taxation that can be 
permanently applied, and will be working cooperatively with your 
staff in the development of concrete proposals which we hope to submit 
to you in the near future. 

implification in the tax law and in tax computations are important 
objectives. Our staffs are studying with great interest the reports of 
the advisory groups to your Sabsommitice on Income Taxation on 
technical aspects of the law concerning corporate reorganization, 
partnerships, and the income of estates and trusts. 

The 1954 code made important changes in all of these fields. Ex- 
perience since its enactment may well have shown opportunities for 
still further improvements to increase the fairness and simplify the 
application of the laws in these difficult areas. Testimony which you 
receive in your hearings will be of great help to us, as it will doubtless 
be to you, in appraising the current proposals for change. 

While I have no additional recommendations at this time for major 
tax legislation, we shall continue to appraise situations as they airalop 
and shall make such recommendations as become appropriate. 

We in the Treasury are, of course, following with great interest the 
material presented in these hearings. I am sure these data will be of 
help to us in developing recommendations to you. In the meantime, 
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my associates in the Treasury and I will be ready and anxious to be of 
such assistance as we can in working with you and your staffs. 

Thank you, Mr. Chairman, and I would be glad to answer such ques- 
— and to have such discussion with the committee as you would 

ike. 

The Cuarrman. Thank you, Mr. Secretary. 

Mr. Eberharter will inquire. 

Mr. Esernarter. Has the Treasury, Mr. Secretary, made any esti- 
mates as to what revenue loss would result if your recommendations 
with respect to small business were adopted in toto by this committee 

Secretary Anperson. Yes; they have, sir. We estimate that recom- 
mendation No. 1, which would give businesses the right to utilize for 
purchases of used property up to $50,000, the formula for accelerated 
depreciation, would cost $75 million for the first year, and $170 million 
for the second year. 

We estimate that item 2, which gives corporations with 10 or fewer 
shareholders the right to elect to be taxed as partnerships, would cost 
approximately $35 million per year. 

We estimate that item No. 3, which gives the taxpayer the option of 
paying estate taxes over a period of up to 10 years, would cost approxi- 
mately $30 million per year. 

Item No. 4, we think, would have no immediate effect because it 
would be first necessary to get what, if any, were the losses that would 
be sustained under its provisions. 

Mr. Eseruarrer. What you are estimating is the loss in the first 
year. You are going on the theory that later on the benefits to small 
business would be recouped by an increase in their activities ? 

Secretary AnpeRsON. Yes; we think they would be recouped, both 
from the standpoint of revenues and because we think it is highly 
important that we encourage and so the development and mainte- 
nance of small business enterprises in this country. : 

Mr. Exsernarter. But you are going on the basis that the revenues 
would not be decreased for future years but just the first year or so. 
Is that a proper statement ? 

Secretary Anperson. Well, it would be difficult for us to estimate 
now precisely what, if any, the cost would be in the future years, 
because it would be important for us to see what the effect of the 
legislation would be. 

Mr. Exseruarter. Thank you very much. 

The Cuatrman. Are there any further questions? 

Mr. Kean. With reference to suggestion No. 4, have you any ideas 
as to what amount that should be? You leave that amount blank. 

Secretary Anperson. I think this is an amount which we would 
want to determine in the light of testimony which is presented both to 
the committee which is considering the problems of benefiting little 
business, and the testimony which may be developed before this 
committee. 

I think that it ought to be an appropriate amount so as to encourage 
original investors, but ought to be governed by a rule of reason. 

Mr. Kean. You have no idea whether it ought to be $10,000 or 
$25,000. 

Secretary ANpEeRson. We have not arrived at any conclusion as to 
dollar amounts. 
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Mr. Kean. You must have some idea. i 
Secretary Anperson. Well, I am not prepared to give a statement 
of it this morning. 

The Cuarrman. Are there any further questions? 

Mr. Boggs will inquire. 

Mr. Boces. Mr. Secretary, first let me say how nice it is to have 
you before this committee. Your testimony comes to us with great 
pleasure, and we know you have been before this committee as a 
private citizen before. 

Mr. Secretary, would it be fair to say that these recommendations 
which you have made are exclusive? Does this rule out any other 
considerations during this session ? 

Secretary Anperson. No, sir. As I said in the statement, while I 
have no additional recommendations at this time, we will continue to 
appraise situations, and we will continue to take into consideration 
the testimony which is developed by this committee, by proposals 
which are made either to the committee or by members of the com- 
mittee. We will evaluate them and try to make some recommenda- 
tions from time to time. 

Mr. Boses. I realize how difficult it is for you to comment at this 
time on any specific proposals, but I would nevertheless like to ask | 
you about one proposal. I think the proposal is quite timely and it 
has been recommended by a special Commission appointed by the 
President. I refer to the proposal which is pending before this com- 
mittee which would provide a tax credit for the parents of college 
students. 

Now, the President appointed a Commission on Education which 
specifically recommended this legislation. The American Council on 
Education did likewise. 

I bring up the subject because there is pending in other committees 
of this Congress, legislation which would authorize the appropria- 
tion of very large sums of money directly from the Treasury of the 
United States for these purposes. : 

It is my feeling that if we would give serious consideration to the 
recommendations of the President’s Commission as embodied in this 
legislation, it might be entirely feasible to reduce those direct appro- 
priations from the Treasury of the United States. 

I would like, if possible;to get some idea as to whether or not the 
Department has given any consideration to these recommendations 
of the President’s Commission. 

Secretary ANprrson. Mr. Boggs, we have given consideration to 
the recommendations. We do believe that it is important that educa- 
tion incentives be stimulated as properly as they can. 

There are pending, as you know, before this committee and this 
Congress a great many proposals. We are evaluating the various 
proposals that have been made. We are not at this time prepared 
to recommend any specific measure. 

I share the feeling that we must be governed by the principles of 
providing incentives and, at the same time, of being as fair and as 
equitable as we can in terms of helping those who most need help in 
securing an education. 

There are statements, for example, in the recommendations made 
to the President that we think have to be evaluated along with any 
considerations that are given to problems which involve taxes. 
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For example, it is suggested that it is likely that a child in the bot- 
tom half of his class is much more likely to go to college if his family 
has an income of over $9,000. If a child is in the top quarter of his 
class and his family has an income of less than $5,000, he is less likely 
to go to school. 

I think, therefore, that this is the sort of thing which must be evalu- 
ated from several points of view before we are prepared to make 
specific recommendations to the committee. 

Mr. Boees. Thank you very much, Mr. Secretary. 

I have one other question. This, Mr. Secretary, deals with the over- 
all economic picture. Now, I gather from the budget message and 
from your statement this morning that the peparinent estimates 
revenues for fiscal 1959 as approximately $74 billion. That antici- 
pates considerable increase in business activity. 

Would you mind speculating on when you expect this pickup to 
begin ? 

Secretary Anperson. Mr. Boggs, I doubt that any of us are wise 
enough to pick out a particular date in trying to make assumptions 
with reference to the movements of the economy of our country. We 
have a highly complex and a highly varied economy in the country. 

I think, however, it is characterized by certain fundatnentale: among 
those being a process of constant growth. This constant growth is 
necessarily affected by temporary conditions which come and go, but 
it is in general an expanding economy. 

We have a growing population. We have a constantly improving 
technology. We have a constant demand on the part of our people 
for increased standards of living. We have, I think, in this country 
a consciousness on the part of the American people of the necessity 
for all of us taking into consideration the national welfare as well as 
our individual welfare. 

I think we have an awareness on the part of the Government that 
the instrumentalities at its disposal must be used so as to contribute 
as significantly as they can to the continued growth and development 
of the country. 

We have, over the years, built into our economic structure certain 
cushions. Among those cushions are the unemployment-compensa- 
tion programs which are now being used quite importantly. I think 
the departments and agencies of the Government are conscious of their 
responsibility to so administer their policies and their programs as to 
provide the maximum stimulus to employment and production and 
purchasing power. 

I think we have made certain adjustments already in times past over 
the long run, and in the near future. We have seen some reduction 
of inventories and a better balance of market supply with demand. 
As there have been some curtailments in the requirement for funds 
for expansion of private businesses, there has been an upswing in the 
demand for investment by municipalities, States and school districts. 
and other political subdivisions of the country. 

I believe there is a revival in the residential housing markets. I 
think that the adjustments which have taken place in the financial 
markets, such as in relation to the common stock and bond yields and 
in the interest rates, have been very responsive to the efforts which 
have taken place thus far. 
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Consumer demands for particularly nondurable goods have been 
high in December. Without trying to enumerate all of the things 
which we have to evaluate, these are the sorts of things which give 
me confidence that we will have a resumption and resurgence of 

owth. 
ora I say, there are so many imponderables, it would be difficult to 
pinpoint a specific time. But I do believe that the growth and re- 
sumption of expansion and development in the country will provide 
the kinds of revenues which we have estimated. 

Mr. Boces. You have mentioned housing starts, Mr. Secretary, and 
public construction by school boards and local agencies. 

Do you anticipate a further reduction in interest rates ? 

Secretary Anperson. Let me say that there has already been a very 
marked adjustment in the financial markets, and I think it has been 
very responsive to the efforts which have been made toward providing 
a stimulus to the economy. The extent to which it continues in the fu- 
ture is essentially a market problem—the extent to which there is de- 
mand and supply of money and credit. 

I would not fike to speculate precisely on changes in the interest 
rate. Asa matter of fact, we are required from time to time to make 
quite important decisions in this field with reference to the manage- 
ment of the debt, and I believe that appropriately judgments which 
we would have should be reserved, other than in a general way. 

Mr. Boaes. Would you care to comment on the action taken yester- 
day reducing the margin requirements on stock purchases, 

Baaretary AnpeErson. This, I believe, is another evidence of the 
Federal Reserve Board moving in a flexible manner consistent with 
the problems of insuring the resurgence of growth and development in 
the country. I think it was a proper move. 

Mr. Boggs. I have one final question, Mr. Chairman, and again 
it is a speculative question. 

Mr. Secretary, I devoutly hope my assumption is incorrect that this 
upsurge does occur as rapidly as all of us hope it will occur. We have 
had various groups before this committee from business and from 
other segments of society who have recommended that unless condi- 
tions improve that one way to stimulate this activity would be to 
retain more purchasing power in business and the public generally by 
some type of tax reduction. 

What would be your reaction at this time to that sort of a situation ? 


Secretary Anperson. This raises a problem of having to make cer- 


tain hypot reses. I hesitate to try to be definite on a hypothetical situa- 
tion. I think each of them have to be evaluated in the terms of what 
is the position of the economy and the direction it is moving at the time 
that you make any certain recommendations. For the time being, as I 
stated earlier, we are recommending a continuation of the general level 
of taxation. 

I can conceive of situations in which there would be modifications 
of our recommendations. I, however, believe confidently that we will 
have a resumption of growth. I believe that the policy of making 
every effort possible to pay for our expenditures out of our current 
earnings is a sound one. 
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As I said, conceivably there could be circumstances that would cause 
us to modify this position. I do not believe that those conditions exist 
as of this moment. 

Mr. Boees. Thank you very much, Mr. Secretary. 

The Cuarrman. Mr. Reed will inquire, Mr. Secretary. 

Mr. Reep. Mr. Secretary, we are very happy to see you here and I 
want to congratulate you on the clarity of your presentation and also I 
wish to commend you for the forthright answers which you have 
given to questions which have already been propounded to you. 

Secretary Anprerson. Thank you. 

Mr. Reep. I notice here in the second paragraph of page 3, and I 
want to commend you for it, this statement : 

While we are fully aware of the important place which cooperatives occupy in 
the life of our agricultural and farming communities * * * 

I am very glad you recognize that because I have lived on a farm, 
and I own a farm, and I know something of the hazards of farming. 
Probably there is no business in the world which has the hazards that 
the farmers have. We have an example of it in Florida at the present 
time, and we have cooperatives stretched all over this country in prac- 
tically every field of agriculture and they mean a great deal to the 
farmers. 

I hope that the approach that you will make in regard to your deal- 
ings with cooperatives will not be one that will discourage the farmers 
who have benefited greatly by cooperatives. 

There is another thing that I would like to ask you with regard to 
the highway trust funds. Do you feel that the revenues will be ade- 
quate to carry out that program ? 

Secretary Anperson. Mr. Reed, I have not made, as yet, a detailed 
study of the highway trust funds. I have been generally aware of the 
testimony which has been given in the past several days on the possible 
inadequacy of the trust funds. 

The current estimations which we have made for tax receipts to the 
highway trust funds for the fiscal year 1959 are $2,164 million. Before 
I comment further on the adequacy of those funds, I would feel it 
necessary to make some additional studies with reference to the 
Beh say oing to be leveled against it. i 

r. Reep. Mr. Secretary, would you furnish any further informa- 
tion which you may have ? 

Secretary Anverson. I will be delighted to furnish it and give it 
to you as expeditiously as possible. 

Mr. Reep. Thank you very much. 

The Cuarrman. Mr. Keogh will inquire. 

Mr. Krocn. Mr. Secretary, I should like the record to note m 
pleasure at the oat of having you before us today. I would, 
however, be less than frank if I did not say to you that I had hoped 


that your message would have contained more and other specific 
recommendations. 
I take some comfort, however, from your response to my colleague’s 
inquiry that this statement is not intended to be exclusive. 
ecretary AnpErsoNn. That is correct. 
Mr. Kerocu. I want, however, to commend you for your forthright- 
ness in bringing before the committee the obvious desire on the part, 
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I dare say, of everybody that there be enacted a fair and reasonable 
tax on those engaged in the cooperative form of business. 

I would like to ask you this question, Mr. Secretary: Since my 
service on this committee, Sehideh ns been since 1951, except for one 
unhappy period which was a temporary interregnum, I have observed 
the representatives of the Department coming in on a considerable 
number of occasions and conceding the equity and the fairness of a 
proposal, and somewhat uniformly looking with disfavor upon the 
proposal if it had an adverse effect on the revenues. pa ( 

My question is: Have you, as Secretary, come to an opinion with 
respect to the position of your Department on that type of proposal ? 
In other words, are you going to put revenues first, or equity and 
fairness first ? 

Secretary AnpErson. The question of priority is an important one, 
but an exceedingly difficult one. I, in candor, must say to you that 
equity and fairness will always be evaluated by us as carefully as we 
ean evaluate it. But I do not believe that they can be evaluated to 
the exclusion of the requirements of our country for revenue to meet 
its current expenditure problems, and 1 think that there must be 
always taken into account the time limits at which proposals are 
approved by the Treasury. 

or the most part, we should be governed by the hope that these 
adjustments should be made at a time when general tax relief is pos- 
sible, and perhaps when the budgetary demands are somewhat less 
urgent and somewhat less in magnitude than they are at the time of 
the uncertainty which exists at the present time. 

I do not wish to leave any impression that there is any disposition 
on our part to underestimate the importance of fairness and equity. 
But I do feel a great responsibility to maintain a system of fiscal 
soundness, of trying to pay for our expenditures from current income, 
to impose as little as we can on our children and others, and I would 
say in response to your question that these very difficult evaluations 
must take into consideration both elements. 

Mr. Krocu. Thank you very much. 

May I ask you, Mr. Secretary, have you any estimate of the number 
of taxpayers who might oF affected by your four specific recommenda- 
tions a ring on page 2 

eerie henner I do not have in mind any specific figure as to 
thenumber. I would be glad to try to ascertain the number and supply 
it to you. 

Mi. Kroon. All right. Thank you very much, Mr, Chairman, 

The Cuarrman. Mr. Simpson will inquire, Mr. Secretary. 

Mr. Suwpson. Mr. Anderson, I, too, am pleased to have you before 
us. I have just a few questions I would like to ask with respect to 
charges against the Treasury or losses of expenses or advantages to 
the taxpayer that are enumerated in those four categories more or less 
termed “in the small-business area.” 

Each of these is an advantage to the taxpayer and the viewpoint 
I have is your viewpoint, too; is it? 

Secretary AnpErson. Yes, sir. 

Mr, Srapson. It keeps the taxpayer in business and encourages 
small business and in the long run should help the Treasury get addi- 
tional moneys from small business, I would think, 
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Secretary AnpERsoN. To the extent to which we alleviate the tax 
burden on these taxpayers we believe and would hope that it would 
contribute to the development of their business and to the incident of 
new business concerns arising and create and provide more com- 
petition. 

Mr. Suupson. To the degree that that is a correct analysis of what 
we do when we reduce the tax burden on these small corporations, that 
same theory to a degree would be true with respect to larger corpora- 
tions and to individual taxpayers likewise; would it not? 

Secretary Anperson, The principle, I think, would be valid. So far 
as larger companies are concerned, there is the difficulty that larger 
companies more frequently have a capability of sustaining themselves 
and providing for growth and development under very large tax 
burdens than do smaller companies. 

Mr. Srwpeson. What I am trying to say is that there are some 
methods by which tax rates and the burden of taxes can be adjusted 
both with respect to individuals and corporations which in the long 
run collect more taxes than by merely increasing rates or allowing 
existing rates to be maintained, 

Secretary Anverson. I think undoubtedly the rate at which both 
companies and individuals are taxed has very direct bearing upon 
the rate at which they are capable of developing and expanding their 
business operations. 

Mr. Smapson. With respect to the third paragraph of your state- 
ment, I coneluded, and I may be wrong, that what you are saying 
there is that, if business activity is not resumed as you believe it will, 
tax reduction might then be in order as a means of reactivating 
business activity ¢ 

Secretary Anverson, As I said in an earlier response to a question, 
I believe from Mr. Boggs, this raises certain hypothetical considera- 
tions. But I can conceive of situations in which we might very, ap- 
propriately want to consider a stimulus that would come from lighten- 
ing of tax burdens. 

Mr. Simrson. Apparently what we want to do is to reactivate busi- 
ness. If this fails to reactivate to a degree, tax adjustment would spur 
it; would it not? 

Secretary AnpersON. I say again that I can conceive of circum- 
stances where this would in our judgment be appropriate. 

Mr. Stmpson. Then this, sir, is my question: Are we not more likely 
to have a reactivation of business by wise tax adjustment now, and 
why wait until we fail to have the reactivation? That is the question 
that disturbs me. 

It is suggested that it would cost more later on and that it would 
cost more to the people who lose their jobs and to the Treasury by rea- 
son of loss of revenue as a result of lessened business activity. 

So I repeat: Why is it not advisable to do the adjusting now ? 

Secretary Anperson. I believe that we now have in the economy th 
basic ingredients for the economy going through this period of re- 
adjustment which it is in and accomplishing an upturn and resurgence 
of its growth from the circumstances which will currently contribute 
to the resurgence of that growth as I outlined earlier. 

Believing this, it seems important to us that with the high demands 
that we have on our expenditures for protection purposes and for all 
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of our domestic programs, we should try very hard to meet our re- 
quirements out of our current income. 

If, however, this belief which I confidently have should prove to 
be in error then I think we have to take into consideration whatever 
measures are deemed most appropriate at the time to revitalize and 
to assure resurgence of our economy. I do not now believe that the 
balance is on the side of reducing the general level of taxation and 
thereby incurring the probability of being unable to meet our require- 
ments substantially out of current earnings, because I have this con- 
fidence in the business efforts righting themselves. 

Nevertheless, I am certainly not inflexible and should some of the 
circumstances warrant a further consideration of our policies we 
would certainly be willing to make them. 

Mr. Stuprson. Thank you, Mr. Secretary. 

The Cuarrman. Mr. Harrison will inquire. 

Mr. Harrison. Mr. Secretary, do you anticipate that the 1959 
budget will be in balance ? 

Secretary Anperson. The excess of revenues over expenditures we 
have estimated is, of course, small. We do confidently believe that 
readjustment will right itself and there will be a resumption of 
growth, and we think that the revenue estimates we have made are 
sound ones. 

Mr. Harrison. Well, first they are based on the congressional ap- 
proval of the 5-cent stamp, to some extent. 

Secretary Anperson. They are. 

Mr. Harrison. That is somewhat optimistic, is it not? They are 
also based on an increase of revenue for next year over the current 
year; is that correct ? 

Secretary Anprrson. It is based upon an expansion of the gross 
national product. 

Mr. Harrison. And that is somewhat optimistic under existing con- 
ditions, is it not? 

Secretary Anperson. The whole belief that the country will right 
uae and that there will be a resumption of growth is an optimistic 

ief. 

Mr. Harrison. It is also based on a recommended increase in ex- 
penditures of $1 billion over the current fiscal year, is it not, sir? 

Secretary Anperson. I did not understand the question. 

Mr. Harrison. It is also based on an increase of about $1 billion 
in expenditures over the current fiscal year; is it ? 

Secretary ANpERSsON. Yes. 

Mr. Harrison. Last year’s estimates of expenditures made by the 
President in his budget message underestimated actual expenditures 
by about $1 billion. Is that not correct ? 

Secretary AnpErson. The adjustments which were made during the 
latter part of the year to the military programs were in the order 
of magnitude of that; yes. 

Mr. Harrison. Therefore, the expenditures actually exceeded the 
budget estimates by about $1 billion. Is that correct ? 

Secretary Anperson. Yes; that is correct. 

Mr. Harrison. What will be the deficit if the revenue is about the 
same as this fiscal year? Would there be a deficit ? 

Secretary Anperson. If revenues for the fiscal year 1959 were at 
a level which we are now estimating for fiscal year 1958 and if the 
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expenditures were equal to or above the expenditures for the same 
period there would, of course, be an increased deficit. 

Mr. Harrison. If they were $1 billion more, there would be quite 
a substantial deficit ; would there not ? 

Secretary Anperson. There would be. 

Mr. Harrison. I direct your attention to the anticipated increase 
of revenue which as I understood you to say was based on gross na- 
tional product. Certainly, there is no indication gross national prod- 
uct ell inieente in the next few months. 

Secretary ANnperson. Earlier I expressed myself in saying that I 
find it almost impossible to pinpoint a time at which you would have 
a resumption of growth in the country. I do believe that the resump- 
tion will occur. 

We have estimated that this resumption of growth would provide 
about $2 billion of revenue in fiscal year 1959 over the revenue of 
1958. The most that we can hope to do in making judgments this 
far ahead is to be reasonable—an effort to be as reasonable as we can. 

I asked the staff of the Treasury to check their judgments and their 
estimates with other competent staffs such as that of the Council of 
Economic Advisers and the Federal Reserve System. 

We believe that they are reasonable. There are undoubtedly man 
imponderables but, having the confidence that I do have in the overall 
ability of our economic system to resume its growth, we regard this 
as not an unreasonable rate of growth for the period. 

Mr. Harrison. Now, assuming that personal income and gross na- 
tional product remain about the same for the first 6 months, how 
much would the increase have to be in the last 6 months to bring the 
revenue up to the Treasury’s estimate ? 

Secretary Anperson. This again raises such questions as how much 
revenue do you get under any specific gross national product figure 
because it is difficult to know aoe the mix of income is and which 
group of taxpayers fall within which tax brackets. So the best we 
can do is to generalize on the increase of gross national product over 
a period of time. Undoubtedly the longer the resumption of growth 
is deferred the larger would be the required rate of acceleration and 
growth to validate our assumptions. 

Mr. Harrison. Of course, if it became apparent that the Govern- 
ment was returning to deficit financing we could expect the gross 
national product to go up, could we not? Inflationary pressure would 
see to that, would it not? 

Secretary Anperson. Well, I do not think one necessarily follows 
from the other. I think it would have to be governed by the degree 
to which we avoided the perils of inflation and other things, because 
what we are really all talking about in this country is the production 
of real goods and not just an increase based upon increased costs. 

Mr. Harrison. If gross national product rises as a result of inda- 
tion that would increase your expenditures proportionately would 
it not ? 

Secretary Anperson. Inflation always has a bearing upon the cost 
of the Government as it does on the cost of every other business. 

Mr. Harrison. Thank you. 

The Cuarrman. Mr. Mason will inquire. 

Mr. Mason. Mr. Secretary, whether you know it or not, you have 
performed a miracle this morning in your statement on page 3 about 
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the problem of taxing cooperatives. You have delighted and satis- 
fied my dear friend, Mr. Reed, in acknowledging and stating plainly 
that cooperatives have a very important function to perform in the 
field of agriculture. I agree fully with that. 

You have delighted my soul because in that same statement you 
have recognized the problem that was created when we in our 1951 
Tax Code thought that we were taxing cooperatives on a single-tax 
basis—either taxing the profits or the gains to the cooperatives, or 
if aa to the cooperative to the patron. That is what we thought 
we did. 

But the courts decided that all this script or this paper that is 
handed out which showed that the patrons own a part of the profits 
that was kept, relieved the cooperative of paying any tax on it and 
the court relieved the farmer of paying any tax on it. So that does 
create a problem. You faced that problem in this paragraph, and 
you say something ought to be done about it to at least place a single 
tax on them. 

That is not a double tax such as is on corporations but a single 
tax, either upon the cooperative or upon the patron. 

I wonder, Mr. Secretary, if you know that there is a bill before the 
Congress, and not my bill because I place them on the same basis as 
corporations, but the Davis bill which says this in substance : “We tax 
the cooperative on all it retains. We do not tax the cooperative if it 
pays out incash. Then we tax the patrons.” 

That bill, if passed, would bring about single taxation on the coop- 
eratives. That is to either tax the cooperatives or what is in the 
hands of the patron. So you have delighted my soul, and delighted 
Mr. Reed’s soul, and that is a miracle. 

Secretary Anprerson. I never before have been flattered with the 
statement that I have performed a miracle, and I think that I shall 
be comforted to believe that this has been accomplished only when if 
at the end of this congressional session, both you and Mr. Reed are 
still of the same high opinion. 

The Cuatrman. Mr. Ikard will inquire, Mr. Secretary. 

Mr. Ixarp. I have one question about the recommendations for 
small business in item No. 1 and the figures that you gave in response 
to Mr. Eberharter’s question. Do those figures represent only those 
companies doing business in the corporate form, or is that all business ? 

Secretary Anperson. To the extent that we have been able to make 
the judgments, they represent those doing business in all forms. 

Mr. Ixarp. I have one general question in line with those asked by 
Mr. Boggs and Mr. Simpson. I don’t want to be repetitious, but I am 
sure you are well aware we have heard here in the last 10 days or 2 
weeks a great deal of testimony to the effect that the present rates of 
taxation in certain areas are oppressive and have passed the point of 
diminishing returns and by lightening the burden activity would go 
up. We have also heard last year, and from other people, this same 
general type of statement with regard to our excise taxes. 

Again, I know you cannot answer specifically but what is your 
feeling generally, if you would like to comment, about this statement 
that we hear so much—about having passed the point where we are 
getting the greatest return, and that selective, sensible, and equitable 
reduction would in effect increase our revenues. 
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Secretary Anperson. Mr. Ikard, reason I think would dictate that 
all of the burdens which individuals and business bear have an effect 
upon the rate at which they grow, upon their willingness to increase 
their investment, and upon the opportunities for utilizing new and 
better technological methods. 

This is true whether the burden be in the form of taxation or be in 
the form of other costs. 

When the burden is lightened as might be the case of general tax 
revision, one would expect and one would hope that the lightening of 
the burden would encourage more expansion, and more development, 
and more employment and more use of technological advances. 

It seems to me to be quite imponderable to say how much this would 
result in those desirable effects and quite difficult to say how rapidly 
they would occur and quite difficult to measure the time and the 
amount by which you would see their effect upon the tax receipts of 
the country. 

Under those circumstances, and believing that with the great na- 
tional debt which we now have we should be very cautious in adding 
to it, that we should try as best we can to pay for what we spend with 
the revenues that we collect, such a revision should be approached 
most cautiously. As of the moment I have not felt that it would be 
prudent and justifiable in making those recommendations. 

In response to Mr. Boggs’ question, and that of Mr. Simpson, I 
have indicated, however, that I do not believe that any of us wisely 
can take an absolutely restrictive position and say that under no 
circumstances would we be willing to change our minds. 

We simply have to observe the performance of our economy under 
the circumstances which I outlined earlier, and try to approach the 
problem as reasonable and thoughtful people if our calculations prove 
to be in error. 

Mr. Ixarp. Then even though there would be or there is a possi- 
bility that there might be an increased flow of revenue with respect 
to certain reductions, our commitments and general revenue situa- 
tions being such as they are today, and also the admitted fact that 
there would be a lag between the time those increases would accrue 
if they did, it is the better part of wisdom in your judgment as I 
understand it, to be cautious in that and not get into positions where 
we get into a long lag or the possibility of that going into a deficit 
situation. 

Secretary Anperson. All of these are matters of judgment. What 
I have recommended seems to me to be the course of prudence. I will 
certainly be watching from day to day the way in which our economy 
is Moving. 

Mr. Ikarp. We have also heard a great deal here in the last few 
days about the fact that there is a lack of risk capital now available 
in our economy for new and small businesses. 

I am sure you would not have made the recommendations unless 
you felt that the recommendations made here and originally made in 
the President’s letter of last year would provide the incentives neces- 
sary to make available risk capital for hon small enterprises. 


Secretary Anprrson. Certainly the provisions provide, I think, 
added incentives for risk capital to go into these forms of business. 

Mr. Ixarp. Thank you, sir. 

The Cuarmman. Mr. Sadlak will inquire, Mr. Secretary. 
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Mr. Sapuaxk. Mr. Secretary, I want to extend to you a most hearty 
welcome to the Ways and Means Committee as the Secretary of the 
Treasury, and I likewise welcome you here as a constituent of mine. 
Mindful of that perhaps I might be more cautious in the questions I 
would put to you because if I were to run again for my present office 
or any other statewide office, it might be the question of “that one vote” 
which has been remarkable in history. 

To a certain extent you have already anticipated the question which 
I might ask by stating first in your statement that you are following 
the testimony which is being presented and you are watching it very 
carefully, and on the basis of it you will make recommendations to 
this committee. 

Likewise, I think you have done so in the replies given to Mr. Boggs 
and the replies to Mr. Simpson. 

Somewhere along the line, unavoidably, you will read the proposal 
which I have submitted which is contained in H. R. 6542 submitted 
on March 28, and an identical bill submitted by my distinguished col- 
league from the Fifth District of Florida, Mr. Herlong. But I will 
not push you for an answer on that at this time, since you have stated 
at the outset that you will be studying all of the testimony presented. 
If I recall correctly there are some 34 of the first 50 witnesses who said 
some things which I think will interest you very much along the lines 
of proposals which we have submitted. 

owever, I am greatly concerned, as I know you are, about the in- 
creasing unemployment and recession that we are experiencing. It 
is growing to alarming proportions in our own State of Connecticut. 
Now we are mindful of that, since where there is no work there is no 
withholding, and since where there likewise is no profit to the corpora- 
tions there is no tax revenue. 

Therefore, following up the questions that have been put to you 
and your answers that you are studying this and will study this, I 
ask you in view of that if now is not the time to take some action 
along the lines of the tax rates which in my mind are causing a great 
deal of this loss of incentive and want of risk capital. 

Secretary Anprrson. Mr. Sadlak, certainly all of us are concerned 
about unemployment as it develops. All of us are concerned with 
the readjustments through which the economy is going. We realize, 
of course, that in part we are witnessing the natural aftermath of a 
very rapid period of expansion. We are concerned essentially with 
assuring that the expansion and growth of our country resumes at a 
desirable and sustainable rate. 

I have earlier tried to outline what I believe to be factors which 
will provide such operations from what are, I think, basically sound 
parts of our economy. 

You have submitted to me another matter of judgment. I am 

nerally familiar with the provisions of your proposal and that of 

r. Herlong, to reduce rates in general pattern over a 5-year period. 
Unquestionably the relieving of any burdens of cost or taxation to 
businesses, private or corporate, one would hope would bring about 
more investment and more expansion or more jobs. 

We simply have looked at the problem from the standpoint of be- 
lieving that we should maintain, as I reiterate, the policy of paying 
for our costs if we can, out of current income, the belief that the 
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mechanism of Government should be utilized in the best ways possible 
to contribute to this resumption of growth, and a belief that havi 
sound ingredients the economy will resume a sustainable rate o 
growth without any dramatic or very substantial incentives which 
ea be the result of the application of proposals which you have 
made. 

I think again it comes down to being a matter of judgment and 
timeliness. My present belief is that the amounts of revenue which 
we require are of such importance that we should be exceedingly 
cautious about making great and substantive changes in our taxing 
procedures. 

Nevertheless, there is much to be said, I think, for the way in which 
you and Mr. Herlong have approached the matter. As our economy 
progresses during the year, I can only assure you now of our willing- 
ness to continuously study and to continuously evaluate the direction 
in which you are going and to be willing to consider what may ap- 
pear necessary as the circumstances develop. 

Mr. Sapiax. Thank you very much oom I will stop right there. 

The Cuarrman. Are there any further questions ? 

Mr. Machrowicz will inquire, Mr. Secretary. 

Mr. Macurowicz. Mr. Secretary, I note that the four small-busi- 
ness recommendations mentioned in your statement relate primarily 
to the small corporations. 

Back in February of 1957 our late chairman, the Honorable Jere 
Cooper, wrote to the President asking for specific legislative pro- 
posals for tax relief for small business, which have never been re- 
ceived. In view of the fact that 80 to 85 percent of small business 
is individual partnership or partnerships, and that the relief pro- 
vided for in your recommendations will not directly affect these busi- 
nesses; may I ask whether we may expect specific legislative proposals 
for the aid of small business other than corporations. 

Secretary Anperson. The recommendations which have been made 
are as you indicate, predominantly on the side of dealing with small 
corporations. However, the recommendation No. 1, which deals with 
rates of depreciation and methods of depreciation, and which from the 
standpoint of the revenue involved is the most costly, would be appli- 
cable both to individuals and to corporations engaged in business. 

I am fully sympathetic with the point of view that you have ex- 
oressed in believing that we must continue studying the question of 

ow appropriately and properly the same stimulation can be given 

to people engaging in business on their individual initiative as well 
as doing it on a corporate basis. I am not prepared to say that we 
have developed at this moment any additional recommendations, but 
I do think that the one recommendation so far as depreciation is con- 
cerned, is an important one from the standpoint of the individual. 

Mr. Macurowicz. You do not now contemplate any further legis- 
lation for small business other than corporations, except the recom- 
mendations contained in your statement ? 

Secretary Anperson. I would not exclude making other recom- 
mendations. We do not affirmatively have recommendations to put 
forward at this time but I do not baskide the possibility of our devel- 
oping others. 

The Cuarmman. Mr. Baker will inquire. 
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Mr. Baxer. Mr. Secretary, I want to first compliment you on your 
openmindedness, especially on the subject of tax reduction, that it is 
not a closed book. 

Now, my inquiry goes to “2m No. 3, where there is extended the 
option of paying estate taxes up to a period of 10 years. I understood 
you to say that there would be a revenue loss of $30 million. Did you 
mean the first year or annually, or what ? 

Secretary ANperson. This is essentially a lag of collections because 
of the period over which it is spread. The $30 million estimated is 
the first year cost. 

Mr. Baxer. The first year cost ? 

Secretary ANpeERsoN. Yes, sir. 

Mr. Baxer. Then, would it continue at the same rate, do you think, 
annually ? 

Secretary Anprrson. It would be difficult to say. I would think it 
would continue at something of a declining rate. Also I think it is 
important to remember that on the deferred portion of the estate tax, 
there would be interest collections, too. 

Mr. Baxer. The only loss I can conceive of, and that is the serious 
part of my inquiry, is the loss of interest to the Government. Is there 
some other factor, or is that $30 million the interest alone? Surely, 
it would not be that much just for interest. 

Secretary Anperson. The $30 million which we have estimated is 
what we believe will be the impact on the budget for the first year. 

Now, in subsequent years, the taxes would be picked up and we 
would contemplate charging interest on that portion which is 
deferred. 

Mr. Baxer. There would be no loss at all, eventually, would there ? 
- Secretary Anprerson. In the very long run it would be negligible, 
if any. 

Mr. Baxer. I mean over the 10-year period for an individual tax- 


payer. 

Resittary Awnverson. He would pay the same amount of tax, yes. 

Mr. Baxer. That is what I was interested in. I thought that was 
an important point. I favored this proposal very much. I introduced 
a bill last session providing for this treatment, this option, but I went 
further and provided for the death-anticipation certificates to be 
purchased by a taxpayer up to a certain limitation to be deductible, 
and I know you are familiar with the principle. 

Are you ready at this time to make a comment on that phase of the 
proposal ? 

Secretary Anverson. I think that I would prefer not making a com- 
ment on it. 

Mr. Baxer. I will not press you on it. 

Secretary Anperson. I would like to make some additional study. 

Mr. Baxer. The Treasury will at some later date, comment on that 
phase of the matter ? 

Secretary ANperson. We will be glad to, Mr. Baker. 

Mr. Baxer. That is all. 

The Cuatrman. Mr. Boggs had one further question. 

Mr. Boees. Mr. Secretary, Mr. Reed referred to the highway trust 
funds. I had the dubious distinction of being chairman of the sub- 
committee which drafted that tax legislation. Last year I was quite 
amazed to find in the appropriations for the Department of Labor a 
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large item coming out of the highway trust fund for the Labor Depart- 
ment. 

Then I learned that the same thing had happened the year before 
in a supplemental or deficiency appropriation. The Senate committee 
knocked it out and it was put back in conference. At the time I 
pointed out that if any agency in the Government had any claim upon 
this fund, other than the Bureau of Roads, it was probably the Treas- 
ury Department which was collecting the tax. ; 

Obviously, someone over in the Treasury Department thought this 
was a good idea because this year the Department has come in and made 
its claim. The thing that worries me about this as far as that is 
concerned, is that if each agency in the Government which renders 
some service in the construction of this giant network of highways is 
to make some claim upon the trust fund, the time will come when there 
will not be any trust fund. 

I noticed testimony yesterday by Mr. Belamey before the Public 
Works Committee in the other body, in which he noted that over a 
10-year period there are already additional claims on the fund of 
half a billion dollars or more. ‘There was also the testimony of the 
Secretary of Commerce that the fund is over $10 billion short of what 
was originally anticipated. 

Now, I would not feel that we were departing from precedent if we 
specifically provided by statute that the Treasury Department was 
entitled to the cost of collecting the tax, because I realize that in the 
social security trust funds there is a system of reimbursement for tax 
collections. 

But I would hope that the Treasury Department would go along 
with legislative enactment to the effect that except for administrative 
cost of collecting this tax, no other agency of Government would be 
entitled to dip its hands into this trust fund. 

I think unless we do it, Mr. Secretary, we are going to defeat the 
—_ of Congress and we are not going to have any highway trust 

und. 

Secretary Anprrson. I must say to you quite frankly, I did not 
know the Treasury had a claim to the trust fund. 

Mr. Bogas. There is some eager beaver down in your Department 
who has put it on. 

Secretary Anperson. I will certainly inquire into it. I share with 
you the belief that as a matter of principle, trust funds ought to be 
utilized for the purpose for which they are conceived and collected. I 
will be glad to add to my education by finding out what you have 
referred to. I do not know. 

Mr. Boces. Thank you very much, Mr. Secretary. 

The Cuarrman. Mr. Secretary, I have a few questions I want to ask. 
You will understand I ask questions, as my former distinguished 
chairman, the Honorable Jere Cooper, used to say, merely for purposes 
of obtaining information as to your view. 

First of all, you are aware of the number of witnesses who have 
appeared before the committee in these hearings, urging that some 
action be taken by the Congress this year in behalf of small business. 
in addition to the four recommendations contained in your statement 
to the committee. 

Now, I gather from the second paragraph of your statement on 
page 1 wherein you recommend a continuation of existing corporate 





1114 GENERAL REVENUE REVISION 


rates that you are not recommending that we do as suggested by many 
of the witnesses and as suggested by many bills before the Congress. 

Secretary Anperson. We have not at this moment made any such 
recommendations, Mr. Mills. 

The Cuarrman. The point is that if the Congress or this committee 
should adopt your program, it would not provide for any change in 
the normal and the surtax rates, and would not increase the amount 
of the corporate profits subject only to the normal tax rate. 

So I am correct in gathering from what you have said here that you 
are not now advising the Congress to make any change with respect 
to the existing rate structure other than to extend present corporate 
rates for another year. 

Secretary AnpErson. That is correct. 

The Cuatrman. Now, Mr. Secretary, many statements by witnesses 
that the root of our problem, taxwise, lies in the rate structure itself, 
not only as it applies to corporations but to individuals as well. 

I am reminded of a statement made by Mr. Wilson, the former 
president of General Electric Co., before the Finance Committee dur- 
ing the Korean war, when the present rate on corporations was being 
considered. He said at that time, as I recall, that a 52 percent rate 
could be carried by business for a short period of time, but that a 52 
percent rate for an indefinite period of time might prove to be disas- 
trous to business, or some such words. He said it would not be in the 
best interest of business growth over a protracted period of time. 

You have been thinking in terms of balanced governmental expendi- 
tures and receipts, but have we reached the point where we should 
proceed with a higher degree of caution in the continuation of a 52 
percent corporate rate than a year ago, say ? 

Should we continue these rates without further thought, or should 
we be more concerned in continuing them now than we were a year 
ago, in the light of current business conditions ? 

Secretary Anperson. Mr. Chairman, we have recommended a con- 
tinuation, but by no means do I want to imply that it is not proper, 
appropriate, and desirable for both the members of this committee and 
ourselves to weigh the implications. 

We are motivated in making our recommendations, as you have 
indicated, by the belief and the desirability of maintaining our reve- 
nues at such a level that we can currently meet our requirements. I 
am not at all unaware of the fact that very high tax rates pose prob- 
lems for companies in their expansion and in their development and 
sometimes in their current operations. 

I will be glad to pursue with the committee such studies as you 
undertake from the testimony which is developed before you. 

The Cuarrman. One of the points, Mr. Secretary, that I think we 
must give consideration to, is the position that business is in under 
the existing rate structure with respect to ability to replace obsolete 
or worn-out equipment. 

You and I would readily agree, I am sure, that if we are to enjoy 
economic growth, one aspect of that growth must be the replacement 
of worn-out and obsolete capital equipment. I have been impressed 
with statements made to the committee in this hearing to the effect 
that one of the big problems confronting business today is the inabil- 
ity to accumulate profits to make funds available for replacement 


purposes. 








GENERAL REVENUE REVISION 1115 


Now, is. that of major concern or is it of such minor concern at 
the moment that we proceed with another year’s extension of the 52 
percent rate ¢ 

Secretary AnpERSON. Let me not leave the impression that I think 
it is of minor importance, in making the recommendation that we 
continue. 

The Cuarrman. I am sure you do not. 

Secretary AnpErson. Again, the recommendations we have made 
come about because of our large requirements and because we know 
or believe that the American people are willing and agreeable to 
making whatever sacrifices they have to make in order to maintain 
the adequacies of our defense and domestic economy and to provide 
for it over a long period of time. 

Now, when everything is said and done, this system that we call 
the free enterprise system is a collection of the activities of all who 
invest, who manage, and who work and who contribute in any way 
whatsoever to the economic machine which is our productive mecha- 
nism in this country. 

A part of the problem of expanding that mechanism so as to pro- 
vide jobs for the people that are being added to our population and 
our work force and the needs of our people and all of the other sorts of 
things is just what you have mentioned, the ability to replace some of 
their mechanisms as they wear out. 

It is the ability to provide others and the ability to provide some- 
thing new. I would not rule out any of these considerations as mat- 
ters which ought to enter into our judgment and into yours, I would 
want to evaluate that along with you. The members of this commit- 
tee have been able to follow in much more detail the kind of representa- 
tions which have been made to you than I have up to this point, but 
I would want to weigh and consider them with you and I am not 
suggesting now that our recommendations have been literally arrived 
at or without a due consideration to the fact that we do have great 
burdens in this country and all of us would like to lighten them. But 
we are talking again about judgment. This is currently our judgment. 

We would certainly be willing to look at our current judgment in the 
light of whatever may be developed before this committee and other 
committees of the Congress. 

The Cuarman. What I am trying to get at, Mr. Secretary, is this: 
Are we approaching the point, as said by so many businessmen, of 
maintaining a rate structure that is becoming so repressive as to de- 
feat the opportunity of the economy to grow as it must grow in order 
to carry the increased burdens that are thrust upon us, because of the 
new developments in warfare and defense ? 

If that is the case, if we are in that position, it seems to me that 
we must think in terms not only of a spending program for defense, 
but in terms of tax reduction as well. 

Secretary ANperson. Well, we certainly must think in terms of do- 
ing those things which, in our considered judgment, both. provide 
revenue for our country and provide the opportunity for growth of 
our business. I do not think that we can exclude any single element 
and say that the other is of such importance that we do not weigh 
it and give value to it. 
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Now, as to the question of just how near we are approaching that 
point, I am sure that there would be differences of opinion among 
thoughtful people in the country; but, certainly, it is entitled to our 
best thought. 

The Cuarrman. In other words, it is your considered judgment, 
after weighing all of the factors, that we have not yet reached the 
point where a continuation of the present rates of tax so impede the 
economy as to retard the essential growth in the economy that is neces- 
sary to be the base for our defense effort. 

Secretary Anperson. As of this time, the recommendations which 
we have made to the committee, we believe, are the most prudent. 
This does not rule out a willingness on our part to weigh carefully the 
judgments and the opinions of other people. 

The Cuatrman. Mr. Secretary, as I understand you in connection 
with the present downturn in business activity you believe it is of a 
temporary nature, and that the economy can come back without the 
added stimulus of tax reduction, as we look at it today ? 

Secretary ANpErson. That is my current judgment. 

The Cuarrman. Now, let me turn to the items that have been recom- 
mended for small business concerning application of the two new 
methods of determining depreciation allowed by the 1954 code to used 
equipment. 

This problem is discussed in the report which accompanied the 
Revenue Act of 1954. I do not know whether you have read it or not, 
but let me refresh your recollection if you have. The report said: 

The application of the new methods, the new methods of depreciation, to 
used property might artificially encourage transfer and exchanges of partially 
depreciated assets motivated only by tax considerations. 

Are these considerations of sufficient importance today that enact- 
ment of your recommendation would require additional safeguards, 
other than the safeguard contained in your general statement about it ? 

Secretary Anprrson. This, of course, raises the problem which has 
been raised in connection with the sale of property from which capital 
gains have been taken. 

The CHarrman. You are referring to section 1231, are you? 

Secretary Anperson. Yes. I have not sufficiently studied it to be 
entirely concise in replying to you except to say that efforts should be 
made to insure that the application of the suggested principle is 
directed toward the accomplishment of being related to small business 
and avoiding as nearly as we can language in provisions for improper 
abuses of it. 

The Cuarrman. There is that possibility of it ? 

Secretary Anperson. Yes, and I think we ought to wrestle with it. 

The Cuatrman. Let me ask you further, do you recommend that 
we apply this formula, these two new methods, to all types of used 
equipment, or are you thinking in terms of a limited application to 
certain types of used equipment ? 

Secretary Anperson. We have been thinking in terms of general 
application. 

he CuatrMANn. It would cover buildings, would it? 

Secretary Anperson. Yes, and this again, does not rule out safe- 

guards as we go into this with our staff, who raise technical problems 
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with which I am not entirely conversant. It would not rule out some 
language safeguarding against abuses. 

The Cuairman. I want to ask you also as a matter of record, do 
you propose to submit to us a more specific recommendation with 
respect to the taxation of cooperatives or is your staff working at 
the moment in the preparation of some specific proposal that may be 
submitted to us? 

Secretary Anperson. At the moment our staff is working on the 
development of proposals which we would hope we could then discuss 
with the staff of this committee. Afterward we would anticipate we 
would submit them for the consideration of the committee. 

The Cuatrman. Now, Mr. Secretary, are you working in the direc- 
tion of a specific proposal with respect to the depletion allowed brick 
and tile clay and cement rock ? 

Secretary Anperson. As you know, this raises some very technical 
problems. We are working in the direction of being as specific as 
we can in trying to offer concrete proposals for the committee’s 
consideration. 

The Cuarrman. I know, Mr. Secretary, that your staff has been 
working for some time on permanent legislation for the taxation of 
life-insurance companies. Will you be able to submit to us some- 
time in the early future, the details of such plan as you have worked 
up ? 
Secretary Anperson. Yes. As a matter of fact, I indicated that 
I hoped we would be able to develop some concrete proposals in the 
relatively near future, because I know this has been a question pend- 
ing for a long time. 

The Cuarrman. All you are suggesting we do at the moment is to 
make available stopgap legislation for the taxable year 1957, with 
the hope that Congress may be able to enact some permanent legis- 
lation for the future. 

Secretary Anperson. It is my belief it is most desirable that we do 
have some permanent form of taxation and not have this problem 
recurring every year. 

The Crarrman. I am sure all of us would agree with the hope 
that we can do that. 

Mr. Secretary, are there any suggestions that your staff can make 
available to us now, in connection with this present tax revision 
effort, which tend in the direction of simplification and in simpli- 
fying the tax computations? 

Secretary Anperson. Mr. Chairman, I regard the question of tax 
simplification as one of very great importance. I so expressed myself 
to the staff of the Treasury and the Revenue Service. 

Simplification and equity and fairness are very important to the 
maintenance of our voluntary type of system. While I have no specific 
recommendations to offer the committee at this time, I think that I 
should like to say to you that I have asked the staff with me and with 
your staff to try to take a pretty comprehensive look at the problem, 
and I should say “problems,” involved, in order that we may be as 
effective as we can be in making recommendations that would accom- 
plish some objective in this regard. 

The Cuarmrman. I raise the question because I wanted the American 
people to know of the interest that you have previously expressed to, 
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me, of making an effort to bring about as much simplification as possi- 
ble in the tax law itself and in the computation of the tax. 

Secretary Anperson. It is always difficult to put down a specific 
order of priorities, but I would certainly say that this is one of the 
really important problems which I think we have. 

The CHarrman. Mr. Secretary, concerning your recommendation 
for spreading payment of the estate tax over 10 years, I am a little 
dubious of it, frankly, in view of the fact that there has been au- 
thority vested in the Secretary or his delegate for a number of years 
by section 6161 (a) (2) of the code, to permit a oe in the pay- 
ment of the estate tax over a period of 10 years when the Secretary 
or his delegate reaches the conclusion that immediate payment would 
result in undue hardship to the estate. 

It is my understanding that in the past, before the reorganization 
of the Internal Revenue Service, there was only one man here in 
Washington who had the job of passing upon such applications, and 
that only 300 of them would come in a year. 

Some of the cases that have been called to my attention where the 
Treasury or the Service denied the spread were most glaring types of 
hardship cases. 

It is a little difficult for me to understand why the result recom- 
mended by you cannot be reached under existing law for the benefit 
of the hardship case without the necessity of extending the 10-year 
spread to every estate whether it needs a 10-year period to pay the 
estate tax or not. 

Secretary Anperson. Mr. Chairman, I have raised substantially the 
same question as to whether or not this might effectively be provided 
for either by regulation or by interpretation of regulations. 

I am advised that there are exceedingly difficult questions in deter- 
mining standards of hardship. Also there are problems involving 
determinations as to whether or not there should be avoidance of sales 
or mergers in connection with settling the estates of deceased interests. 

I will be glad to explore further the problems which you have 
raised, but the advice which I have been given up to now is that there 
are sufficient difficulties involved in having the uniformity of inter- 
pretations of standards to make it probably desirable to have some 
statute. 

The Cuatmrman. Under your recommendation, I would think that 
most estates would take advantage of the 10-year spread. They would 
get it as a matter of right even though no element of hardship was 
involved. 

Your estimates of the revenue loss involved may be materially low. 
If we could approach this problem on the basis of dealing equitabl 
with those cases where there is the justification of hardship, I think 
you would bring about the same result that you want and you would 
do so at a lot less loss of revenue. 

Secretary Anprerson. Well, certainly, we will reexplore the prob- 
lem. I would want to point out that the recommendation here would 
not be applicable except in those cases where most of the estate is in 
a very closely held business. 

There might be hardship situations outside of this area so that you 
would have some elimination of the application of the rule by limit- 
ing it to those companies where the business is exceedingly closely held, 
whereas hardship might apply in other situations. 
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The Cuarrman. Well, Mr. Secretary, I will not ask any more 
questions. 

Mr. Harrison. Mr. Secretary, directing your attention to the exist- 
ing maximum rates on individual income taxes, if those maximum 
rates were reduced, would the Government get more revenue or less? 

Secretary Anprerson. I do not think, Mr. Harrison, at the moment 
I would not be competent to give a categorical answer as to whether 
there would be more or less. Certainly, the rates are exceedingly 
high. There would be perhaps greater incentive on persons in rela- 
tively high brackets to try more diligently to earn income if the rates 
were not so high. But to give a categorical answer to your question, 
I don’t think I am competent at the moment. 

Mr. Harrison. Would it be possible for the Treasury to make esti- 
mates of where the maximum rates should be, whether at 91 percent 
as it is now, or what percentage ? 

Secretary ANnpverson. I would doubt you could resolve it on a purely 
statistical basis. I would think that there would have to be a great 
deal of judgment involved in it. I would be glad to think about it 
and talk it over with our staffs, but our guess is that you never get it 
down to a purely statistical basis. 

Mr. Harrison. The number of taxpayers that now pay at the 91 
percent rate is very small, is that right ? 

Secretary Anperson. They are small. 

Mr. Harrison. Thank you. 

The Cuarrman. Mr. Simpson has another question. 

Mr. Stimpson. Mr. Anderson, in connection with the staff studies, I 
would hope that they might again examine into, and I again hope 
they might make recommendations dealing with, a revision of sections 
452 and 462 on prepaid income and reserves for estimated expenses. 
I would hope that they might study again those areas, and make some 
recommendations in the current year. 

Secretary Anperson. I can assure you that we will study it, Mr. 
Simpson. 

The Cuatrman. Mr. Secretary, I have just one more point about 
your recommendation that stockholders be given the option to be 
taxed as if they were partners. That came up in connection with the 
amendments contained in the revision of the code in 1954. 

As I recall, at that time, the action was not taken because it was 
pointed out that there were administrative difficulties in treating 
corporaions as partnerships. 

as your staff been able to resolve the administrative problems 
involved in this? 

Secretary Anperson. I do not know the extent to which they have 
been able to resolve them. I know it is a difficult problem and I will 
be glad to inquire and to see what their judgment is as to their ability 
to deal with it administratively. 

The Cuatrman. Are there any further questions ? 

If not, Mr. Secretary, we thank you very much for being with the 
committee this morning and making the suggestions which you have 
in connection with tax revision. 

Secretary Anperson. It has been a pleasure for me, Mr. Chairman, 

The Cuarrman. Thank you. 
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(The following statement by Mr. Brundage was made on January 
17, 1958, before the Committee on Ways and Means:) 


STATEMENT OF Hon. PercivaAL F. BRUNDAGE, DIRECTOR OF THE BUREAU OF THE 
Bupcet ; ACCOMPANIED BY MAurRICcE H. STANS, DEPUTY DIRECTOR OF THE BUDGET; 
Rocer W. Jones, ASSISTANT DrrRECTOR FOR LEGISLATIVE REFERENCE ; AND ROBERT 
HUvBeBELL, FiscaLt ECONOMIST 


Mr. Brunpace. Mr. Chairman, I have with me the Deputy Director on my right, 
Maurice H. Stans; and Roger W. Jones, the Assistant Director for Legislative 
Reference ; and on my left is Mr. Robert Hubbell, fiscal economist. 

The CHAIRMAN. Mr. Brundage, may I make this short statement of explanation. 

You were originally asked by the committee to appear today with respect to 
tax revision. In view of the letter from the Secretary of the Treasury and the 
urgency of the consideration of the legislation which Mr. Reed and I introduced, 
we altered our schedule to take up the matter of the temporary increase in the 
debt ceiling. 

We would appreciate it if you would direct your statement first to the issue 
of the debt ceiling, from the point of view of the Director of the Bureau of the 
Budget and what the needs are and why this legislation is recommended by the 
administration. 

Mr. Brunpace. I am very happy to have this opportunity to appear before 
you. Last year when the question of raising the debt ceiling came up, I was 
rather reluctant to take a position because while I recognized the desirability of 
more flexibility, I did feel the advantage of the limitation on spending. But 
the experience of the last 6 months has convinced me that we do need an increase 
in the temporary debt ceiling, and in my prepared statement therefore, Mr. 
Chairman, I said I agreed with the recommendation of the Secretary of the 
Treasury that he should have more latitude in managing the debt than is afforded 
by the present statutory ceiling of $275 billion. 

In the budget message, and in the budget in brief which I think most of you 
have, and which was distributed to each Member of the Congress, the President 
stated that this revision is necessary because the debt varies considerably during 
the year as a result of the seasonal pattern of tax collections. The present limit 
is restrictive particularly in view of rising defense expenditures, and of the need 
for more flexibility to permit efficient and economical debt management. 

In addition to the possible emergencies to which the President referred in 
asking for flexibility in transferring obligational authority up to $2 billion, 
there is the possibility of considerable opportunity to the Treasury to finance 
in advance of its maturities. When you have the very tight situation that has 
existed during the past few months you do not have any leeway. I think from 
the point of view of sound budgetary policy as well as debt management, that 
leeway is desirable. 

Furthermore, as the Secretary undoubtedly has pointed out, there are pos- 
sibilities of delays in the mails and storms and hazards of all kinds. The cash 
balances have been running too low. If anything should happen which would 
delay receipts on critical days, or critical periods, by even a few days, there 
would be trouble. 

Also there is the desirability of being able to pay our bills promptly. We 
don’t want to get in a position of holding back payments when they are due 
on deliveries. I think all of those factors have persuaded me that this increase 
recommended is desirable. 

The CHAIRMAN. Mr. Director, proceed with your testimony on taxation and 
then we can interrogate you after you have concluded. 

Mr. Brunpace. The budget for the fiscal year 1959 recommends several re- 
visions in the tax system. These recommendations were discussed with you 
in detail by Secretary of the Treasury Anderson, and I will only summarize 
them. 

To help achieve a balanced budget in the fiscal year 1959, it is essential 
that tax rates on corporation income and certain excises, which under exist- 
ing law are scheduled for reduction next July 1, be extended for another year. 
This action should provide the revenues necessary to cover increased defense 
needs and enable us adequately to meet the basic requirements of our domestic 
programs. 

No one should be able to avoid paying his fair share of the country’s high 
tax burden. The budget recommends that pending legislation, H. R. 8381, 
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which was developed jointly by this committee and the Treasury Department 
to remove unintended tax benefits and hardships, be enacted with a few modi- 
fications. The Treasury Department will continue to review the operation 
of the tax law and may make recommendations for such additional changes 
as may be developed to close loopholes. 

There are certain technical revisions which would give substantial benefits 
to small business, with a minimum loss of revenue and with no change in 
Committee on Small Business, and were also covered by the Secretary of the 
tax rates. These recommended revisions are based on the work of the Cabinet 
Treasury. 

Would your committee be interested in a brief review of the general budget 
picture? 

The CHAIRMAN. We would be. 

Mr. Brunpace. As a result of the decrease in business activity during the 
last quarter of the calendar year 1957 the estimate of fiscal 1958 receipts of 
$73.6 billion last January and $73.5 in September—it was issued in October— 
has now been reduced to $72.4 billion. This is a decrease of $1.2 billion from 
January. At the same time, increased defense spending to accelerate missile 
procurement, for research, basic and*applied, for increased SAC dispersal, 
and for atomic ships has added $0.9 billion to our expenditures. There are 
other changes up and down but either of these two principal changes alone 
would not have thrown us into the red. However, both together have changed 
our estimate of a $1.6 billion surplus into a $0.4 billion budget deficit. The 
consolidated cash statement still shows a slight surplus for this year. 

For 1959 our experts in the Treasury, Council of Economic Advisers and 
others consulted have agreed on an estimated income figure of $74.4 billion 
in the firm belief that the expansion of our economy will soon be resumed. 

Total new obligational authority recommended for the fiscal year 1959 amounts 
to $72.5 billion. This is $4.7 billion more than has been enacted for 1958 to 
date, and $2.3 billion more than for 1957. In addition, $6.6 billion of supple- 
mental authorizations are estimated for the current year, primarily for the 
Department of Defense, $1.3 billion for the Commodity Credit Corporation, $2.3 
billion, and the Export-Import Bank, $2 billion. 

Dstimated budget expenditures for the fiscal year 1959 are $73.9 billion. This 
amount is $4.5 billion more than was spent in the fiscal year 1957 and is $1.1 
billion more than the revised total of $72.8 billion estimated for the current 
fiscal year. 

Included with the estimated 1959 expenditures is $1.1 billion as an allowance 
for proposed legislation and contingencies, $500 million of this is specifically 
for defense contingencies, $339 million is estimated for proposed pay adjust- 
ments for postal and other civilian employees not in the Department of Defense, 
and $300 million for other contingencies. The cost of the proposed pay adjust- 
ments for military and civilian personnel of the Department of Defense is 
included in the estimates for that Department. Including the Department of 
Defense, the budget provides $1.1 billion of estimated 1959 expenditures for pro- 
posed pay adjustments for both military and civilian personnel. 

Your committee will be interested in and I would urge you to support a number 
of proposals to increase revenues and reduce, transfer or hold expenditures for 
the future which are set forth in the President’s budget message this year. 


PROPOSALS TO INCREASE RECEIPTS 
User charges 


In the budget message, the President indicated his belief that when the Gov- 
ernment provides a service conferring a special quasi-commercial benefit on 
identifiable individuals or groups above and beyond the benefits to the public 
generally, it should charge the beneficiaries for the special service, rather than 
place the full burden of the cost on the general taxpayer. Accordingly, he 
made several proposals in the field of user charges. 

1. Postal service.—In every year since the close of World War II the postal 
service has incurred large deficits which have placed heavy and unfair burdens 
on taxpayers to the advantage of large users of the mails. 

In view of present and prospective postal deficits, legislation to authorize 
adequate postal rates has become one of the most urgent items of unfinished 
business before the Congress. To provide revenues which will more adequately 
meet present needs, the President proposes that the postal legislation now pend- 
ing before the Congress be amended, primarily by establishing a 5-cent letter 
rate on all except local letters, 
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This increase over last year’s recommendation is needed to cover part of the 
cost of the pay increase and other rising cost. The recommended increase should 
result in an addition of $700 million to postal revenues in the fiscal year 1969. 
With the postal pay adjustment we are recommending there will still be a postal 
deficit of approximately $144 million. 

2. Aviation.—The Federal Government provides a wide range of special serv- 
ices benefiting private users of the airspace. It is increasingly appropriate that 
these users pay their fair share of the costs. The cost of new facilities alone 
will total $1 billion over the next few years and annual operating costs to the 
Federal Government of around $200 million at present are likely to be doubled 
in 5 years. As first steps toward this end, it is proposed that a tax of 31% cents 
a gallon be levied on jet fuels and that taxes on aviation gasoline be increased 
to 3% cents a gallon from the present 2 cents, with increases of three-fourths 
cent per year for 4 years in both taxes up to 6% cents a gallon. The receipts 
from taxes on aviation gasoline, which now go into the highway trust fund (3 
cents per gallon of which 1 cent is later refunded), should be kept in the general 
revenues to help finance the operations of the airways. 

8. Other.—The budget message also recommended that legislation be enacted 
to raise patent fees, and to charge employers of longshoremen for the costs of 
administering disability compensation. 

In addition, all Government agencies have recently been instructed, at the 
President’s direction, to prepare legislative proposals generally designed to re- 
move present restrictions or limitations on their authority (1) to recover full 
cost to the Government of services that provide special benefits to individuals 
or groups, and (2) to obtain a fair market value for the use or sale of federally 
owned resources or property. These proposals will cover all areas in which ex- 
isting legislation prohibits charges or fees, and areas in which existing legisla- 
tion is silent on the subject of charges but where the agency considers an ex- 
pression of congressional policy desirable prior to initiating charges. 

Examples of areas of Government activity which are being considered are 
licensing; use of water-navigation aids and facilities; publications; maps and 
navigation charts; recreation and tourist facilities; grazing; oil, gas, and min- 
eral leasing ; and mining claims. 

By enactment of the President’s recommendations in the 1959 budget and of 
additional proposals which I expect will be made to the Congress, we can move 
closer to a more equitable system of fees and charges throughout the Govern- 
ment. 


Interest rates 


Another important change which is part of the general user charge considera- 
tions, is the need for adjusting interest rates in Federal credit programs. 

All of these proposals, I think, are particularly interesting to this commit- 
tee just now when the question of the debt limit comes up, and when we have 
the close margin between a balanced and unbalanced budget and the request for 
extension of the taxes. 

The President is recommending the enactment of legislation which would 
permit greater flexibility for the Government in setting interest rates on loans 
it makes in the future, and which would require that, insofar as consistent 
with the purposes of each program, all of the costs involved be paid by the bor- 
rowers. Such legislation, by removing or reducing hidden subsidies, would 
make a significant contribution toward better fiscal management. It would 
also produce some added income. 

Moreover, for loan-guaranty programs, the Government should be authorized 
to permit interest rates high enough to attract private lenders. The President 
is suggesting that all statutory limitations or ceilings placed on interest rates be 
reviewed, and that authority be provided to vary the rates for guaranteed or 
insured loans in line with market conditions and under proper safeguards. 

Programs affected by the recommendations on interest rates include the 
following: 

1. College housing loans.—This program was authorized in 1950; to June 30, 
1957, $668 million has been committed. Private financing of college housing 
should be encouraged by (1) replacing the subsidized interest rates required 
by the present statutes with rates no less than the Government’s cost, (2) 
authorizing Federal guaranties of college housing obligations which do not have 
Federal tax exemption, and (3) prohibiting direct loans where private funds 
are available on reasonable terms. 
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2. Special assistance mortgage purchases.—This program was authorized in 
1954; to June 30, 1957. $361 million has been committed. Repeal of the statu- 
tory requirement that all purchases by the Federal National Mortgage Associa- 
tion be made at par and authority for increases in interest rates on several 
types of mortgages will encourage private financing and reduce future reliance 
on the Association. Action on these recommendations will stimulate the build- 
ing industry and provide more home units. 

8. Rural electrification and telephone loans.—The electrification program was 
authorized in 1936, the telephone program in 1950. To June 30, 1957, $4 billion 
has been committed. The sources of capital available to the Rural Electri- 
fication Administration system would be broadened by legislation (1) to assist 
both electric and telephone borrowers to obtain financing from private sources 
where the security is adequate and the loans can be repaid within a reasonable 
time, and (2) to adjust interest rates on future loans to meet the Government’s 
costs. 

PROPOSALS TO REDUCE EXPENDITURES 


On the expenditure side, adjustments are proposed in various programs which 
will result in savings in future years after a suitable time for amending State 
and local budget procedures has been allowed and after due notice to affected 
individuals. Among the programs involved are the following: 

A. First, there are programs where shifting emphasis or changing needs 
lessen future requirements for specific types of Federal assistance. 


1. Agriculture conservation program 


This program was authorized in 1936. To June 30, 1957, $4.4 billion has 
been spent, excluding crop reduction payments in early years. The budget 
recommends that a program level of $125 million be authorized for the 1959 
crop year, one-half the amount authorized for the 1958 program. This amount, 
together with other public efforts in support of soil and water conservation, 
will permit cost-sharing payments for the more permanent soil and water 
conservation practices that are needed to maintain an adequate agricultural 
resource base. Those practices which are a part of usual and required annual 
farming methods or which return immediate benefits to the farm are properly 
the responsibility of the farmer, rather than of the Government. 


2. Grants for hospital construction 


This program was authorized in 1947 and has met the most urgent postwar 
shortages. Appropriations totaling $1.2 billion are estimated through the fiscal 
year 1959. The total Federal program should now be modified to meet only 
the most urgent situations with emphasis on specialized hospitals. 


8. Veterans’ pensions 


Expenditures for this purpose increased from $883 million in the fiscal year 
1956 to $951 million in 1957. Further increases are anticipated in 1958 and 
1959 to $1,046 million and $1,152 million, respectively. These pensions meet 
needs not related to the veteran’s period of service, but rather to the general 
hazards faced by all people—health and income fluctuations. The President 
will transmit a message on veterans’ affairs to the Congress with recommenda- 
tions for specific adjustments and improvements in veterans programs which 
will enable us to discharge our national responsibilities to veterans with the 
greatest possible equity to all concerned. 

B. Second, there are programs where the administration proposes an increase 
in State and local participation and a decrease in the Federal proportion, but 
with no reduction in the total combined outlay. 

In two cases, recommended by the Joint Federal-State Action Committee, it 
is proposed that the Federal share be eliminated beginning in the fiscal year 
1960, with accompanying revenue adjustments. 


1. Grants for construction of waste treatment facilities 


This program was authorized in 1956; appropriations through the fiscal year 
1959 are estimated to total $140 million. Expenditures are estimated to be $31 
million in 1958 and $51 million in 1959. 


2. Grants for vocational education 


Expenditures for this program which was first authorized in 1917 total about 
$669 million through June 30, 1957. Expenditures of $41 million are estimated 
in both 1958 and 1959. 
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In four other cases, it is proposed that the Federal proportion gradually 
be reduced. 


1. Public assistance grants 

Expenditures for these grants on an accrual basis are estimated to increase 
from $1,462 million in 1956 to an estimated $1,824 million in 1959. During 
this period the Federal share of the total will have increased from 54.0 percent 
to 55.7 percent. This should gradually be reduced to 50 percent. 


2. Urban renewal planning and capital grants 

Expenditures for these grants (net of repayments of temporary loans) were 
$39 million in 1957 and are estimated to be $61 million in 1958 and $56 million 
in 1959. The reduction is entirely because of repayments. The urban renewal 
program is well underway throughout the Nation and the States and local 
communities should assume a share of the administrative responsibilities and 
financial costs more nearly commensurate with the benefits which their citi- 
zens receive. The budget recommends that in the future the local communi- 
ties should share in the costs of planning from the start. 

In addition, the present formula under which the local agency pays for one- 
third and Federal capital grants pay for the remaining two-thirds of the net 
project cost should be changed by providing for annual reductions, so that by 
the fiscal year 1962 the Federal Government would contribute not more than 
50 percent of the cost of local projects. 


8. Grants for schools in federally affected areas 

Expenditures for these grants totaled $1,064 million from 1950 to June 30, 
1957, to help provide schools in areas in which rapidly growing Federal estab- 
lishments were imposing a heavy load on existing facilities. In the future, 
we are suggesting that Federal payments be limited to cover the children of 
families living and working on Federal property. Expenditures for construc- 
tion, and for maintenance and operation of schools under this program are 
estimated to be $212 million in 1959. 


4. Natural disaster relief 

From 1950 through the fiscal year 1957 $70 million has been spent for natural 
disaster relief. The governors of the Federal-State Action Committee have 
agreed to recommend that the States absorb annual losses up to fixed amounts. 
Expenditures are estimated to be $18 million in 1959. 

C. Next we have programs where proposals are designed to free the agri- 
cultural economy from excessive controls. 


1. Greater flexibility in agricultural price supports 

Expenditures for Commodity Credit Corporation price support operations 
(net) are estimated to be $2.4 billion in 1959. The President has sent a special 
message to the Congress recommending changes in existing legislation so that 
the Secretary of Agriculture will be authorized to establish price supports for 
basic crops consistent with the increased productive capacity of our agriculture. 

As he pointed out we have had a real farm revolution, like the industrial 
revolution of 50 years ago. 


2. Soil-bank acreage reserve 

The acreage reserve was authorized in 1956; through the fiscal year 1959 
the total cost is estimated to be $1.4 billion. Expenditures are estimated to 
be $405 million in 1959. It is proposed in the budget to terminate the acreage 
reserve at the end of the 1958 crop year. An increase of $125 million is rec- 
ommended in the soil-bank conservation reserve program for the 1959 calendar 
year since more material and lasting benefits are obtained, per dollar spent, 
from this part of the soil bank. 

D. Another recommendation which should hold down budget totals is that no 
new projects be started in fiscal 1959 for construction of water-resource projects 
by the Corps of Engineers and the Bureau of Reclamation, in view of the high 
level of current spending resulting from the large number of new projects started 
during the last 3 years. 

E. Finally, certain previously recommended legislation is not being requested 
in the fiscal year 1959. Examples are general aid for school construction, major 
medical care insurance for Federal employees, and certain other grant programs. 

In conclusion, I believe the 1959 budget sets forth well balanced, sound Govern- 
ment programs which adequately meet the responsibilities of the Federal Govern- 
ment in all areas. 
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Revenues should be adequate to cover expenditures and permit debt reduction 
during periods of high business activity, and reductions of taxes when possible. 
In view of the increases needed in our defense expenditure imposed on us by world 
conditions, general tax reductions would not be wise at the present time. 

We will need the fullest cooperation and assistance of the Congress if we are 
to do what is required for our defense and domestic programs without an increase 
in tax rates. If we can reach some satisfactory agreement with the Soviet Union 
containing even early steps toward disarmament which are accompanied by in- 
spection to assure compliance, then we can consider tax reductions and savings 
that would be indeed worthwhile. 

The CHAIRMAN, Mr. Director, we thank you very much for being with us today, 
and for your statements both with respect to the debt ceiling and tax revision. 
Are there any questions? 

Mr. Eberharter will inquire. 

Mr. EBeERHARTER. Mr. Director, you have made a number of recommendations. 
I think every one of them would curtail Federal expenditures, and they are con- 
tingent upon action by Congress. Do you have any hope, Mr. Brundage, that 
Congress will in this session follow your recommendations for the curtailment of 
expenditures in view of the current business downturn? 

Mr. BrunpaGe. Maybe I am foolish, Mr. Eberharter, but I do have hope, yes. It 
seems to me that conditions are certainly favorable for this kind of a serious 
attempt to get our Federal expenditures on a more businesslike basis. We had a 
strong revolt throughout the country last year at the increasing Federal budget 
totals. We had Congress making cuts all down the line. 

We had letters and appeals from all over the country. Now, this carries 
through, I think, this year with the additional incentive that we find that the 
Russian threat and competition is so serious that we have to accentuate and 
accelerate and compress our time schedules, and we have to spend more money. 

Now, the demand for tax reduction, I think, is moderating in view of this 
situation. But I think the demand for economy and for putting all of our 
domestic programs on a sound and businesslike basis is even greater. So I do 
have hope. 

Mr. EBERHARTER. It is not a very practical hope, though, is it? 

Now, in formulating estimates of revenue, you took into consider&tion all 
the recommendations that you have made and based your assumption that the 
budget would balance on the premise that Congress would follow your recom- 
mendations to cut expenditures in the same way? 

Mr. BrunpaGe. The only one of these recommendations to which I have 
referred that would have a very serious effect and immediate effect on 1959 
receipts or expenditures is the postal rate increase. That would have immedi- 
ate effect of $700 million. Most of these others are programs for which we 
are recommending that revisions should be started. 

We are cutting down, as I mentioned for the agricultural conservation pro- 
gram, $125 million. We are proposing this aviation gas tax transfer. But over- 
all We are not giving effect to anything that would be—outside of these things 
I have mentioned—of any serious impact on our 1959 budget. 

Mr. EserHARTER. I want to call your particular attention, Mr. Director, to 
recommendations for Federal grants on construction for waste treatment of 
sewage. Now, Congress only passed that law last year and the membership 
was composed of exactly the same Members, with few exceptions, as this year. 
Now, certainly it cannot be practicable to hope that the same membership 
would repeal an act that passed last year. 

Mr. Brunpage. But this is not giving up the program, you understand? 

Mr. EserHarter. What is that? 

Mr. Brunpace. This is one of the programs that the Federal-State Action 
Committee suggested be taken over by State and local governments. 

Mr. HeerHarter. You say in your statement that the appropriation is through 
the fiscal year 1959 estimated to total $140 million. You took that into con- 
sideration in the formulation of the estimates for expenditures by the Federal 
Government for the fiscal year 1959, did you not? That is $140 million, which 
is a considerable sum in the minds of all of the members of this committee. 

Mr. Brunpace. The original authorization, I believe, was $500 million over a 
10-year period. This has been about $50 million a year for the 3 years. Now, 
the governors who are members of the Federal-State Action Committee said 
that they could not count on bringing this problem before their State legisla- 
tures in 1958, 
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It would take until 1959. So they asked that we not make any reduction in 
our 1959 program, which we are not doing. But they have indicated that they 
are going to recommend to their State legislatures that it be taken over. In 
return we would turn Over to them some proportion of the Federal tax on 
local telephone calls. 

Mr. EserRHARTER. One would cancel the other, in other words? 

Mr. Brunpace. That would not affect our budget in the sense of balancing, 
but it would take back to the States and the municipalities a responsibility 
which we feel that they are normally qualified for and would wish to bear. 

Part of the criticism we had last year was not only the mounting Federal 
expenditures, but the concentration of authority here in Washington. 

Mr. EserH Arter. Thank you very much. 

The CHAIRMAN. Mr. Kean will inquire. 

Mr. Kean. I just want to say, Mr. Brundage, that I welcome you here. You 
have been a constituent for many years, and a longtime friend. I am one who is 
very interested in your statement and I believe you are doing a very good job. 

Mr. Brunpage. Thank you. 

The CHAIRMAN. Mr. Curtis will inquire. 

Mr. Curtis. Mr. Director, I was quite interested in your item No. 3 on page 5 
in which you discuss the general subject of fees and charges. 

About what does the Federal Government now get in the way of revenue from 
various fees and charges? Do you know what is the total figure? 

Mr. Brunpace. We have a statement on that, Mr. Curtis. There are all kinds 
and they are spread over all of the different departments. 

Mr. Curtis. I know what the items are, or I imagine what they are, but I am 
trying to get how big a figure we are talking to in total. 

Mr. Brunpace. It runs into the millions. 

Mr. Curtis. Millions rather than billions? 

Mr. BrunpaceE. The total fees for permits and licenses in 1959 is estimated at 
$52 million. 

Mr. Curtis. Do we have a comprehensive list of all fees and charges that are 
charged? 

Mr. BrunpacE. I can send you one. 

Mr. Curtis. I would like to have it suplied for the record. 

The CHAmrnMAN. Without objection, it will appear in the record at this point. 

(The list referred to follows :) 

“Data on receipts from fees and other charges paid into general revenues are 
shown under “Miscellaneous receipts” in special analysis B of the budget docu- 
ment (pp. 887, 888 of the 1959 budget). Greater detail on these receipts is 
published in multilithed form and is available from the Bureau of the Budget on 
request. The following information shows the main categories of receipts to 
which a policy on “user charges” would be applicable: 


“{In millions] 
Source 1957 actual | 1958 estimate | 1959 estimate 
Fees for permits and licenses... -.......-.-...-.-...------------ #49 $52 $52 
(aha tnalle unto De yt en eet zc RE a eee 27 186 183 
DE Ee es Sb ade ee no ee aGMa dh aaah ncccesedénsssedacccce 79 88 89 
ne I eo eh a sel odan atid’ 311 333 374 
Fees and other charges for services. --_..-...-...-----.--.--.-- 36 36 37 








“In addition to these receipts paid into general revenues, there are various 
incidental reimbursements to appropriations for special services. For example, 
special surveys and maps by the Coast and Geodetic Survey bring in receipts 
eredited to the appropriation. Such reimbursements are shown in the budget 
document as ‘Advances and reimbursements from non-Federal sources’ in the 
schedules for each bureau conducting such operations. 

“Receipts for services or sale of products of various public-enterprise activities 
go into the revolving funds of those activities and are credited against the gross 
expenditures of those funds. All receipts of public-enterprise funds are shown in 
table 9 on page 18 of the 1959 budget document. Most of the estimated total 
of $9.3 billion in 1959 consists of collections of principal and interest on loans, 
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postal receipts, and proceeds from sale of surplus agricultural commodities. 
Other major public-enterprise activities and their receipts are: 


“{In millions] 


1957 actual | 1958 estimate | 1959 estimate 





Dalat Pemmens OG oe. oo agen pe --c cies argh ee $183 $116 $71 
Tennessee Valley Authority............-......-..---.-.-.-.-- 239 269 280 
Department of Commerce, vessel operations. ._..............- 29 27 18 
Department of Defense, Wherry Act housing. . bis cand aidan tel 2 22 50 
POISREID CHRO CII «8 820 -b pacer bcnasudoascsaudecseeiee 93 84 85 
Department of the Interior: 

IGE SEO OTEIND Sos oe sind s bb cpetcdabn=pucedeebeeneduns 6 7 9 

I i 17 17 19 
Department of Labor, farm labor supply revolving fund - - -_-- 3 4 6” 


Mr. Curtis. The next question is what additional revenues would you expect 
that we could gain from following out the various recommendations that you 
have listed for increasing the fees and charges? 

How much do you think that we are going to get if we follow that out? 

Mr. BRUNDAGE. In some cases we think it could be substantial. 

Mr. Curtis. But you see, we don’t have any idea, and I don’t know whether 
we are talking about a figure of $200 million. 

Mr. Brunpace. It would be less than that. 

It would be under $200 million but I would hope it would be over $100 million. 

Mr. Curtis. And the increases that we might derive, of course, would not be 
that much. Do you think we might gain another $100 million? 

Mr. Brunpagce. Yes, sir, I would think so. 

Mr. Curtis. That would be quite substantial, then? 

Mr. BrunpaGeE. Yes. 

Mr. Curtis. On these fees and charges, I have a second question. Do all of 
those go into the general revenues or are some of them handled in a different way? 

Mr. Brunpace. They are handled in a great variety of ways, according to the 
wording of the legislation. Some grazing fees, for instance, when appropriated 
are used by the Department of Agriculture to protect or improve the range. 
Some other receipts are deducted from the expenditures. 

Mr. Curtis. Are they reflected in the budgets so that Congress can see the 
revenues? 

Mr. Brunpace. Yes. We can indicate just how it is treated in the budget. 
. That is another project I have under way, to try to get an amendment of some 
of these laws so that certain receipts can go into revolving funds. In some 
cases where repayments are made, such as the Rural Electrificational Adminis- 
tration, repayments go into general revenues, while the loans are charged 
against the appropriation. 

Well, I think they ought to be uniformly treated ,and I think if we are going 
to charge the loan as an expenditure we ought to get a credit against expendi- 
tures for the repayments. 

Mr. Curtis. That was the next question I was going to ask. Don’t you 
think it would be well if we have some general policies in regard to how we 
treat all fees and charges? 

Mr. BrunpacE. I do. 

Mr. Curtis. I think it is of particular importance to the Ways and Means 
Committee, because in essence this is another method of raising revenue. It be- 
comes important from that angle. I would appreciate further information on 
that specific point. 

The CHAIRMAN. Can you supply that for the record? 

Mr. BrunpaGe. Yes, I can. 

The CHAIRMAN. Without objection, it will be included in the record. 

(The information is as follows:) 

“All fees and other receipts of the Government, including those from user 
charges, are reflected in the budget so that Congress can see the amounts 
involved. 

“The general rule on the disposition of collections is enunciated in title 31, 
United States Code, part 484 which provides that ‘The gross amount of all 
moneys received from whatever sources for the use of the United States * * * 
shall be paid by the officer or agent receiving same into the Treasury, at as 
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early a day as practicable, without any abatement or deduction on account of 
salary, fees, costs, charges, expenses, or claim of any description whatever.’ 
Under this provision most user Charges go into the general revenue and are 
available there for appropriation as Congress sees fit. 

“In contrast Congress has specifically provided for earmarking collections 
from user charges in a number of individual cases. There are four methods of 
handling the earmarked collections, depending upon the circumstances: 

“(a) Where a major business-type operation is involved, the collections are 
credited to a public enterprise (revolving) fund which is available to carry 
on the cycle of operations concerned ; 

“(b) Where the collections are incidental to the main activities of the bureau 
or agency concerned, the law is sometimes written to permit the collections to 
be treated as reimbursements to a general fund appropriation ; 

“(c) Where the law creates a trust arrangement or where the advance pay- 
ments are received for special services to be used only for the cost thereof or 
for refunds, the payments are accounted for in a trust fund ; and 

“(d) Where the user charges are shared with the States and counties, set 
aside for purposes not involving a cycle of operations or earmarked for par- 
ticular purposes subject to annual action by Congress, they are accounted for 
in a separate special fund. 

“In general, from the viewpoint of budgetary control, it appears best to avoid 
the earmarking of collections from user charges, except for those cases where 
an entire program can reasonably be expected to be self-sustaining. However, 
there are a number of special circumstances that make earmarking appropriate 
in individual cases. As a part of its regular operations the Bureau of the 
Budget is examining a number of cases where user Charges are concerned, and 
when considered appropriate will recommend legislative action to change the 
present treatment of such revenues, as illustrated in the case of the Rural 

lectrification Administration mentioned above.” 

Mr. Curtis. Now, I am going to ask another question very briefly. In most 
of the services, you have discussed the costs involved. And yet last year I re- 
member the Post Office Department came in asking for about a 5 percent increase 
in the number of employees, and at the same time they were claiming that 
they had an increase in productivity of several percentage points. 

I do not remember the figures, but I remember it was around 10 percent. 
The increase in mail handled was only 3 percent. 

Well now, where are we getting if we do not reflect productivity in the size 
of our operations? How could anyone justify an increase of 5 percent in num- 
bers of persons when your increase of the volume was only 3 percent? 

At the same time we put in all of these so-called laborsaving operations so 
that we could claim a productivity increase. 

Mr. Brunpaae. There was an increase in employees, the number of employees, 
Mr. Curtis, but I believe it was not quite a high as the increase in the volume of the 
service. 

Mr. Curtis. I know those figures well, because I took the matter up. 

Mr. BrunpaGE. I am going to ask the Deputy Director here who was the Deputy 
Postmaster General until 6 months ago. 

Mr. Curtis. I don’t want to get into the details of that, other than to illustrate 
some of these points. I remember the figures fairly well, because I raised them 
at the time this matter came on the floor of the House and called attention to 
what seemed to me a very basic inconsistency. The explanation offered was 
that we were shifting employment into suburban areas and out of other areas. 
But still in my judgment it did not work out. 

Now, the second point I wanted to call attention to is on page 3, where you say 
the budget provides $1.1 billion for proposed pay adjustment of both military 
and civilian personnel. Now, I presume the military at any rate would agree to 
following the recommendations of the Cordiner report. That report, however, 
said that this was going to be a saving, because we would save it in the turnover 

or cutting down on the turnover of the personnel we had. 

Now, all of these savings somehow or other seem to result in increased expendi- 
tures but we never see the savings coming forth. 
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Now, when do you reflect the savings that we can anticipate from changing 
these policies so that we will save on the turnover? 

Mr. Brunpace. Well, the Cordiner report indicated that they expected that the 
first year or two would have to be an increase. But they anticipate that there 
will be very substantial savings over the next 5 years, and greater over the next 
10 years. I had quite an argument with Mr. Cordiner, whom I know very well, 
and when I expressed a little skepticism he said, “I haven’t begun to indicate 
the real amount of savings. We are going to save $5 billion a year in 5 years.” 
And he is exceedingly enthusiastic and exceedingly convinced of the rightness of 
his ideas, 

As a matter of fact, I think it is sound, and I agree with you it is awfully hard 
to identify savings but still I don’t think that is any reason why we should not 
go ahead with sound plans. 

Mr. Curtis. I happen to be very strongly of the belief that he has put his finger 
on something very important, and he will produce savings. But it won’t produce 
savings if we operate like we did with the Post Office last year so that when you 
do have an increase in productivity you come in and ask for more people. 

If we do manage to cut down the turnover of the employees in the military, 
and the Federal establishments and save money, if you go ahead and keep on 
spending more and keep all of the people and maintain the rest of the personnel 
system, it is costing money and you are not going to get anywhere. That is the 
only reason I wanted to emphasize it. It was always the increases that you see, 
and somehow we forget about the savings and they never do materialize. I sug- 
gest that probably it brings about the operation of Parkinson’s law ‘ 

Mr. Brunpace. I have had a great deal of amusement out of Parkinson’s law, 
and I distributed copies to all members of the Cabinet. I think that I ought to 
give Mr. Stans a chance to make a statement. 

The CHAIRMAN, All right, sir. 

Mr. Stans. I would like to reassure Mr. Curtis that the Post Office has 
displayed a substantial increase in productivity over the last 5 years. My 
recollection of the figures is that in 5 years’ time the Post Office mail volume and 
number of pieces has increased about 16 percent, whereas the increase in em- 
ployment, in hours of work, is up less than 4 percent over that same 5-year period. 

Mr. Curtis. I can refer you to the committee report and the committee hear- 
ings and the testimony of your Own people last year. All I am referring to is 
1 year that I saw, where you had an increase in mail of about 3 percent and 
you were in asking for a 5-percent increase in personnel. 

Those are just cold figures. 

Mr. Srans. I would like to reassure you on this, and if you will permit me 
to put the figures in the record that will show it, I am very confident that in 
each of the last 5 years the increase in hours of employment has been sub- 
stantially less percentagewise than the increase in volume of mail. I am sure 
that the Congressman has misunderstood some of the figures or the testimony. 

Mr. Curtis. I will simply refer you to the testimony and the statements. I 
brought this out in a debate on the floor of the House, and there was not any 
contradiction. 

I referred this to the Post Office Department last year, and no contradiction 
was made of it. I am satisfied what I have stated is correct. 

The CHAIRMAN. Would it be agreeable at this point for Mr. Curtis to give you 
the sources privately of his information? 

Mr. Curtis. It is in the committee report, Mr. Chairman, of the Post Office 
and Civil Service Committee last year, at the time that the Post Office request 
was made. 

The CHAIRMAN. What I am getting at is: you want the facts. 

Mr. Curtis. If the facts previously supplied were wrong, I want to know that. 

The CHAIRMAN. Let us put them in the record at this point, and try to recon- 
cile the situation that exists. 
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(The information is as follows :) 
“Growth in mail volume and employment, fiscal years 1958-57 


1953 1954 1955 1956 1957 
Mail volume: 

Seeeeeeeae PONOND.65.30 016. day ti sis le 50.9 52.2 55.2 56. 4 59.1 
Increase over 1953 (percent)_...............-.----|-------... 2.5 8.4 10.8 16.0 

Employment (thousands of man-years): 
Cee ae tare etinawinin 124 130 134 140 145 
Increase over 1953 (percent).............-!.--.---]---------- 4.5 8.0 12.7 16.4 
All other employment .._.___..-..-..---.-------- 386 378 378 378 385 
Increase over 1953 (percent) ...........--.......--]----..-... —2.1 —2.2 —2.2 —0.3 
bak eg hearst ed weet Rood it- patackes snded 510 508 512 518 530 
Increase over 1953 (percent).....-.....-...--......---]--..---... —0.5 0.3 1.4 3.8 


“Comparing fiscal 1957 results with 1956, it will be noted that the 4.67-percent increase in mail volume has 
been handled with an increase in total employment of only 2.36 percent. Excluding city delivery carriers 
(which increased 3.29 percent), the increase in all other employment to handle this 4.67-percent increase in 
volume of mail was only 2 percent. 


“Source: Annual Report of the Postmaster General for 1957, p. 8.’ 


Mr. BrunpaceE. I might just add one point, that this $1.1 billion of estimated 
expenditures for the pay adjustments, both military and civilian personnel, is 
gross. We are expecting a quite substantial amount of absorption in all of the 
departments together of over $300 million of that. 

Mr. Curtis. Which will be recouped, or it will be absorbed? 

Mr. Brunpace. It will be absorbed, deducted. 

The CHAIRMAN. We appreciate very much your coming to the committee and the 
information you have given us. 

I had some questions that I wanted to ask of you, but I will refrain from doing 
so, in view of the fact that we still have one witness to hear in public hearings, 
and because the committee desires to go into executive session this afternoon. Let 
me just observe, however, that your statement that you have given us this morning 
certainly pinpoints a number of contingencies that could be added to those which 
we were earlier discussing with the Secretary of the Treasury and that we might 
face in connection with the debt itself. 

Mr. Brunpace. Thank you very much. 

The CuarrMAn. Thank you very much, Mr. Brundage, and those with you. 


The Cuairman. The committee will stand adjourned until 10 o’clock 
Monday morning. 

(Whereupon, at 12:01 p. m., the ee in the above-entitled matter 
was recessed, to reconvene at 10 a. m., Monday, January 20, 1958.) 
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(Foreign Income; Depletion of Human Resources; General Re- 
vision; Railroad Retirement Rates (Including H. R. 6452); 
Small Business; Education Expenses) 


MONDAY, JANUARY 20, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANS, 
Washington, D.C. 


The committee met at 10 a. m., pursuant to recess, in the hearing 
room of the committee, House Office Building, Hon. Wilbur P. Mills 
(chairman) presiding. 

The Cuarrman. The committee will please come to order. 

Our first witness this morning is the Honorable Herbert Zelenko. 
Although we know you quite well as a Member of Congress, will you 
please give your name, address, and the capacity in which you appear 
for the benefit of the record. 


STATEMENT OF HON. HERBERT ZELENKO, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. ZetenKo. My name is Herbert Zelenko. I ama Representative 
from the 21st District of New York in New York City, and I am ap- 
pearing on behalf of H. R. 6912, a bill which I introduced. 

The CHartrman. Without objection, the bill to which you refer 
will be included in the record at this point. You are recognized, Mr. 
Zelenko. 

(The bill referred to follows :) 


[H. R. 6912, 85th Cong., 1st sess.) 


A BILL To amend the Internal Revenue Code of 1954 to provide an income tax deduction 
for depletion of human resources 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) part VII of subchapter B of chapter 
1 of the Internal Revenue Code of 1954 (relating to additional itemized deduc- 
tions for individuals) is amended by renumbering section 217 as 218, and by 
adding after section 216 the following new section: 


“SEC. 217. DEPLETION OF HUMAN RESOURCES. 


“(a) ALLOWANCE OF DepucTION.—In the case of an individual who has at- 
tained the age of 45 before the close of the taxable year, there shall be allowed 
as a deduction an amount equal to 1 percent of his earned income for the taxable 
year multiplied by the number (but not more than 27) determined by subtracting 
44 from his age at the close of the taxable year. The amount of such deduction 
shall not exceed 50 percent of the taxpayer’s adjusted earned income for the 
taxable year. 
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“(b) Derrnitions.—For purposes of this section— 

“(1) The term ‘earned income’ means (to the extent includible in gross 
income) wages, salaries, or professional fees, and other amounts received as 
compensation for personal services actually rendered, but does not include 
that part of the compensation derived by the taxpayer for personal services 
rendered by him to a corporation which represents a distribution of earn- 
ings or profits rather than a reasonable allowance as compensation for the 
personal services actually rendered. In the case of a taxpayer engaged ina 
trade or business in which both personal services and capital are material 
income-producing factors, under regulations prescribed by the Secretary or his 
delegate, a reasonable allowance as compensation for the personal services 
rendered by the taxpayer, not in excess of 30 percent of his share of the 
net profits of such trade or business, shall be considered as earned income. 

“(2) The term ‘adjusted earned income’ means the earned income reduced 
by the deductions (other than those alowed by section 151, relating to personal 
exemptions) properly allocable to or chargeable against the earned income.” 

(b) The table of sections for such part is amended by striking out the last 
line and inserting in lieu thereof the following : 


“Sec. 217. Depletion of human resources. 
“Sec. 218. Cross references.” 


Sec. 2. The amendments made by the first section of this Act shall apply with 
respect to taxable years beginning after December 31, 1956. 

Mr. Zerenko. Mr. Chairman and members of the committee, I wish 
to express my thanks to you distinguished members of the — and 
Means Committee for permitting me to make this statement in behalf of 
H. R. 6912. 

The purpose of these hearings in the words of our late distinguished 
and beloved colleague, the Honorable Jere Cooper, is to— 
guide the committee in formulating proposals looking toward revisions of our 
internal revenue laws in order to obtain a revenue system which is fair, equitable, 
neutral in impact between similar dollars of income, responsive to changes in 
economic conditions, and capable of compliance and administration with a mini- 
mum of taxpayer and governmental effort and which will at the same time produce 
the needed revenues for the Government * * * that relief from our present bur- 
densome taxes may be achieved * * * by spreading the burden of taxes equitably 
and fairly among the various groups of taxpaying public. 

H. R. 6912 would provide a tax deduction for the depletion of human 
resources but would not result in a diminution in income tax receipts. 

This bill is aimed at encouraging older people to continue productive 
activity in business and industry. It would allow taxpayers 45 years of 
age and older to claim a special deduction for the depletion of human 
resources on their Silinedt tame tax. There is no reason why there 
should be a distinction between the present deductions for the deple- 
tion of natural resources, machinery and property, and that of the 
depletion of the most important resource of all—the human one. 

The proposed deduction would be computed strictly on the basis of 
the taxpayer’s age and would apply only to salaries, wages and earned 
income and would offer as added economic incentive for the older 
workers to realize their full potential as useful and productive mem- 
bers of the Nation’s business and industrial population. At present, 
from a monetary standpoint, retirement benefits in many cases far 
outbalance earning inducements for older people to remain actively 
employed. 

hese conditions have produced a steady and detrimental effect 
upon the size of our country’s senior working forces. Unless Congress 
takes constructive measures to combat the problem, we will ultimately 
find ourselves faced with a nationwide shortage of skilled and expe- 
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rienced older workers who form the strength and backbone of so many 
of our leading industries and professions. 

The deduction for the depletion of human resources would be com- 
puted by subtracting 44 from the age of the taxpayer and multiplying 
the resulting figure by 1 percent of his earned income. In other words, 
as the taxpayer grows older he would be allowed to deduct 1 additional 
percent each year. 

Thus, a 66-year-old working taxpayer would be entitled to a deduc- 
tion of 22 percent of his earned income. 

Rather than produce less revenue, it would provide additional tax 
dollars. Older persons under the benefits of this act who would desire 
to continue to work would still be taxpayers instead of pensioners, even 
though the tax would be less than previously. A 66-year-old tax- 
paying engineer, lawyer, doctor, or writer with a 22 percent deduction 
in tax still produces a tax return instead of drawing from a retirement 
fund. 

The inducement to continue to work is not only of monetary benefit 
but will produce real life in years instead of the way of retirement 
which is merely years in actuarial life. This measure is not dis- 
criminatory, nor beneficial solely to one class, group or industry. It 
excludes no one. Those persons who cannot meet the qualifications 
of age at present are automatically eligible in the future. 

Traditionally this great body has always taken cognizance of public 
attitude and colleague acceptance of proposed legislation in weighing 
its attributes or defects. With this in mind I respectfully bring to the 
attention of the committee portions of a statement made in the Senate 
by ths Honorable Richard L. Neuberger on April 17, 1957, when he 
introduced S. 1912. 


Mr. President, I desire to bring to the attention of the Senate a very forward 
looking proposal which has been introduced in the House of Representatives by 
the Honorable Herbert Zelenko of New York. * * * Mr. Zelenko’s bill, introduced 
on April 15, 1957, is H. R. 6912, and I introduce, for appropriate reference, a 
companion bill, so that Mr. Zelenko’s proposal may also be before the appro- 
priate Senate committee for study. * * * 

Mr. President, in recent years we have become more and more conscious of 
the fact that older workers leave the labor force before their ability or their 
desire to contribute to the economy is exhausted—either by inability. to find 
employment due to employers’ policies or because the difference between their 
earnings, which are taxed, and their possible retirement benefits, which are not, 
do not justify further work. * * * 

I believe that the proposal which I am introducing for the attention of the 
Senate today can well serve as the basis for spotlighting the essential logic of 
applying to everyone who uses his own body or his mind in the production of 
income the same principles and standards which we apply to income earned 
from the exploitation of such natural resources and invested capital. 


To the remarks of Senator Neuberger I heartily subscribe. 

Soon after April 15, 1957, the day my bill was introduced, numerous 
favorable printed and radio editorial comments appeared throughout 
the country. A very small number of the papers so editorializing, 
and I name them merely to show the area I speak of, are the Philadel- 

hia Inquirer and Bulletin, Newsday of Long Island, N. Y., the 
Fotislula Advertiser, Labor’s Daily, North Adams (Mass.) Tran- 
script, and the Cleveland (Ohio) Plain Dealer, among 50 or 60 others. 

Among distinguished news analysts who indicated their approba- 
tion are Eric Severeid, who had also previously written in the same 
vein, Martin Agronsky, and Cecil Brown. 


20675—58—pt. 1——-73 
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I urge your favorable consideration of H. R. 6912. 

Thank you. 

The Cuarrman. Are there any questions of Mr, Zelenko? 

Mr. Keogh will inquire, Mr. Zelenko. 

Mr. Kroeu. Mr. Chairman, I have no questions. I have no ques- 
tions to direct to my colleague, but I do want to commend him for 
his great interest in this very important phase of our tax structure, 
and I need only remind the members of the committee, Mr. Chair- 
man, of the great work that our colleague did in calling the attention 
of the Congress and of the administration to the need of revision of 
those now two famous sections, 452 and 462, and I am delighted to 
see him here so early this morning. 

Mr. Zetenxo, I thank the gentleman for his gracious and kind 
consideration. 

Mr. Foranp (presiding) . Mr. Mason? 

Mr. Mason. Mr. Zelenko, your proposal intrigues me. I have just 
one question to ask and I will ask it in the form of an example. I 

duated from West Point, we will say, at 22, I was a member of 
the Armed Forces for 30 years. I am now 52. I retire from the 
Armed Forces as a general, and that is ible. 

My pension is $10,000, we willsay. I get a job with General Motors 
or some big industry as an —— or as a personnel man and they 
are all doing that, and I am paid $25,000 a year. 

According to your proposal the first year I would, at age 52, there 
would be an 8 percent allowance on my $25,000 but with respect to 
that $10,000 pension, what would become of that ? 

Mr. ZetENKO. May I say this to the gentleman: The example which 
you have given, I think, is a very unusual one. I do not believe that 
there would be perhaps more than 50 people in this country to whom 
that statement of facts could substantially apply, and in every law 
and in every regulation, of course, there are minute exceptions. 

This gentleman of whom you speak, this fictitious gentleman, who 
has perhaps some live counterparts today, might receive an excep- 
tional benefit as a result of H. R. 6912 were it enacted, but that hap- 
pens in every law and we cannot make a law that is 100 percent effec- 
tive or 100 percent applicable. 

However, I would say this: As long as he is earning his money at 
the age that you give me he would be entitled to it along with every- 
body else. Some people do receive greater benefits of a law. Some 
people suffer as a result of a law. However, the best we can do I 
think in any legislation is to do the best for the most and hope for 
the best. 

I thank the gentleman. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Foranp. Mr. Eberharter. 

Mr Exeruarter.. I just want to say that we are all glad that you 
appeared here this morning. I want to call your attention to the 
fact that the Congress not very long ago, tended in the direction that 
you indicate when we provided an extra exemption of $600 to persons 
over 65. 

You are familiar with that phase of the law, of course? 

Mr. ZELENKO. Yes. 

Mr. Exsernarter. I just wanted to call attention to the fact that 
your bill is somewhat in the same direction. 
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Mr. Zetenxo. I appreciate the gentleman’s remarks. I thank you 
for them. 

Mr. Foranp. If there are no further question, we thank you for 
your contribution. ; 

The next witness is our colleague, the Honorable Henry A. Dixon. 
Come forward please, Mr. Dixon. 

While we know you very favorably, for purposes of the record 
will you give your name and the capacity in which you appear? 


STATEMENT OF HON. HENRY A. DIXON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF UTAH 


Mr. Dixon. Thank you. I am Henry A. Dixon, representing the 
First District in Utah. I am appearing on behalf of my bill, H. R. 
6131, and those bills by my colleagues, Representatives King and 
Jenkins, and other bills which would exempt teachers from income tax 
on money expended for professional development. 

Mr. Foranp. You may proceed. 

Mr. Drxoy. I appreciate, Mr. Chairman, and cherish this oppor- 
tunity. 

Gaatinaad: I am in dead earnest about winning this race for scien- 
tific supremacy, and indeed it isarace. We had a story about Scouts 
appearing before a Scoutmaster telling about their good turns. 

Some of the Scouts reiterated the old chestnuts about carrying the 
lady’s suitcase and conducting a blind man across the street, but one 
Scout had an original good turn. He says, “I saw Mr. and Mrs. 
Brown running to catch the bus and I knew they were too fat to make 
it so I sicked the dog on them.” 

That is about our situation in this race for scientific supremacy. 
I think we have to put just a little more speed into it, and these bills 
represent ways to motivate education so we will get far more speed, 
which is exactly what we need. 

Mr. Rickover said: 


The Russian satellite did greatest damage to our trust in the American 
education system—up to now almost as sacrosanct as motherhood. Sputnik 
may well be the catalyst which brings about drastic and long-overdue reforms 
in the utilizing of the Nation’s intellectual capacities, 

My thesis is that we must place greater incentives for teachers to 
grow professionally if we are going to win this race for scientific 
supremacy. Curiously enough, the Russians have adopted our 
capitalistic procedures by offering great incentives to successful 
teachers rather than leave them all on the same level. 

For instance, the Russians give a professor about eight times as 
much as a beginning teacher. The Russians give a professor about 
15 times as much salary as an industrial worker. Look at the incen- 
tive. On the other hand, we are more socialistic in our practices 
because we give a professor only about twice as much as a beginning 
instructor and our average salaries in the colleges are very little more 
than the industrial workers’, so they have just turned the tables on 


us and they are using this capitalistic theory of free enterprise and 
incentive to speed up their race for a scientific supremacy. 

I maintain that we must place more incentive in the picture if we 
are going to win. We cannot have scientists without teachers of 
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scientists, and you know full well that the President’s Commission 
says that the teachers of science in the colleges are the greatest bottle- 
neck and that it is useless to try to offer scholarships and fellowships 
to students unless we have teachers. It take longer to develop col- 
lege teachers than it does even to build college buildings, so that is » 
problem we surely must look at. 

By 1970, unless we speed up, there will only be 1 doctor of philos- 
ophy graduate for every 5 teachers needed in the college. By 1970, 
unless we make faster progress than we are doing now, we will have 
to turn away 1 out of every 3 students who apply for admission to 
our colleges. 

I went to my alma mater this fall, the University of Southern 
California, and I asked the dean how many he had in practice teach- 
ing. He said, “We have 406.” I said, “How many do you have 
preparing to teach mathematics and science?” He called the office 
and found out there were only seven. He said, “Industry takes off 
our prospective science and mathematics teachers in the junior and 
sophomore years before they ever graduate.” He said further, “They 
are not even leaving us seed corn.” 

How far are we going to get in this race with a picture like that? 
The Interstate Commerce Commission, I think, has a policy that is 
deadening because it destroys incentives, which we have to have if 
we win this race. For instance, a doctor may take a 6-week course 
in pediatrics to brush up. A lawyer can go from here to London 
to a convention and his expenses are deductible, or an actor can take 
a class in physical education to reduce his weight and so on. That 
is all deductible. 

However, that is not the case with the teacher. He cannot take a 
6-week summer school to brush up. His taxes are not deductible 
unless the board of education says that he has to do it to keep his 
job and the Internal Revenue Service, prior to a court case, would 
not even give him a deduction there. 

That simply puts a premium on stagnation rather than upon plac- 
ing an incentive for growth. You know, gentlemen, where growth 
stops, death sets in. Even our textbooks in science a year or two 
old are obsolete. Where are we going to get with an archaic system 
like that, so I submit that this discrimination has to be done away 
with, and these bills approved. 

Before you are bills by Representative King and Representative 
Jenkins, mine, and others. They will correct this evil if enacted. 
The removal of the tax discrimination against téichers is not only 
required for the sake of justice, but it may have a greater impact on 
education per dollar of cost than any other program the Federal Gov- 
ernment might consider. The cost might be from $15 million to $18 
million at reasonable estimates. 

It would be a lot smaller cost than if we deducted the expenses of 
a parent who poe a student through college, or it would be a much 
smaller cost than to raise all teachers’ salaries—both of which I 


think we ought to do. This is more desirable than either of those 
measures because it puts a premium on the teacher who wants to grow, 
who wants to keep up with the job, and who has the national welfare 
at heart. 


: 
: 
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It would not do anything for the teacher who does not want to 
grow and who lacks ambition, 

In the third place, there is no objection to this sort of assistance 
because there can possibly be no Federal control, not in the least. My 
bill and these others, I believe, place a limitation of $600 as the 
total amount that is deductible. 

I would not object in the least if these bills were amended to make 
the entire expense of the teachers’ summer school deductible. 

I certainly thank you, Mr. Chairman and gentlemen, for this 
privilege pat opportunity, and I ask you to unanimously consent to 
place my 6-page testimony in the reson 

Mr, Foranp. Without objection, your full statement and your bill 
will be placed in the record. 

(The bill and the statement follow :) 


{H. R. 6131, 85th Cong., 1st sess.] 


A BILL To amend the Internal Revenue Code of 1954 to allow a deduction from gross 
income for certain amounts paid by a teacher for his further education 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) part VII of subchapter B of chapter 1 
of the Internal Revenue Code of 1954 (relating to additional itemized deductions 
for individuals) is amended by redesignating section 217 as section 218 and by 
inserting after section 216 the following new section: 


“SEC. 217. EXPENSES OF TEACHERS FOR FURTHER EDUCATION. 


“(a) ALLOWANCE oF DepuUcTiIon.—In the case of a taxpayer who is an estab- 
lished teacher (as defined in subsection (b) (1)), there shall be allowed as a 
deduction the expenses paid during the taxable year by such teacher for his 
further education (as defined in subsection (b) (2) ). 

“(b) DEFINiITIONS.—For purposes of this section— 

“(1) the term ‘established teacher’ means an individual who is employed 
on the educational staff of a public or private school accredited by the 
accrediting agency of.a State or Territory or by a regional accrediting 
agency ; and 

“(2) the term ‘expenses paid during the taxable year by such teacher for 
his further education’ includes all expenses which are incurred by an estab- 
lished teacher (as defined in paragraph (1)) for tuition, books, and other 
equipment, travel, and living expenses while away from home (to the extent 
that they exceed his normal living expenses), and which are paid by him 
during the taxable year in connection with his enrollment in a course or 
courses of education at an institution of higher education accredited by the 
accrediting agency of a State or Territory or by a regional accrediting 
agency. 

“(c) LimiTaTions.—The deduction allowed a taxpayer under subsection (a) 
shall not exceed $600 for any taxable year; and no expense shall be allowed as a 
part of such deduction if such expense is allowable as a deduction under section 
162 (relating to trade or business expenses) .” 

(b) The table of sections for such part VII is amended by striking out 


“See. 217. Cross references.” 
and inserting in lieu thereof 


“Sec. 217. Expenses of teachers for further education. 
“Sec. 218. Cross references.” 


Sec. 2. The amendments made by the first section of this Act shall apply only 
with respect to taxable years beginning after December 31, 1956. 

Donald C. McGraw, president of McGraw-Hill Book Co., says: “As far as 
financial incentives are concerned, we have virtually socialized the academic 
profession. * * * Ironically, the Soviet Union has deliberately and successfully 
used capitalistic incentives to improve its educational system.” 

The National Education Association places the average college faculty salary 
at a little more than the average income of the industrial workers in the United 
States. (The average faculty salary is around $4,100 for instructors and $5,730 
for associate professors, while the factory workers in 1956 received $4,580.) 
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Alexander Korol, of Massachusetts Institute of Technology, points out that 
the head of a department in a Russian university can receive 6,000 rubles (or 
about $7,200 per year) a month based upon relative purchasing power which 
is 8 times the income of the average Russian worker. 

McGraw points out further that the Russian spread of the income between 
a full professor and the lowest academic professor is greater than 15 to 1, while 
in the United States full professors earn twice as much as beginning instructors. 
The president of the Soviet Academy of Sciences is the highest paid man in the 
nation. Russian teachers of science are given country homes, vacations, maids, 
chauffeurs and cars, and are placed in a class with the elite. Furthermore, top 
science students needn’t worry about much of anything except keeping up their 
grades. 

WE CAN’T HAVE SCIENTISTS WITHOUT TEACHERS OF SCIENCE 


Now we can’t have scientists without teachers of science, and it is not likely 
the colleges can attract and graduate in the immediate future a sufficiently large 
portion of young men and women to meet the manpower needs in education. 
(National Policies Commission, Manpower and Education, p. 115.) 

The same Commission says, “In recruiting teachers there must be extensive 
provision for inservice training as contrasted with preservice training.” 

The President’s Committee on Education Beyond the High School states that 
“the most critical bottleneck of expansion and improvement of education in the 
United States is the mounting shortage of excellent teachers. * * * Colleges and 
universities have found themselves at a growing competitive disadvantage in 
the professional manpower market.” This Committee estimates that by 1970 
there will be only one new doctor of philosophy available for every 4 or 5 new 
college teachers needed, and that unless something unusual happens our percent- 
age of doctors of philosophy on the college faculties will drop from the present 40 
percent to 20 percent (second report to the President, p. 30). 

The best estimates I can find are that unless college faculty, buildings, and 
facilities are provided at a faster rate than they are at the present time, by 1970 
1 out of every 3 students applying for admission will be turned away. 

The President’s Committee says, “If the United States is to become increas- 
ingly a society of students it must also become increasingly a society of teach- 
ers. * * * If an unwelcome choice were required between preserving quality and 
expanding enrollments, then quality should be preferred; because it would do 
neither individual nor the Nation any good to masquerade mass production of 
mediocrity under the guise of higher education. The Nation needs both quality 
and quantity, and it can have both if it desires to do so.” (Commission on Higher 
Education, p. 4.) 

While I was in California this fall I asked the dean of the school of education 
at my old alma mater, University of Southern California, how many teachers he 
had in practice teaching. He replied, “406.” I asked him how many were pre- 
paring to teach math and science. He replied, “Seven. Industry is picking off 
our prospective math and science teachers down in the sophomore and junior 
years so fast that they are not even leaving us seed corn.” 

I call your attention to the above facts merely to show that unusual incentives 
to teachers must be provided, and very soon. The bills before you today, Mr. 
Chairman, are just one small, but important, step in this direction. 


THE LEAST WE CAN DO IS REMOVE TAX DISCRIMINATION AGAINST TEACHER IMPROVEMENT 


Section 162 of the Internal Revenue Code granting tax deduction for necessary 
business and professional expenses has been liberally interpreted in areas other 
than teaching. Business executives with little restraint dine on filet mignon 
and occupy fancy hotel suites, deducting the costs as necessary expenses. A 
lawyer may attend a tax institute or a bar association convention in London, a 
doctor may take a refresher course in pediatrics, or an actor may enroll in 
physical culture to lose weight and these expenses are tax deductible. 

This is not so with the teacher. If he attends summer school, enrolls in an 
extension course during the winter, or takes a semester off to brush up, the 
expenses are not deductible unless he was forced by administrative edict to 
take the extra schooling. 

Only after the decision of the United States Fourth Circuit Court of Appeals 
on May 19, 1950, in the case of Hill v. Commissioner, did the Internal Revenue 
Service concede even to allow the deductions for courses required by administra- 
tive edict. However, the Internal Revenue Service still interpreted the court’s 
decision in the most restrictive possible fashion. 


LE A 
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The Internal Revenue Service would allow teachers to deduct the cost of their 
voluntary education providing it does not advance their skills, is of short dura- 
tion and does not carry academic credit. The drawing of this line is unfortunate 
and arbitrary. It means that the method used by doctors and lawyers to keep 
abreast of professional developments is tax deductible, because their method 
does not involve the granting of academic credit. However, the method used 
by teachers to keep abreast of changes is not tax deductible, because academic 
credit is given. The aim in both cases is the same, and the tax treatment should 
be the same. Doctors and lawyers unquestionably increase their skills and 
prestige by attending such courses, just as teachers do. 

This unfortunate discrimination places a premium on stagnation in education, 
where dynamism is most urgently needed. Every year new scientific develop- 
ments turn scientific teachings of the past into the outdated theory or folklore. 
Yet science teachers cannot even deduct their necessary expenditures to keep 
abreast in their fields, because the best available method for them to do so is 
to take college courses, and these are disallowed by Internal Revenue Service. 

The Internal Revenue Service has argued that the reason other deductions are 
allowed, such as for the spangled tights of an entertainer, is because those ex- 
penses are necessary for his employment. However, there is no greater need for 
a doctor to take his voluntary refresher course, or the lawyer to attend his volun- 
tary tax institute, than for a teacher to take voluntary course work in his field. 
It is imperative that we end this discrimination against those who are in the 
greatest need of help. 


REMOVAL OF THE TAX DISCRIMINATION HAS OTHER ADVANTAGES 


Removal of the tax discrimination against teachers is not only required for the 
sake of justice, but it may have a greater impact on education per dollar of cost 
than any program the Federal Government might consider. 

First, the cost of the program is extremely small. Compare a probable revenue 
loss of $15 million to $18 million annually with the billion dollar educational as- 
sistance program Congress will consider this year. 

Yet the impact of this small expense will be great, because it will be an in- 
centive for teachers to be on top of their field, and it will only help the teachers 
who are sacrificing the most to stimulate their students. From the standpoint 
of impact, compare this with a salary increase to teachers. Although this is 
greatly needed, it suffers from the handicap that the immediate impact is a 
blanket one, covering equally the alert and the stagnant. Or compare the tax 
deduction program for teachers’ education with a tax deduction on student ex- 
penses. This might be meritorious, but it would help the wealthy, who don’t 
need it, even more than the poor who are in lower tax brackets. The impact of 
the tax deduction for teachers who advance their own training would help only 
the deserving. It would also enable many additional teachers who must now 
seek summer work to attend summer school or take evening classes. 

A final argument in favor of this type of assistance is that it involves no Fed- 
eral control and in no way expands Federal bureaucracy. Many Congressmen 
who want to assist education, but who are concerned about Federal control, 
should wholeheartedly and promptly support this type of program with great 
enthusiasm. My bill, H. R. 6131, limits deductions for professional improve- 
ment to $600. I would, however, make no objection to any amendment which 
would place the total outlay in the tax exemption column. 


Mr. Foranp. We thank you for your contribution. 

Are there any questions? Mr. Mason. 

Mr. Mason. Do you know that a witness that appeared before us 
a week or two ago summarized or epitomized your entire statement 
in one sentence. He said the Russians are moving in the direction of 
rewarding special ability and special application, but we are moving 
in the direction of penalizing special ability and special application 
in our tax laws. 

You are asking that we liberalize a little bit, and I agree with you 
that it should be done. 

Mr. Drxon. Thank you, Representative Mason. 

Mr. Foranp. Are there any further questions? Mr. Ikard. 
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Mr. Ixarp. I would like to congratulate you on a very fine state- 
ment. Like Mr. Mason, I feel that this is an area where there is a 
desperate need for something to be done. 

I have introduced a bill, H. R. 9971, which would allow the deduc- 
tion of all expenses for tuition, books, and fees to cover both teachers 
that are doing postgraduate or additional work as well as students. 
I would like to ask, Mr. Chairman, unanimous consent that that be 
included in the record following the very fine statement of our col- 
league from Utah. 

Mr. Foranp. Without objection, that will be done. 

(The bill, H. R. 9971, is as follows:) 


[H. R. 9971, 85th Cong., 2d sess.] 


A BILL To amend the Internal Revenue Code of 1954 to provide that an individual may 
deduct amounts paid for tuition, fees, and books to certain public and private institutions 
of higher education for his education or the education of any of his dependents 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That (a) part VII of subchapter B of 
chapter 1 of the Internal Revenue Code of 1954 (relating to additional itemized 
deductions for individuals) is amended by adding at the end thereof the following 
new section : 


“SEC, 218. AMOUNTS PAID TO COLLEGES AND UNIVERSITIES FOR TUI- 
TION, FEES, OR BOOKS. 


“(a) GENERAL RuLe.—In the case of an individual, there shall be allowed 
as a deduction amounts paid during the taxable year to any accredited institu- 
tion of higher education for tuition, fees, or books in connection with the edu- 
cation, at a level above the 12th grade, of the taxpayer or of any individual 
with respect to whom the taxpayer is entitled for the taxable year to an exemp- 
tion under section 151 (e) (relating to exemptions for dependents). 

“(b) Derrrnition.—For purposes of this section, the term ‘accredited institu- 
tion of higher education’ means only an educational institution— 

“(1) which normally maintains a regular faculty and curriculum and 
normally has a regularly organized body of students in attendance at the 
place where its educational activities are carried on; : 

“(2) which regularly offers education at a level above the twelfth grade; 

“(3) which is accredited by the appropriate regional accrediting agency 
(or, in the case of a professional school, which is accredited by the appro- 
priate recognized professional association) ; and 

“(4) contributions to or for the use of which are deductible under 
section 170.” ? 

(b) The table of sections for such part VII is amended by adding at the end 
thereof the following: 


“Sec. 218. ee paid to colleges and universities for tuition, fees, or 
ooks.’ 


Sec. 2. The amendments made by this Act shall apply only with respect to 
taxable years beginning after December 31, 1957. 


Wuy DIscRIMINATE AGAINST TEACHERS IN TIMES LIKE THESE? 
THIS COULD BE OUR LAST OPPORTUNITY TO WIN THE RACE FOR SCIENTIFIC SUPREMACY 


Gentlemen, to appear before you this morning is an opportunity that I cherish 
and one for which I am grateful. Along with millions of Americans, I am in 
dead earnest about winning this race for scientific supremacy, because who knows 
but that this could be our last opportunity. 

In Germany I once saw a statue called Opportunity. It shows a little bald- 
headed man with only one tuft of hair as a forelock. He is in the posture of 
running rapidly. The whole idea is that opportunity must be grasped by the 
forelock when it is coming toward us; it cannot be grabbed from behind once 
it has passed. Our very existence might depend on grasping today’s opportu- 
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nity to maintain scientific supremacy, and I for one am unwilling to go along 
with those who say we can’t afford to save our own necks or with those who 
throw obstructions in the way of scientific progress. 

As Adm. Hyman Rickover recently declared : 

“The powerful thrust of sputnik’s launching device did more than penetrate 
outer space. It pierced the thick armor encasing our complacent faith in 
America’s technological supremacy. It blasted the comfortable conviction that 
only in an atmosphere of personal independence can science and scientists flour- 
ish. It shook the belief that a high standard of material well-being is both the 
outward manifestation and the necessary basis for technological progress. 

“It did greatest damage to our trust in the American educational system—up 
to now almost as sacrosanct as motherhood. 

“Sputnik may well be the catalyst which brings about drastic and long overdue 
reforms in utilizing the Nation’s intellectual capacities. It may thus do in 
matters of the intellect what Pearl Harbor did in matters industrial and military. 
We found then that in a national emergency we could take prompt and vigorous 
action and perform industrial miracles, so I am convinced we can now take 
similar action and perform educational miracles.” (The Balance Sheet on 
Education, published by the Thomas Alva Edison Foundation. ) 

The bills before us today will help to clear away dangerous and unwarranted 
obstructions to educational progress and, in addition, stimulate that progress. 


GREATER TEACHER INCENTIVES A NECESSITY 


The psychologist, Flemming, said, ‘Tell me a boy’s I. Q. and I will tell you 


what he might be able to do; but show me what a boy wants to do and I will 
tell you what he will do.” 


The will to do is probably the greatest motivating power in human behavior. 
It is this motivating power that American education needs in greater abundance. 
It definitely must be supplied in ever-increasing quantity. 

Mr. Drxon. Thank you, sir. 

Mr. Foranp. We thank you very much. 

Mr. Foranp. The next witness 1s our colleague, the Honorable Dante 
B. Fascell, of Florida. 


STATEMENT OF REPRESENTATIVE DANTE B. FASCELL, OF FLORIDA 


Mr. Fascerx. Mr. Chairman and members of the committee, I 
should like to add my endorsement to the bill H. R. 6248, which would 
restrict the incidence of double taxation on taxpayers with gross in- 
come from sources outside the United States. It will eliminate an 
unfair burden to a taxpayer operating in both a high tax rate and a 
low tax rate foreign country by having the effect of permitting him 
to treat collectively all foreign income and all foreign income taxes 
paid, for purposes of determining the credit against United States 
taxes on foreign income. 

It is set forth that along with the often-expressed desire of the 
Administration, foreign trade would be encouraged should this meas- 
ure be enacted into law. United States taxpayers with investments 
abroad would be able to compete on a more equitable basis with foreign 
nationals. sarsnpanent of other countries would be accomplished to 

" 


a greater extent, thereby adding to their strength and the strength 
of the free world. 


The next witness is Mr, Fred J. Venner. 

You are a very good friend of Mr. Mills. Mr. Mills asked me to 
express his regret of the fact that he could not be here during your 
testimony because he, with Mr. Reed, is appearing before the Rules 


Committee on a bill that this committee has reported out which we 
hope will come before the House. 
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For the purpose of the record, will you give your name and the 
capacity in which you appear ? 


STATEMENT OF FRED J. VENNER, PRESIDENT, SOUTHWEST 
MANUFACTURING CO., LITTLE ROCK, ARK. 


Mr. Venner. My name is Fred J. Venner. I am president of the 
Southwest Manufacturing Co., Little Rock, Ark., manufacturers of 
aluminum outboard boats. I appear before the committee on behalf 
of the Arkansas State Chamber of Commerce and of Associated In- 
dustries of Arkansas, Inc., two statewide associations of business and 
professional firms. My testimony will be related to the subjects of 
small-business relief and rate levels. 

I believe my own experience will serve to illustrate the difficulties 
of growth and survival encountered by a great many small companies 
under our existing tax law. 

I founded my firm—Southwest Manufacturing Co.—in December 
1939, and in August 1957, sold it to Standard Railway Equipment 
Manufacturing Co., of Chicago for a consideration of approximately 
$114 million. At the time of the sale, Mrs. Venner and I owned 
roughly 47 percent of the company. 

About 1 year prior to this sale, my wife and I owned 82 percent of 
the company, but in order to finance the growth of the firm and a sub- 
stantial expansion in its rate of production, we found it necessary to 
sell stock in the company, as well as first mortgage and debenture 
bonds. 

The difficulties I ran into in securing funds for business expansion 
were directly responsible for a heart attack which I suffered. More- 
over, the excessive costs of selling stock and high rates of interest on 
the bonds made our position as an independent firm untenable, even 
though the company was producing and marketing its product success- 


fully. 

Now I wonder if the Government is better off, taxwise, for my hav- 
ing decided to sell out. I realized a substantial profit when I sold my 
stock subject to a long-term tax rate of 25 percent. 

I firmly believe that a small firm, in order to grow, must be per- 
mitted to retain a relatively higher proportion of its profits in the 
early stages of the ae development. Therefore, I contend and 
the organizations on whose behalf I appear support this view, that the 
small corporation needs and should have a credit of at least $50,000 on 
taxable income at the 30 percent rate. 

I am aware that this provision would have to apply to the large cor- 
poration also, but while it would not be significant to the big company, 
such an adjustment in tax rate would help the small-business man or 
corporation to grow. I doubt that this plan would deprive the United 
States Government of any significant amount of revenue. 

Our present tax rate structure is most discouraging to individual 
incentive, which is the very fiber of our capitalist way of life. And 
here let me say that both the Arkansas State Chamber of Commerce 
and Associated Industries of Arkansas, Inc., have endorsed by action 
of their respective boards of directors, the principles of progressive 
rate reduction embodied in Representative Sadlak’s bill, H. R. 6452, 
and Representative Herlong’s bill, H. R. 9114. 
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It is obvious to most businessmen that today’s top income-tax rates 
are punitive rather than revenue pee 

Though 58 years of age, I feel that I am a long way from finished 
insofar as my creative ability isconcerned. But frankly, there is little 
incentive for me to expend my strength in struggling with ownership 
of a small corporation and facing the risks involved, in return for 
what is left after taxes. 

The risk in assuming large obligations is just too great when 52 per- 
cent of net income must go for only 1 phase of taxation. There is too 
little left for development expense, return to stockholders and capital 
additions. I contend that the existing tax structure is largely respon- 
sible for most decisions to merge or sell outright in order to take 
advantage of the long-term gain rate. 

In conclusion, it is my recommendation that your committee give 
serious consideration to raising the initial amount of corporation net 
income taxable at the 30 percent rate, from $25,000 to $50,000. 

If we subscribe to the view that formation and survival of small 
business is an essential part of our capitalistic system, then we should 
revise our tax structure so as to encourage personal incentives and 
permit the well-managed small company to live and grow. 

Mr. Foranp. That concludes your statement ? 

Mr. Venner. That does, sir. 

Mr. Foranp. We thank ye for your contribution. 

Are there any questions ¢ 

If not, we thank you. 

Mr. Venner. Thank you. 

Mr. Foranp. The next witness on the calendar is Mr. Stanley Sur- 
rey. Mr. Surrey, will you come forward ? 

While most of us on the committee have known you well and 
favorably for a number of years, for the purpose of the record will 
you go through the formalities as usual ? 


STATEMENT OF STANLEY S. SURREY, PROFESSOR OF LAW, 
HARVARD LAW SCHOOL 


Mr. Surrey. Thank you, Mr. Forand. My name is Stanley S. Sur- 
rey. Iam a professor of law at Harvard Law School. I have been 
invited by the committee to discuss the subject of foreign income. I 
greatly appreciate this invitation to appear before this committee on 
this important and interesting subject. 

I have a statement which is rather lengthy and rather than read 
the entire statement, I would like to go through certain portions of 
the statement. 

Mr. Foranpv. Without objection, your full statement will appear in 
therecord. You may proceed. 

(The statement is as follows :) 


STATEMENT oF STANLEY S. Surrey, Proressor or LAw, HarvarpD Law ScHOOL, 
RELATING TO THE TAXATION OF FoREIGN INCOME 


The subject I have been requested to discuss is the United States taxation 
of income received from foreign sources. I appreciate the opportunity to appear 
before the committee on this interesting and important topic. For the most part 
my remarks will be restricted to the treatment of corporate income, 
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BACKGROUND 
United States jurisdiction 


In keeping with the comprehensive character of our income tax, from the 
start the United States has asserted jurisdiction to tax on the basis of two 
factors—citizenship and source of income. Each alone will support the tax. 
Thus, if a foreign individual or corporation receives income from the United 
States, that income is subject to the United States income tax because of its 
source. On the other hand, if a United States citizen receives income from a 
foreign source, that income is also subject to the United States tax because of 
the citizenship of the recipient. A United States citizen is thus taxed on his 
worldwide income. The basic approach here is essentially that of equal income 
taxation of United States taxpayers with equal incomes regardless of source. 

Our immediate concern is with United States corporations receiving income 
from foreign sources. Here the concept of United States income taxation on 
worldwide income equally applies. Consequently, an American corporation re- 
ceiving inconte from a foreign source has always been subject to the United 
States income tax. An American corporation operating a branch in Illinois 
and a branch in France is therefore subject to income tax on the profits of the 
French branch just as it is subject to tax on the profits of the Illinois branch. 

Many other countries of the world also have income taxes. These countries 
at least apply their income taxes to income arising from sources within those 
countries. Hence, in the case of a United States corporation receiving income 
from a foreign source, when the United States asserts jurisdiction to tax because 
a domestic corporation is involved and when the foreign country asserts tax jur- 
isdiction because the income arises within that country, then the corporation 
becomes subject to two income taxes, and double taxation exists, Double taxation, 
of course, is not restricted to international activities. Within the United States 
itself, a corporation may be subject both to the Federal income tax and to a State 
income tax. The accommodation made by the Federal Government to this over- 
lapping of tax jurisdiction is to permit a deduction of the State income tax from 
corporate income to determine the net income subject to Federal tax. Such a 
method of accommodation works satisfactorily when the deductible tax is rela- 
tively low, as in the case of our State income taxes. But when that tax is imposed 
at higher rates, the net burden of the two taxes even after one is deducted can be 
quite severe, so that the deduction approach is less acceptable as a method of 
accommodation. 


Foreign taz credit 

Until 1918 all foreign taxes were treated as deductible expenses, in the same 
manner as State and local taxes. In 1918 efforts were made to exempt foreign 
income from the United States tax. The principal grounds advanced for this 
relief were the alleged competitive disadvantages suffered by American corpora- 
tions operating branches abroad because the United States taxes were much 
higher than the taxes to which competing local enterprises in foreign countries 
were subject. There was also talk of double taxation, and here the target as 
respects the doubling was the United States tax. The congressional response was 
to eliminate double taxation, but its focus was on the foreign income taxes. The 
payment of a foreign income tax was elevated from the status of a deduction from 
gross income to that of a credit against the United States tax. In effect, a dollar 
of foreign tax paid was treated as a dollar paid to the United States Treasury. 
The benefits of this credit device are considerable. Assume that the United 
States rate is 50 percent and that net income before foreign tax is $100 and the 
foreign tax is 30 percent. If the foreign tax of $30 is treated as a deduction, the 
net income becomes $70 and the United States tax $35, which gives a total of $65 
in taxes. If, however, the foreign tax of $30 is treated as a credit, the net income 
remains $100, the tentative United States tax is $50, but against it is credited 
the foreign tax of $30, so that only $20 need be paid to the United States Treas- 
ury. This gives a total of $50 in taxes. Any foreign tax which is less than the 
United States rate in effect is eliminated as a factor and double taxation thus 
disappears. 

There are a number of important policy considerations which flow from this 
adoption in 1918 of a foreign-tax credit. Basically, the Congress thereby re- 
affirmed its historical decision to tax the United States citizen and corporation 
on worldwide income. The argument that this approach placed our corporations 
at a disadvantage in foreign markets because of the United States tax was 
rejected, but the argument based on the burden of double taxation was per- 
suasive. The United States would therefore retain its jurisdiction to tax on 
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worldwide income, but it would recognize the interests of the country of source 
in also taxing the income arising therein, This recognition of source jurisdiction 
would extend as far as giving primary effect to the source jurisdiction in order 
to prevent the heavy burden that would otherwise fall on the United States 
taxpayer having fiscal responsibilities to two national jurisdictions. To provide 
this protection for the United States taxpayer, our Government would consider 
its own tax claims met to the extent that a taxpayment had been made to the 
country of source. 

The United States has been the pioneer in the development of this foreign- 
tax-credit approach as an accommodation to international tax problems. We 
have urged other nations to adopt the foreign-tax-credit system in the case of 
their citizens and corporations receiving income from United States sources, 
and hence likewise subject to two taxes. We have made the foreign tax credit 
the cornerstone of our international-tax treaties. This reliance on the credit 
has been justified. While its rules are complicated—most international prob- 
lems are complicated—the device overall has worked well. 


Treatment of foreign subsidiaries 


The foreign-tax credit is one of the two basic mechanisms of our income-tax 
law which operate to meet the problems of international double taxation. The 
second is the treatment of foreign subsidiaries owned by United States cor- 
porations. The United States tax rate applicable to the income of such a 
foreign subsidiary as it is earned is zero. Thus, the only tax levied on that 
income as it is earned is the foreign tax applicable to the subsidiary. At this 
stage, therefore, when the operation abroad is in foreign subsidiary form— 
as distinct from branch form—there is no aspect of double taxation. In the 
case of a foreign branch of a United States corporation, however, the United 
States tax applies to the profits as earned even though they may not have 
been remitted to the United States. 

The United States zero rate on the foreign subsidiary’s profits as earned 
follows from our jurisdictional tax rule that the profits of a foreign subsidiary, 
even one wholly owned by a United States corporation, are not subject to the 
United States tax until remitted to the United States parent corporation as 
dividends. Those who attack the United States resort to domestic incorporation 
as a basis for taxation on worldwide income completely disregard this other 
jurisdictional rule. Yet the foreign subsidiary rule is equally important, and 
it significantly modifies the worldwide income rule. Since a domestic parent 
corporation is not taxed on the profits of its foreign subsidiary until those 
profits are remitted as dividends to the parent, the timing of the application of 
the worldwide income rule is completely within the United States parent’s con- 
trol. Through its foreign subsidiary, the parent can reinvest the profits from 
the subsidiary’s operations and thus expand those operations. Or it similarly 
can invest those profits in other operations in any part of the world. If no 
new investment is desired, the subsidiary can bank its profits in the United 
States. Not until the United States parent draws down those profits as divi- 
dends will the United States tax apply. 

The United States has also been a pioneer in the application of this foreign 
subsidiary rule. Many of the ecapital-exporting countries tax a foreign sub- 
sidiary if it is managed or controlled in that country. It was not until 1957 
that Great Britain, for example, developed taxing rules that approached the 
benefits of our foreign subsidiary rule. 

It therefore is appropriate to regard the zero rate of tax on foreign subsidi- 
aries and the nontaxation of their profits until remitted as jurisdictional rules 
equally as significant and important as the worldwide income rule. The result 
is a sensible accommodation of our worldwide income rule to the fact that our 
foreign investments are subject to taxation at the source. If there are appre- 
ciable tax advantages to be obtained by insulating foreign profits from the 
United States tax until remitted, the United States tempers its worldwide income 
rule to permit the taxpayer by foreign subsidiary operation to obtain those 
advantages. The United States could pierce through the foreign subsidiary and 
tax its profits to the parent as earned. It chooses instead to recognize the for- 
eign subsidiary and to defer the taxation of those profits until the subsidiary 
passes them along to the United States parent. At this point they become 
commingled with other United States income and are subject to the United 
States tax under the worldwide income rule. At this point also, if the profits 
of the subsidiary have been subject to income tax abroad, the foreign tax paid 
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by the subsidiary may be credited under the foreign tax credit system against 
the United States tax on the dividends from the subsidiary. 

This subsidiary treatment may be characterized as a deferral approach, since 
the application of the United States tax is deferred until the profits are remitted. 
This deferral approach is quite advantageous to the corporation investing abroad. 
When payment of an income tax is deferred, the result is an interest-free loan to 
the taxpayer of the amount of the tax deferred. Further, if foreign profits are 
reinvested in physical assets, the deferred tax in effect may never be paid. Since 
many corporations operating abroad reinvest a significant portion of their for- 
eign profits, this deferral appoach for their foreign subsidiaries is an important 
tax benefit. It is basically because of this tax treatment that most American 
investment abroad is in foreign subsidiary form rather than in branch form, 
outside of national resources investment where depletion allowances and other 
tax rules dictate the branch form. 


Taz haven foreign subsidiaries 

A number of foreign countries have tax laws which do not impose income tax 
on foreign source income. Some countries do not have any income taxes. In- 
creasingly, American corporations are choosing to centralize their foreign opera- 
tions in subsidiary corporations formed in these countries. Most of these cor- 
porations are simply holding companies which own the stock of still other foreign 
subsidiaries conducting actual operations in other countries. This pattern of 
foreign operation is called a third country arrangement, and the countries in- 
volved are known as tax havens, profit sanctuaries, or the like. 

This pattern has distinct advantages in that the central tax haven subsidiary 
ean act as an investment clearinghouse for all of the foreign operations— 
accumulating income, taking profits from operations in one country and investing 
them in another—all without a tax toll to the United States or to the tax haven 
country. Moreover, when dividends are paid to the United States parent, the 
maximum advantage can be obtained under the foreign tax credit through the 
averaging of foreign rates and the control over the timing of the payments. All 
of these benefits flow from an extension to foreign holding companies of the 
United States jurisdictional insulation of foreign operating companies. Some 
countries chosen for this purpose are Panama, Switzerland, the Bahamas, Liech- 
tenstein, and Venezuela. Recently, Canada is being used to a considerable ex- 
tent. As we shall consider later, these tax haven operations raise an important 
issue of American tax policy. 


Existing tav-rate preferences for foreign income 


As stated above, the basic United States rule is that a United States corpora- 
tion should be taxed on its foreign income—branch profits as earned and profits 
of foreign subsidiaries when remitted as dividends—at the regular United States 
rates subject to the foreign tax credit. In the course of time, this basic rule has 
been altered to result in certain tax rate preferences for foreign income, which 
may be summarized as follows: 

1. Foreign tax credit computation for subsidiaries.—As a result of the par- 
ticular formula used to compute the foreign tax credit for dividends from a for- 
eign subsidiary, the effective rate of tax on foreign income received in this form 
is generally less than the 52 percent rate applicable to corporate profits earned 
in the United States. In many cases the effective United States rate on the 
foreign income is only about 45 percent. Where a chain of two foreign sub- 
sidiaries is utilized, the rate can drop to about 43.5 percent. The result is 
that a large portion of American investraent abroad receives a reduction in 
tax ranging up to 16 percent as compared with domestic activity. This reduc- 
tion in tax is in addition to the advantages of deferral mentioned earlier. The 
defect in the tax credit formula causing this reduction was apparently un- 
intentional, so that the lower rate thus accorded to foreign income arose for- 
tuitously. Income from foreign branch operations is not so benefited, and 
pays the 52 percent rate—a discrepancy which favors the choice of the foreign 
subsidiary form. 

2. Income from United States possessions.—As the result of a Treasury De- 
partment misinterpretation of legislation adopted in 1921, the income of a United 
States corporation whose activities are conducted in a United States possession, 
including Puerto Rico, is generally regarded as exempt from the United States 
tax. The 1921 legislation was intended, however, only to defer application 
of the United States tax until the income was actually remitted to the United 
States. It was thus designed to grant, in effect, foreign subsidiary treatment 
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to United States corporations operating in branch form in the possessions. 
As far as can be gathered, however, the Treasury Department appears to treat 
the legislation as exempting such income. 

3. Western Hemisphere trade corporations.—A Western Hemisphere trade 
corporation—a domestic corporation conducting all of its business in the Western 
Hemisphere, with 95 percent of its income from sources outside the United 
States—today is taxed at 38 percent rather than 52 percent. This reduction 
in tax is the result of legislation passed in 1942, when it was urged that cor- 
porations whose activities were solely in Latin America should not be subjected 
to the increase in corporate taxes resulting from the costs of World War II. 
The legislation, which had been urged by 3 or 4 United States corporations— 
a mining company in Boliva, a telephone company in Argentina, and a railway 
in Central America—operating in branch form and facing special problems, was 
scarcely considered by the Congress in view of the Treasury Department’s 
acquiesence. The provision was regarded as offering ad hoc relief from what 
were thought to be temporary wartime rates. 

The continuance of this provision beyond its World War II setting is thus 
again one of the accidents of tax history. Also, while its intended beneficiaries 
in 1942 were corporations with actual operations in Latin America, such as a 
mine or a railway, today its chief beneficiaries are corporations engaged in the 
export trade, This unintended result has occurred because of the manner in 
which the provision was drafted in 1942. It is simply an illustration of the 
dangers inherent in adopting tax preferences—they not only outlive their imme- 
diate purposes but they also turn into benefits for taxpayers never envisaged as 
being within the preference. 


Summary of background 


Several points stand out in the above background description: 

1, The basic congressional policy from the start has been that a dollar received 
from foreign earnings should be treated as respects the ultimate United States 
tax burden in the same manner as a dollar from domestic earnings. United 
States corporations are therefore to be taxed on their worldwide income. 

2. The resort to the foreign tax credit device to eliminate problems flowing 
from the fact that more than one national tax jurisdiction is involved when 
there is foreign income underscores this basic policy. Under this credit the 
United States tax rate remains the primary measure of the tax burden to be 
borne by United States corporations receiving foreign income. 

8. The jurisdictional rule insulating a United States-owned foreign subsidiary 
from the United States tax is a further method of accommodating the basic 
United States taxation on worldwide income to the fact that more than one 
national tax jurisdiction is involved. Under this rule a deferral of the United 
States tax is permitted as long as the profits are retained by the foreign 
subsidiary. 

4. The departures from this basic policy which have produced for the foreign- 
earned dollar a reduction from the United States tax rate applicbale to the 
domestic dollar have in large part arisen almost fortuitously. Certainly when 
granted they were not the product of intensive congressional consideration. 

5. The major departure, that of the Western Hemisphere Trade Corp., has 
worked out to benefit primarily a segment of foreign income—the export trade— 
which Congress in all probability would not have desired to benefit if the matter 
had been presented directly. 

6. The combination of basic jurisdictional tax rules and the several preferen- 
tial benefits granted in almost ad hoc fashion have produced a most complicated 
tax structure for foreign income which lays great stress on the form in which 
foreign operations are conducted. 


PRESENT ISSUES 


A. Taz-exemption and taz-reduction proposals 


The principal issues in the taxation of foreign-source income for the last few 
years have centered around the drive to obtain preferential treatment for that 
income. This is not something new. Almost from the start of the income tax 
those corporations engaged in foreign activity have urged that they be exempted 
from that tax. The nature of the arguments may vary but the objective is 
always the same. Thus, “double taxation” and “competitive disadvantage” 
were the arguments earlier stressed. Today, the contentions are built around 
the assertion that increased private investment abroad is a desirbale ingredient 
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of our foreign economic policy and that tax preferences to encourage that invest- 
ment should be granted. 

It is significant that the arguments today do not state that our tax rules 
regarding foreign source income operate as a deterrent to foreign investment. 
This assertion could not be made. The United States, while striving to maintain 
ultimate equality as between its investors at home and its investors abroad, had 
gone very far through the foreign tax credit and the deferral system for foreign 
subsidiaries in preventing that goal of equality from becoming a deterrent to 
foreign investment when our tax rules are considered in relation to the tax 
systems of other countries. Instead, the assertion today is that the tax system 
should through the grant of a tax preference be used to provide an incentive to 
foreign investment. 

Tax exemption.—There are some who contend, contrary to the traditional ap- 
proach of our income tax, that income from foreign sources should not be taxed 
at all. This contention is apparently based on the premise that those corpora- 
tions which invest abroad do not receive benefits from the United States and 
hence should not pay income taxes. The argument seems unsupportable. Our 
defense expenditures obviously go to obtain the stability and peace necessary for 
foreign investment. Our foreign aid expenditures have promoted the economic 
recovery and development of foreign countries, an essential to profitable for- 
eign investment. Our educational system provides the trained executives, re- 
search scientists, engineers, and others necessary to any business activity. Of 
course the extent of these benefits will vary from corporation to corporation. 
But the income tax has never been thought of as equating with any precision the 
benefits received from our Government and civilization and the amount of tax 
paid. Even an enterprise all of whose activities occur abroad but which pre- 
fers to operate as a United States corporation does so because it prefers that 
status. If it makes that choice, there is no reason why the choice should not 
carry with it the income tax consequences that attach to incorporation in the 
United States. . 

Tax reduction—Most proponents for a tax preference for foreign investment 
recognize that complete exemption would be too great a departure from our 
traditions. Instead, they have urged that the preference should be in the form 
of a tax reduction. The legislation considered in 1954 was in this form, and was 
designed to reduce the 52 percent rate by 14 points. This legislation was not 
enacted. The decision not to grant such a preference was a wise one. 

To begin with, it must be recognized that a belief in the goals of our foreign 
economic policy does not automatically lead to the desirability of a tax subsidy 
for foreign investment. Thus, we can certainly accept the views that our na- 
tional security is benefited by the economic health of our friends, that the 
strength of the free world is served by the development of the undeveloped areas 
along the paths of democratic growth, that for humanitarian reasons we wel- 
come an increase in the standard of living of many countries where subsistence 
levels predominate. It is only because we accept these views that we favor eco- 
nomie as well as military aid to our friends even though it means a higher Fed- 
eral budget. But these are views which justify our present high taxes rather 
than any tax reduction. We can also accept the view that increased private 
investment abroad is a desirable part of our foreign economic policy. But this 
does not mean that private investment is a substitute for foreign economic aid. 
Many of the pressing needs of the underdeveloped areas cannot be met by private 
investment. Their social overhead projects, such as extensive public utilities, 
better communication facilities, and improvements in education and health, must 
largely be financed by government. Moreover, the stress on the capital needs of 
underdeveloped areas may well obscure other and often more pressing needs. 
For example, these countries are acutely in need of industrial skills at all 
levels. 

But, even so, assume we accept the assertion that the United States has an 
interest in an increase in the amount of corporate foreign investment. How does 
this take us to tax reduction? The United States has an interest in an increase in 
corporate investment in the United States and in an increase in the purchasing 
power in the hands of its domestic consumers. It also has an interest in meet- 
ing its budgetary obligations. The balance has been struck in our fiscal policy 
at the present 52 percent corporate tax rate. Consequently, an interest in an 
increase in foreign investment does not in itself carry the conclusion that a dif- 
ferent balance should be struck for that particular area of corporate investment. 

Viewed in this context, the arguments against tax reduction for private invest- 
ment are very strong. In summary they are: 
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(a) The result would be a discrimination against domestic income. The fact 
that some foreign investment is extremely risky or faces problems different 
from those faced by domestic enterprises is beside the point. Not all foreign 
investment is of that character. Also, some domestic activities are riskier than 
others, yet the income tax does not differentiate among domestic corporations 
on that basis. 

(bv) The result would be a windfall to much foreign investment. The reduc- 
tion would apply to all existing investment, much of which is stable and hardly 
in need of any preference. Much new foreign investment will also be undertaken 
regardless of tax reduction, so that any reduction is here also a windfall. 

(c) The tax reduction would go mainly to the large corporations, who are 
least in need of tax subsidies. Significant foreign investment requires capital, 
management, and know-how in sizable quantities, and these are found mainly 
in our large corporations. It is therefore not surprising that our leading for- 
eign investors are our leading corporations ; 40 percent of the total United States 
foreign investment is accounted for by 10 corporations; about 71 percent by 62 
corporations. If tax reduction is granted for foreign investment, in all proba- 
bility about one-half of the dollar benefits will go to about 25 to 50 corporations; 
nearly all will go to about 150 corporations. It is difficult to believe that the 
tax dollars involved in the sought-for tax reduction are today a great barrier 
in the way of foreign investment by these companies. 

(d@) The tax burden on foreign source income as shown earlier is already 
lower, fortuitously and not by basic congressional design, than on domestic 
income—as a result of the foreign tax credit formula. Foreign source income 
also possesses the advantages implicit in the deferral treatment for foreign sub- 
sidiaries. 

(e) There is no real proof that tax reduction will achieve any appreciable 
increase in foreign investment. Yet, if the principle of tax equality is to be 
sacrificed, that step certainly should not be taken without effective proof that it 
would bring about a significant increase in foreign investment—investment that 
would not occur without tax reduction and investment that will take place in 
those parts of the world where it is most needed. For without these results, 
the resulting tax windfalls would have been granted without any offsetting na- 
tional goals being achieved in return. 

If anything, the evidence is to the contrary. There are many obstacles to 
foreign investment: The unfeasibility of investment generally in many geo- 
graphical areas and many types of activity, the greater attraction of the United 
States market, the lack of United States corporate executive interest in foreign 
areas, the lack of management manpower to staff foreign activities, the prob- 
lems of exchange controls and other currency restrictions, the instability of 
foreign governments, the nationalistic attitudes of foreign governments, and 
many more. These are the limiting factors, and not the tax aspects of foreign 
investment. 

Moreover, assuming that tax reduction would increase foreign investment, 
would the increase be in the types of investment that are desirable? Blanket 
tax reduction is hardly a selective instrument. It offers no built-in guaranties 
that the resulting investment will be useful rather than harmful to the under- 
developed economies, or that the investment will flow to those underdeveloped 
areas most in need of investment but presenting the greatest risks to the in- 
vestor. 

All these defects in the tax reduction proposals for foreign investment are not 
new to the tax field or peculiar to foreign investment. Tax history is replete 
with claims that tax incentives are necessary to promote this or that business 
activity. But experience has shown that the income tax is not the appropriate 
vehicle to induce desired activity. A recent British Royal Commission put the 
matter in these words: “accepting that there is nothing sacred about the canons 
of taxation, it is still possible to think that taxation at least is best resigned to 
a rather rigid principle of impartiality between taxpayers and that a democracy 
supported by universal suffrage ought to be peculiarly careful to guard itself 
againt experiments in discriminatory taxation. Again, accepting that no goyv- 
ernment can be required to do better than its best, it may still be true that the 
instrument of direct taxation, a cumbrous machine which moves by generaliza- 
tions, is not well adapted to further discriminatory measures in the field of 
economics * * * , [There] are great difficulties in a scheme of selective tax 
discrimination by industries. From a practical standpoint it is very hard to 
evolve a process under which the claims of one industry can be fairly set against 
the diverse claims of all the others. From a public standpoint, discrimination 
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by industry is not unreasonably associated with the pressure group and the 
parliamentary lobby” (Md. No. 9474 (1955) p. 127-130). 

Tag-sparing treaties.—Despite the recent pressures the Congress so far has 
refused to enact legislation granting either tax exemption or tax reduction for 
foreign source income. As a consequence, it has been urged that the reduction 
should now be achieved by tax treaties. These treaties have been styled “tax 
sparing treaties” by the Treasury Department. The initial treaty of this type, 
the proposed treaty with Pakistan, was presented to the Senate Committee on 
Foreign Relations in 1957. That committee has not as yet reported the treaty 
to the Senate. The background briefly is as follows: 

The United States has entered into a number of international income-tax 
treaties with various European countries, British Commonwealth countries, and 
Japan. While these treaties are called treaties for “the avoidance of double 
taxation,” for the most part as far as the United States is concerned our code 
use of the foreign tax credit effectively prevents double taxation for our citizens 
and corporations. As a consequence these treaties really deal with peripheral 
matters. The usual pattern is for the country of source to reduce its tax on 
certain forms of income going to the country of the investor. Thus, as respects 
the United States, it may by treaty reduce its withholding tax on dividends paid 
by United States corporations to citizens of say, Australia, in returh for Aus- 
tralia’s reducing its tax on dividends paid by Australian corporations to citizens 
of the United States. In some situations this reciprocal reduction brings foreign 
rates down to the level of the United States, so that our corporate investors pay 
no more than 52 percent. As another example, taxation at the source on 
compensation paid to foreigners temporarily residing in a country, such as 
teachers or businessmen on short trips, is usually waived by a treaty. 

Thus in the tax treaties in the past the United States has reduced its taxes only 
on foreign investors receiving income from the United States in return for 
similar concessions by a foreign country on income going to United States in- 
vestors. These past treaties—and this is the important point—have not reduced 
United States tax rates on United States citizens or corporations receiving 
income from a foreign country. 

The Pakistan tax-sparing treaty, however, is the first treaty designed to reduce 
the United States tax on United States corporations investing abroad, thus 
fundamentally altering the entire tax treaty process. 

“Tax sparing” is a term coined to describe tax concessions which some of the 
foreign countries grant to certain activities, in an effort to encourage those 
activities. Thus, Pakistan, for example, exempts from its income tax and super- 
tax for a certain period profits up to 5 percent of invested capital earned by a 
manufacturing corporation employing 10 or more persons using power, or em- 
ploying 20 persons without using power. This provision has the effect of re- 
ducing the Pakistan tax on a United States corporation investing in Pakistan, 
since the United States corporation need not pay the full Pakistan tax—i. e., a 
part of that tax is “spared.” The proposed treaty then states that for the pur- 
pose of our foreign-tax credit the United States corporation shall still be treated 
as having paid the Pakistan tax which was spared. In other words, the United 
States corporation is giving a credit for the tax not paid to Pakistan. It can 
apply this credit for a tax not paid against its United States tax on income from 
Pakistan. It is obvious that to allow a credit against our tax for a tax not 
paid has the same effect as reducing the United States rate of tax. In fact, the 
Pakistan tax treaty could in some cases operate to produce just about the 14- 
point reduction which the Congress has so far refused to grant by legislation. 
Conceivably, in other situations the United States rate on income from Pakistan 
could be reduced to zero. 

This proposal changes the whole nature of the tax treaty process, for it would 
permit the rates of United States tax applicable to a United States citizen or cor- 
poration investing abroad to be fixed by treaty. Up to now this vital question of 
tax policy has been regarded as a matter to be determined by legislation, consid- 
ered by this committee in the first instance and then by the House and Senate in 
the regular course of legislative action. The tax-sparing treaty would instead 
permit these tax rates to be determined by treaty action rather than legislation. 

The proposal also alters the nature of the foreign-tax credit. That credit was 
designed to eliminate double taxation by letting a foreign tax paid offset the 
amount of tax a United States corporation investing abroad had to pay the United 
States. The corporation was not favored as against a domestic investor— 
rather it simply paid part of its 52 percent tax burden to a foreign treasury 
and part to the United States Treasury. But when the foreign tax is not paid, 
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then no credit is necessary since there is no double taxation. At this point to 
allow a credit for a tax not paid—a “ghost tax”—is to reduce the 52 percent tax 
burden and turn the foreign-tax credit into a device favoring the investor abroad 
as against the investor at home. 

Tax-sparing treaties thus have all the defects above described in connection 
with a direct reduction in United States tax rates, and would be an unjustified 
discrimination against taxpayers deriving income from United States sources. 
These treaties would also even discriminate among investors abroad. Thus, 
these treaties do not apply to all types of foreign-source income; for example, 
patent and know-how royalties are not benefited. Nor can the treaties apply 
to all countries, since only countries using income tax rate concessions can 
enter into tax-sparing treaties. Thus, a United States corporation doing busi- 
ness in a tax-concession country under a tax-sparing treaty would in effect have 
a lower United States tax rate than a United States corporation doing business 
in a non-tax-rate-concession country, although the foreign rates after the con- 
cessions are taken into account did not appreciably differ. Hence a United 
States corporation investing in Mexico or Cuba, tax-concession countries, would 
in effect be granted a lower United States tax than a United States corporation 
investing in Venezuela or Colombia, which basically are not tax-concession 
countries. 

There are other serious difficulties with so using tax treaties to establish rates 
of tax on United States corporations. The result will be to focus intense 
lobbying pressures by a combined group of United States foreign investors and 
tax-concession countries on the Treasury Department to obtain favorable treaties, 
and for the first time saddle the tax-treaty process with intensive lobbying 
activity. Also, this device will focus pressures on United States corporations 
to obtain tax concessions from underdeveloped countries and then have the 
tax concessions written into a treaty—since this is the route which will reduce 
their United States taxes. 

It is sometimes argued that these admitted serious defects of tax-sparing 
treaties are counterbalanced by the international benefits which these treaties 
will provide. However, it is generally agreed that these treaties will not in- 
crease United States investment abroad. Rather, in defense of the treaties, 
it is said that underdeveloped countries, especially Latin American countries, 
resent the United States policy of taxing foreign-source income and these treaties 
will therefore remove some of that resentment and create good will. This re- 
sentment, however, is really the reflection of an assertion that only the source 
country should control the taxation of international investment—an assertion 
which the United States and many other capital-exporting countries have long 
rejected. Moreover, as respects a balancing of the claims of the investor country 
and the source country, the United States has already gone far in seeking an 
international accommodation through its foreign-tax credit and foreign-subsid- 
iary rules. To ask the United States to go further and violate its own basic 
principle of not discriminating among its own nationals—which is what the 
tax-sparing treaty asks us to do—is not warranted as an international matter. 
In effect, we so long ago acted by unilateral legislation to relieve these problems 
of double taxation that the underdeveloped countries experiencing significant 
United States investment for the first time tend to forget what we have done. 
To the extent that resentment exists in these countries, it is in many instances 
due to a lack of information as to our tax rules and a failure to appreciate the 
effects of the basic accommodations we have already made to international 
investment. 

Thus, there is probably no real recognition of the aid to economic develop- 
ment represented by the foreign-tax credit. As between developed countries, the 
foreign-tax credit when used by both countries is really an exchange between 
Treasury Departments. Investment and business profits flow both ways, and 
credits granted by the United States for payments at source to the other 
country are offset by taxes withheld here at source and credited by the other 
country. But between the United States and an underdeveloped country, the 
foreign-tax credit is a one-way flow from the United States Treasury, since the 
underdeveloped country usually does not have investments in the United States 
from which our Treasury can collect a tax at source. Here our foreign-tax 
credit permits appropriate tax revenues to be collected in the foreign country 
on investment from a broad without the deterrent effect on the importation of 
outside capital that would otherwise exist if the resulting double taxation were 
not eliminated by the credit. As a striking example, the economic development 
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of Venezuela is in a sense being financed to an appreciable extent by the United 
States Treasury through the foreign-tax credit. As a continuing aid to under- 
developed countries, the foreign-tax credit is very significant. 

All of this being considered, a case cannot be made on the basis of international 
goals which is at all strong enough to justify the admittedly undesirable effects 
of tax-sparing treaties. It is significant that Great Britain, which first sug- 
gested a tax-sparing treaty approach in 1953, proceeded to reject it in 1957 and 
has not concluded any treaty of this type. In short, the basic problems of the 
treatment of foreign income should still be resolved by legislation and not treaty.* 


B. A flat low-rate taz on foreign income. 


It is occasionally suggested that the present basic system of taxing foreign 
income—that of subjecting the income to the United States tax and then allow- 
ing a foreign-tax credit to meet the double taxation aspect—should be replaced 
by an entirely new approach. This approach would drop the foreign-tax credit 
(and perhaps any deduction for foreign tax) and would apply a flat 10-percent 
tax (the figure usually mentioned) to all foreign income in place of the regular 
52-percent rate. Proponents of this approach apparently stress these argu- 
ments: 

(a) The foreign-tax-credit system is complicated ; 

(b) In many situations a United States corporation investing abroad does not 
pay any tax to the United States because the foreign tax it pays is as high as the 
United States rate and hence the foreign-tax credit eliminates the United States 
tax; under the proposal some tax would be paid to the United States because 
of the flat 10 percent rate ; 

(c) On the aggregate, a flat 10-percent rate would produce more overall rev- 
enue from foreign source investment income than does the present system. 
(There are no official estimates available on this point.) 

This suggested approach would be extremely discriminatory. A corporation 
paying a 52-percent rate abroad, and hence bearing a tax burden as high as a 
domestic investor, would in addition pay a 10-percent tax to the United States, 
so that its total tax burden would be 62 percent (or 56.8 percent if the foreign 
tax were allowed as a deduction). But there is no reason to place deterrents in 
the path of foreign investment or to subject that investment to tax rates more 
severe than those borne by domestic investment. On the other hand, a flat 10- 
percent rate would be extremely favorable to those United States corporations 
investing in countries with tax rates lower than that of the United States. Here 
the proposal has all of the defects of tax reduction earlier described. It would 
also be quite a windfall to exporters, who would proceed to channel their export 
business through subsidiaries in tax haven countries as Panama, so that a major 
part of their export profit would be taxed at only 10 percent. 

Implicit in this flat-rate proposal is the criticism that the foreign-tax-credit 
system is bad because under it our Treasury yields revenue to foreign countries. 
But, as observed above, the very purpose of the foreign-tax credit is to reach an 
accomodation between the claims of the United States as the country of the in- 
vestor and the claims of the foreign country as the country of source. The 
country of source desires to tax income arising within its borders. The United 
States desires to tax the investor because the investor receives the income, and 
it also desires to maintain, as far as it can, an equality of tax burden between 
its investors at home and its investors abroad. The foreign-tax credit serves all 
these purposes. It is true that when foreign rates reach the level of our rates 
then, although equality of tax burden is achieved, our Treasury receives nothing 
from the United States corporation since the country of source obtains the tax- 
payment reflecting that burden. But the United States is also a country of 
source vis-a-vis investors from foreign countries, and in this context our 
Treasury obtains taxpayments at a cost to foreign treasuries. In a changing 
world the balance cannot be perfect. But, as indicated earlier, any imbalance 
today is in favor of the underdeveloped countries and this appropriately fits with 
our goal of giving economic aid to those countries. 

In connection with this proposal it is sometimes said that our foreign-tax 
credit simply induces other countries to raise their income-tax rates and thereby 
drain revenue from our Treasury. But no one can seriously urge that the high 
rates of some European countries are caused by our foreign-tax credit. Further, 
India and Pakistan have corporate rates higher than our own rate, yet it would 


1 For further consideration of tax-sparing treaties, see hearings before the Senate Com- 
mittee on Foreign Relations, Double Taxation Convention With Pakistan, 85th Cong., 
ist sess., July 30, 1957, August 9, 1957. 
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be silly to assert that these steep rates were brought about by our foreign-tax- 
credit system. Just as does the United States, other countries set their tax 
rates in accordance with their views on domestic fiscal policy and the pattern 
of allocation of tax burden among their people that they think suitable. Coun- 
tries do not maintain tax rates discriminating against foreign investors. More- 
over, in most countries the United States investor is merely one foreign investor 
among many, from countries with differing tax systems and tax rates. Other 
countries grant a foreign-tax credit, but does the United States fix its tax 
rates on income arising within the United States by reference to the tax rates 
of those countries 

There may be a few exceptions to the above, as in natural resources invest- 
ment where the investor occupies a unique position in the foreign country because 
of size and because a natural resource is involved. Here perhaps our foreign 
tax credit has given rise to the 50-50 oil arrangements. But even here the 
arrangement is merely a modus vivendi to achieve a fair allocation of profits 
in the modern world to those countries owning the resources. And, in essence, 
as indicated above, here also the foreign tax credit operates On the whole as 
a complement to our foreign-aid policy, since the benefits flow to underdeveloped 
countries and if wisely used will promote their economic growth. 


0. Deferral proposals 


Branch deferral.—As stated above, since the United States does not directly 
tax the profits of foreign subsidiaries, our tax on that income is deferred until 
those profits are remitted to the United States as dividends. This deferral is 
a distinct advantage where foreign tax rates are lower than the United States 
rate. In the case of operation in branch form, however, no deferral exists and 
the profits of the foreign branch are taxed to the United States corporation 
owning that branch as the profits are earned. The branch is part of the corpora- 
tion, just as is a branch in the United States. Hence, operation abroad in 
branch form, not obtaining such deferral, is often less desirable than operation 
in foreign subsidiary form. It has therefore been urged that our tax law be 
altered to allow deferral for branch income on an elective basis. In effect, 
a branch for this purpose would be regarded as a foreign subsidiary and its 
profits not subjected to United States tax until remitted to the United States. 

This proposal would have a very limited effect, since it would apply only to 
those activities now conducted in branch form. Most of our investment is in 
foreign subsidiary form because of the tax and other advantages which that 
form possesses. Thus, branch operation is largely limited to some natural 
resources operations, Western Hemisphere trade corporation activities, and some 
banking activities. The Western Hemisphere trade corporations can hardly 
complain about not having the benefit of deferral when they are using the 
branch form to obtain a tax preference that in itself seems unjustified. The 
natural resources operations are generally in branch form because such tax 
attributes as percentage depletion and the intangible drilling expense deduc- 
tion attach to that form rather than to the subsidiary form. Moreover, these 
activities are largely subject to immediate high foreign taxes so that deferral 
may not be too important a consideration. Consequently, there are relatively 
few foreign investment activities which all in all are handicapped by a lack 
of deferral. 

Since the proposal to treat a branch as a subsidiary for tax purposes involves 
a good many complexities, it may be doubtful whether the benefits that would 
be achieved overbalance that complexity. By itself, therefore, deferral for 
branch income is a close matter. For this reason, it is desirable to consider the 
question of deferral in the context of a considerably broader deferral proposal 
which goes beyond merely the situation of branch income. 

United States foreign business corporations.—As discussed earlier, a deferral 
of the United States tax on foreign income can be obtained if the foreign activity 
is organized in foreign subsidiary form. In view of the importance of the deferral, 
the major part of United States investment abroad, apart from natural re- 
sources investment, is conducted by foreign subsidiaries owned by United 
States parent corporations. Recently this method of operation has been extended 
to that of a central foreign subsidiary, located often in a tax haven country, 
which in turn acts as a holding company for the operating foreign subsidiaries. 
This form of organization gives a coordinated operation which is entirely free of 
United States tax, except as the central foreign subsidiary pays dividends to its 
United States parent. On all other profits the only taxes applicable are the 
foreign taxes, at rates varying from country to country. 
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The benefits of deferral of tax are quite valuable. Suppose that United States 
corporations generally did not have to pay any United States corporate tax except 
to the extent that they paid dividends, so that their profits reinvested in plant, 
equipment, and new activities were not subject to tax. The tax burden in our 
corporations would be considerably lighter than it is today. Yet as respects 
foreign investment in foreign subsidiary form, the United States tax operates in 
just this way. But while the benefits of deferral are valuable, they can be 
obtained only by operating through foreign subsidiaries. Moreover, if the activ- 
ities are conducted in various countries, some central corporation is needed to 
coordinate the activities. Again, to obtain these tax advantages, this coordi- 
nating corporation must be a foreign subsidiary, preferably located in a tax haven 
country with no currency restrictions. 

Thus, two important issues of tax policy arise. First, should the rule that our 
tax may be deferred by use of a foreign subsidiary be continued? On this ques- 
tion, tax history, the fact that the organization of so much of our foreign invest- 
ment is built on this rule, and the desirable accommodation to international 
relationships which it produces, all favor continuance of the rule.2. While the 
advantages of deferral are clear, there is a difference in concept and approach 
between deferral and a reduction’in the United States tax rate. The deferral 
rule leaves the United States corporation investing abroad, as a taxpayer, fully 
subject to the regular United States tax rate. Hence, as respects the rate of tax 
to be applied at the time when its foreign profits become taxable, the investor 
abroad is in the same position as a domestic investor. Thus, when the investor 
abroad returns profits to the United States, those profits will then bear the same 
tax as domestic profits. But a reduction in the United States tax rate granted 
to the investor abroad, now and for all time gives him a rate preference as against 
a domestic investor, and the foreign profits on return would be subjected to a 
lower tax burden. Moreover, this rate preference would be in addition to the ad- 
vantages of deferral, which in itself indicates the difference involved between the 
two approaches. Further, a deferral approach is an inducement to continued 
foreign activity, since the reinvestment of foreign profits in effect extends the 
period of deferral. But a rate reduction has the opposite effect, for it is likely to 
induce the return of foreign profits to the United States to permit those profits 
to be taxed at the lower rates. 

Second, if the deferral rule is to be continued, should deferral be made avail- 
able without the necessity of resorting to foreign incorporation or tax haven 
operations? Thus, essentially the same tax results could be obtained by sanc- 
tioning a special class of domestic United States corporations having only foreign 
source income and to be granted a deferral of United States tax as long as that 
income is invested abroad. These corporations, which might be called United 
States foreign business corporations, could in effect perform the functions which 
a tax haven holding company does today. The proposal would thus end the tax 
witchcraft which makes Panama or Liechtenstein or the Bahamas or even 
Canada the seat of enterprises of great magnitude owned and operated by 
American corporations. As indicated, a United States foreign business corpora- 
tion would pay the United States corporate tax only when it decided to draw 
profits from its international operations and distribute them to its United States 
corporate parent or other shareholders. At this time it would, of course, obtain 
any foreign tax credit allocable to those profits.* 

Great Britain has taken this step in 1957, with the creation under its tax law 
of a special class of corporations known as overseas trade corporations. It may 
be observed that the British tax law had been much more restrictive than our 
tax law, since under their concepts it was very difficult to obtain deferral through 
foreign subsidiary operation. If the foreign subsidiary was managed in Britain, 
it was subject to British tax. British investors in complaining about this situa- 
tion had pointed to the much more liberal United States rule on foreign sub- 
sidiaries. Hence in 1957 Britain both decided to adopt a policy of deferral and 


2 But this does not mean that every application of the rule is proper. Thus, the recent 
use of Canadian investment companies, essentially American-managed and American- 
owned, as a vehicle for the accumulation of prefits so that the American shareholders need 
pay only capital gains taxes raises a very serious problem, since the arrangement bypasses 
all of our tax provisions designed to prevent investment income from being turned into 
capital gain. ee hearings before Ways and Means Subcommittee, Technical Amendments 
to Internal Revenue Code, 84th Cong., 2d sess. (1957), p. 442. 

*See, in general, Barlow & Wender, Foreign Investment and Taxation (Harvard Law 
School International Program in Taxation, 1955), p. 315, et seq. 








GENERAL REVENUE REVISION 1155 


to permit that deferral to be obtained through a British corporation rather than 
through resort to a foreign subsidiary.‘ 

It is believed that this approach should be seriously studied. It does offer 
those United States corporations interested in foreign investment a more rational 
business pattern for their foreign operations without the loss of the tax deferral 
advantage available today under less useful patterns. There are problems 
in the proposal, and there may be difficulties in framing it in statutory language 
to prevent abuse. But it does not involve the granting of any preferential tax 
rate. And the deferral which it offers can today be enjoyed at the price of 
business convenience. Hence, of all the proposals considered to date, this seems 
the most promising.* 

CONCLUSION 


The great interest which the United States has in the economic development 
of the free world has led to intensive consideration of all possible ways to con- 
tribute to that development. Since private investment and trade abroad by 
Americans can materially aid in that development, it is natural that we have 
sought to explore the present barriers, here and abroad, to such activity. Further, 
we have also explored ways of stimulating an increase in our private foreign 
investment and trade. In a time of high taxes, it is almost inevitable therefore 
that persons should turn to the tax laws and hope through changes in those 
laws to obtain tax incentives to bring about this increase. But in so doing they 
immediately run counter to the basic principle that the tax laws should not dis- 
criminate among taxpayers with equal incomes. We are more and more coming 
to understand that because of this principle of equality the tax laws are not a 
proper vehicle to induce economic action by a particular group or industry. 
And without the principle of equality, our tax laws would soon degenerate into 
an endless array of different rate schedules for different activities and become 
useless as an instrument of major fiscal policy. 

More concretely, we can see that if we resort to a tax preference as the device 
to bring about desirable international adjustments, any international accommo- 
dation thus achieved is necessarily obtained at the price of granting a windfall 
to the recipients of that preference. We have only to look at a vivid domestic 
analogy in the tax exemption now accorded to the interest on State and local 
governmental obligations. That exemption represents a form of adjustment to 
a problem in Federal-State relationships, yet as a solution to the problem it has 
meant a distinct tax windfall to wealthy investors. No one really recommends 
this solution to the Federal-State problem as a desirable one. A tax preference 
to the international investor—be it by legislation or treaty—to bring about an 
international accommodation involves the same fatal defect. 

Before the advent of the income tax we had to solve our difficulties of this 
nature without the easy way of granting an income-tax preference. We have 
an income tax today and it is at high rates. But the principle of tax equality 
similarly means that today we basically must solve these difficulties without 
resort to that tax. Our problem both at home and abroad is that of achieving 
a proper rate of economic development while all of us live under the high rates 
of tax which Government expenditures require. Perhaps it may be harder to 
achieve that rate of development than it was before the advent of high tax rates, 
though our domestic progress does not so indicate. Be that as it may, now as 
before solutions must be. found outside the tax laws. In exploring the ways 
to increase private investment abroad we should therefore turn away from 
income-tax preferences and seek other methods. 





4See, in general, Harvard World Tax Series, Taxation in the United Kingdom (1957 
supplement) ; Bronheim, Overseas Trade Corporations—A United Kingdom Experiment, 
35 Taxes 771 (1957). 

5 At a more technical level, consideration should also be given to substitution of the 
overall limitation for the per country limitation in the application of the foreign tax 
eredit. The overall limitation is simpler to apply. Also, a foreign holding company 
arrangement results today in the per country limitation in effect being changed by the 
taxpayer to an overall limitation for many ‘situations. In el the gear ability to 
control the foreign tax credit calculations offered by the foreign subsidiary form of 
operation is an additional reason for its use as compared with the branch form, An 
overall limitation would be more in keeping with the concept of a United States foreign 
business corporation than would the per country limitation. 

It is clear that continuing study of the technical provisions relating to the treatment 
= a source income is desirable, so that needed improvements can be made from 
time to time. 
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SUMMARY OF STATEMENT 


This statement discusses the United States income tax as applied to income 
received by United States corporations from foreign sources. As background 
information, the statement points out that United States citizens and corpora- 
tions are taxed on their worldwide income in order to achieve equality of tax 
burden with domestic investors. This jurisdictional rule gives rise, however, to 
a problem of double taxation since the income is also subject to tax at the source 
by foreign countries. To meet this problem, the United States grants a credit 
against its tax for the foreign tax paid. As a further accommodation to inter- 
national tax relationships, the United States does not tax the earnings of foreign 
subsidiaries owned by United States corporations until the earnings are re- 
mitted as dividends, so that this form of investment abroad enjoys a deferral 
of United States tax. 

In this fashion the United States maintains, as respects its own tax system, 
an equality of tax burden between domestic investment and foreign investment, 
while at the same time keeping our income tax from being a deterrent to invest- 
ment abroad. Although some tax preferences do exist for foreign source income, 
contrary to this basic policy of tax equality, these preferences—such as the 
lower Western Hemisphere trade corporation rate or the foreign tax credit 
formula for crediting taxes paid by a foreign subsidiary—have arisen almost 
fortuitously and without intensive congressional consideration, 

The statement observes that the present issues respecting the treatment of 
foreign source income arise from pressures to provide a tax incentive to cor- 
porate investment abroad. The proposals for legislation granting either tax 
exemption or a tax reduction to foreign source income are considered and re- 
garded as undesirable. These proposals are discriminatory against domestic 
investment; they would result in tax windfalls going chiefly to the large cor- 
porations ; and they are not supported by any real evidence proving they would 
bring about an increase in desirable foreign investment. 

Attention is then given to a proposal to use tax treaties to reduce the United 
States tax rate on foreign source income. Such treaties, known as tax sparing 
treaties, would grant a credit against the United States tax for foreign taxes 
not paid by reason of a foreign tax concession. It is pointed out, however, that 
these tax sparing treaties would be a distinct departure from prior treaty prac- 
tice, since for the first time tax treaties would be designed to reduce United 
States tax rates on United States corporations. This proposal thus seeks to 
determine by treaty a vital question of tax policy which has always been re- 
garded as a matter to be determined by legislation, and would substitute the 
treaty procedure for the usual legislative course of consideration by this com- 
mittee in the first instance and then by the House and Senate. The serious 
defects in this tax-sparing treaty proposal are considered and it is concluded 
that the basic problems of taxation of foreign income should still be resolved 
by legislation and not by treaty. 

The proposal for a flat low-rate tax (perhaps 10 percent) on foreign income 
in place of the present 52 percent rate and foreign tax credit system is also 
regarded as undesirable. It would be a severe discrimination against some 
United States corporations investing abroad, since the resulting combined United 
States and foreign tax burden would be higher than that applicable to domestic 
investors. At the same time, for many other United States corporations, and 
especially the export trade, it would be a very generous windfall. 

The statement then considers the proposal to permit deferral of tax on foreign 
branch income until that income is actually remitted to the United States, a bene- 
fit similar to that accorded to foreign subsidiary income. ‘This particular de- 
ferral proposal, in view of its narrow scope and complexity, is regarded as a 
marginal matter. Considerably more important is the proposal to recognize for 
tax purposes a special class of United States corporations, known as United 
States foreign business corporations. These would be United States corpora- 
tions having only foreign source income and which would be granted a deferral 
of tax as long as that income was invested abroad. These domestic corporations 
would in effect perform the function which the so-called tax haven foreign sub- 
sidiary companies fulfill today. The proposal thus offers those United States 
corporations interested in foreign investment an opportunity to secure tax 
deferral and still centralize the control of their foreign activities in a United 
States corporation. It would thus provide a more rational business pattern 
for their foreign operations without the loss of the tax deferral advantage avail- 
able today under less useful patterns involving tax haven and foreign subsidiary 
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organization. For these reasons the proposal has considerable promise and 
should be seriously studied. 

Finally, the statement concludes that the basic solutions to the problems 
of foreign investment must be found outside the tax laws. Any proposal which 
seeks through use of a tax preference to achieve an international goal inevi- 
tably carries with it—because the tax system is the mechanism involved—an 
undeserved tax windfall to the United States investor abroad. The tax exemp- 
tion now accorded to the interest on State and local governmental obligations 
is a vivid domestic analogy, since here the use of this exemption solution to 
meet a problem in Federal-State relationships has meant a distinct tax wind- 
fall to wealthy investors. A tax preference to the international investor—be 
it by legislation or treaty—to bring about an international accommodation 
involves the same fatal defect. We should be able to achieve solutions to our 
international problems which are free from this défect. In exploring ways to 
increase private investment abroad we should therefore turn away from income- 
tax preferences and seek other methods. 

Mr. Surrey. Thank you. 

I think a few words of background might be helpful here. The 
United States from the very start of its income tax has asserted that 
it has jurisdiction to tax people and corporations on two bases. It 
taxes any income which arises within the United States simply because 
the source of the income is the United States. 

Consequently, people from other countries who receive income from 
United States sources are taxed on that income because it arises here. 
At the same time, the United States has asserted jurisdiction to tax 
because of the citizenship of a person or because a corporation was 
incorporated in the United States. 

In other words, a United States citizen is taxed on both his United 
States income and his income from all over the world because he is 
a United States citizen. A United States corporation is taxed on 
its income from the United States and its income from all over the 
world, because it is a United States corporation. 

This has been the rule from the start and we have asserted juris- 
diction to tax on both of these grounds. We are not alone in this and 
a number of the important capital exporting countries also do this. 
A rule of this kind, deciding to tax corporations and citizens on their 
income from all over the world, produces problems because if this 
income is earned in other countries, then the other countries also assert 
jurisdiction to tax. Here, if a United States citizen or United States 
corporation receives income from a foreign source he will find him- 
self subject to tax at that foreign source, simply because that foreign 
country also has an income tax, if it does, and because it asserts juris- 
diction to tax because the income arose in the foreign country. 

As a result of these two rules, one country taxing because the income 
arose there, the foreign country, and the United States taxing be- 
cause the individual or corporation involved is a United States entity, 
you have so-called double taxation. 

Double taxation, of course, is not an unusual thing. We have it in 
the United States. A United States corporation is subject to both 
a State income tax and a Federal income tax and that is double taxa- 
tion. We meet that problem of double taxation internally by grantin 
a deduction from the Federal tax for the State income taxes paid ent 
that works out fairly well. But a deduction system would probably 
not be sufficient relief in the case of high income taxes at. the source. 

If a United States corporation were subject both to a high foreign 
tax and a high United States tax, the combination of the two taxes 
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would be severe. This problem was presented to the Congress back in 
1918 and it was urged that because of this problem the United States 
should cease taxing its citizens and corporations on income from for- 
eign countries because the resulting double taxation would be too 
severe. 

The Congress realized there was a problem of double taxation, but 
came up with a different solution and the solution that was adopted 
is the solution of the so-called foreign tax credit. What the Congress 
decided was that we will allow the income taxes paid in the forei 
country to be credited, not merely deducted, but credited, against the 
United States tax. Hence, if an income tax were paid to a foreign 
country that would be regarded the same as paying it to the United 
States and our Treasury would accept payment of a foreign tax as 
payment pro tanto of the United States tax. 

The United States burden on the particular taxpayer was not les- 
sened. For example, if there were a 30 percent foreign tax, the tax- 
payer would be permitted to credit that 30 percent foreign income 
tax against a 52-percent United States tax. He would be paying 30 
percent to the foreign country and 22 percent to the United States. 

His overall tax bill would be 52 percent and in that respect he is 
subject to the same burden as any person investing in the United 
States, of 52 percent. What has happened is that the United States 
Treasury is saying that we will yield our claim to the first $30 of taxes 
because that $30 of taxes has been paid to the foreign country and 
we must accommodate our system to the world at large and to the fact 
that there are two jurisdictions asserting heavy taxes here. 

The foreign tax credit solution was adopted in 1918 and in large 
part is the cornerstone of the American system of treating income 
from sources abroad. We have been the pioneer in that solution to 
problems of international taxation. The system has spread to other 
countries, largely as the result of the United States having adopted 
the system in 1918, and it is the basis of our treaties and our whole 
international framework. 

One other point must be noted. As I said before, the United States 
asserts jurisdiction to tax when a United States corporation is in- 
volved because it is a United States corporation. Supposing this 
United States corporation decides to do business abroad through a 
foreign subsidiary and it organizes in the foreign country a foreign 
corporation, a Brazilian corporation or Mexican corporation, and let 
us say it is wholly owned by the United States corporation. 

Under those circumstances the United States does have legal author- 
ity, if it wants to, to tax the profits of the foreign corporation. It 
could tax the United States corporation on the foreign profits of its 
subsidiary as earned, and many countries in a sense do so; not this way, 
but they tax a foreign corporation if it is managed and controlled 
domestically. 

In other words, a number of countries do not recognize the fact that 
the corporation is foreign. The United States has never done that. 
The United States has said that if it is a foreign corporation and its 
income is earned abroad, even though it is a subsidiary of an American 
corporation, it need not pay any tax until its profits are remitted to the 
United States. 
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That is a jurisdictional rule which this country has chosen to use. 

It is of course extremely favorable to the promotion of international 
investment and trade, because as long as the profits are held in foreign 
subsidiary form they are not subject to the United States tax. These 
profits can be received in the foreign country and can be invested in 
other countries without paying United States tax. 

This also is an accommodation that the United States has made 
to the fact that we live in a world where there are many taxing coun- 
tries. Its accommodation has been that if you choose to operate in 
foreign subsidiary form the United States, in effect, defers its tax until 
the profits are brought home to the United States. 

In recent years there has been a considerable development under 
this rule of so-called tax haven foreign subsidiaries. There are a 
number of countries in the world which do not impose any income 
taxes. Consequently, American corporations are beginning to locate 
their businesses, that is, their foreign businesses, in holding companies 
in these so-called tax havens—Panama, Switzerland, Venezuela, the 
Bahamas, Liechtenstein, and so on. In this tax haven jurisdiction 
there will be a holding company owned by the United States corpora- 
tion which in turn owns the stock of subsidiaries which are doing the 
operating in a number of foreign countries. Consequently, this 
holding company sitting down in Panama controls this foreign invest- 
ment empire, so to speak, and it can take the profits from the subsidiary 
in Brazil and move it down to a subsidiary in Mexico or move it to a 
subsidiary in Europe or in India, all of this outside of the United 
States tax jurisdiction because it is centered in a foreign holding 
ar get and we do not tax foreign subsidiaries. 

The result is we have developed an extremely favorable treatment 
of foreign investment. In the first place, we allow a credit for all 
foreign taxes paid and in the second place we say that as long as a 
corporation operates in foreign subsidiary form it need not pay any 
tax until the profits are returned to the United States. 

That has been the way the United States has attempted to accom- 
modate its rule that United States corporations ultimately are taxable 
on worldwide income, but recognizing that we live in one world. 

One more point: In addition to this general background of juris- 
diction, from time to time preferences have come into the law in favor 
of foreign income. One preference is the way we compute the forei 
tax credit formula. This is technical and complicated, but briefly 
it comes down to this: 

As a result of mathematical computations in the way the formula 
is stated—and I think this is accidental, I don’t think it was intended— 
American corporations investing abroad end up in many cases when 
the dividends are returned from the foreign countries with a rate of 
tax less than 52 percent. In some cases the rate of tax can drop to 45 
percent. In some cases it can drop to about 4314 percent. This is 
due to the calculations under the foreign tax credit. It doesn't have 
to be this way, and the credit need not be calculated this way. It is 
the way the mathematics now come out, but it must be recognized that 
as a result of the mathematics, investment abroad has a preferential 
treatment as against an investment in the United States. 

The rate in the United States is 52 percent. On foreign income it 
can be 45 percent, or 43 percent, depending upon the mathematics of 
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the formula, which in turn largely under that formula means depend- 
ing upon the foreign rate of tax. 

+ addition, in 1942 the Congress granted the so-called Western 
Hemisphere rate of 38 percent instead of 52 percent. I think this was 
largely gratuitous, in the sense that there was no full exploration of 
the problem at that time. 

The provision was largely inseried at the urging of a few corpora- 
tions doing business in branch form in Latin America. When you 
do business in branch form abroad you are immediately subject to the 
United States tax, because you are a United States corporation with 
merely a branch abroad. If you do business in foreign subsidiary 
form, you are not subject to tax. These corporations happened to be 
doing business in branch form. They did not like the fact that war- 
time rates were going up and they urged the Congress to do somethin 
about it and the Congress granted a 38-percent rate without any rea 
Satie of the problem. You ended up with the Western Hemis- 
phere rate. 

Now, that is the rate largely used by exporters to Latin America and 
it is my belief that the question of exporters was never considered 
in 1942. 

This is the general background, it seems to me. We tax our cor- 

rations on their worldwide income. We temper that rule with a 

oreign tax credit and with a deferral of the tax when a corporation 
operates in foreign subsidiary form until the dividends come back, 
and, if I may use the expression, fortuitously we grant distinct 
preferences to foreign income as a result of the mathematics of the 
foreign tax credit formula and as a result of the Western Hemisphere 
treatment. 

What are the problems today? Against this background the prin- 
cipal issues in this field have centered around a drive to obtain further 
preferential treatment for foreign income. It seems to me that by and 
large this is based not on the fact that the United States tax deters 
foreign investment, because in the light of the background I have 
given it seems to be very difficult to make that assertion, but, rather, 
the contention is that for a variety of reasons there should be positive 
incentives in our tax law to promote foreign investment. That desire 
and that drive for some tax preference are the principal issue in the 
taxation of foreign income. 

I briefly want to discuss in the remaining time some of these mat- 
ters. One group urges the United States not to tax foreign income at 
all. As far as I can see, the reason for that contention is that corpora- 
tions when they operate abroad do not get any benefits from the 
United States. 

That seems to me, without wanting to spend much time on it, com- 
pletely fallacious. Obviously, our military budgets, our budgets for 
foreign aid, all go to promote the economic opportunities abroad for 
American corporations, Our educational expenditures all go in this 
direction, for after all where do the trained executives and scientists 
come from that manage and work in these, corporations. So it seems 
to me that that ground, that no benefits are obtained from the United 
States when a corporation operates abroad, is completely fallacious 
and there should be no reason to consider tax exemption for foreign 
income on that ground. 
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I think most people recognize this. So, instead, it’s urged that there 
should be tax reduction and not complete tax exemption. 

In 1954 there was urged a 14-point reduction on foreign income. 
That did not pass the Congress. It seems to me that the action of the 
Congress was a wise one. I will put it this way: We can say that the 
United States has an interest in promoting foreign investment, Ameri- 
can investment abroad. The United States.also has an interest in pro- 
moting investment in the United States. The United States also has 
an interest in meeting its budgetary obligations. 

As a result of all these various interests the matter has been balanced 
at a 52-percent corporate rate. We use that rate as the rate which we 
feel will meet our budgetary obligations and will produce the neces- 
sary climate for investments in the United States. 

Is there any particular reason why that should be altered at all for 
foreign income? Remember, when I say 52 percent for foreign in- 
come, that is being somewhat generous in many cases since as a result 
of the tax-credit formula the rate on foreign income is distinctly less 
than 52 percent. 

Briefly, it seems to me that a tax reduction for foreign income 
would be unwise. It would be a discrimination against domestic in- 
come. The fact that some foreign investment is risky or faces dif- 
ferent problems does not seem to me a sufficient justification, Not all 
foreign investment is risky. Some domestic investment is risky. We 
cannot set our tax rates at different figures for different industries be- 
cause of different risks in different parts of the world. We simply 
wouldn’t have any tax law at all on that basis. 

The result would be a windfall for much foreign investment. After 
all, there is a great amount of foreign investment abroad today, and 
that investment would get a distinct windfall if the rates were suddenly 
dropped 14 points. Also, most foreign investment to my belief that 
will occur in the future would occur regardless of the tax reductions 
and that also would be a distinct windfall. 

Moreover, the reduction would go in most part to the largest 
United States corporations who are least in need of tax reduction. 
It takes money, management, and know-how to invest abroad, and 
the large corporations have this and the small corporations do not. 

I think it could be said that if there were tax reductions for foreign 
investments, about half the benefits would go to 25 to 50 corporations. 
Nearly all would go to about 150 corporations, if there were a tax re- 
duction on foreign income. 

For these reasons I think a tax reduction on foreign income would 
be unwise. Congress so far has not granted a tax reduction on for- 
eign income. The result has been that it has been said in some quar- 
ters that the reduction should be granted as a result of treaties. These 
treaties are the so-called tax-sparing treaties, and I would like to spend 
a few minutes on these treaties. 

In effect what some are urging is that a tax reduction for foreign 
income, not having been approved by the Congress through direct 
legislation, should now be achieved through tax treaties. 

The initial treaty of this type, the treaty with Pakistan, is pend- 
ing in the Senate Foreign Relations Committee. The United States, 
of course, has entered into a number of international tax treaties. 
The important thing to know, though, is that in all of these pricr 
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treaties the pattern has been the same. The United States says to a 
foreign country, “We will reduce tax on income going from the United 
States to your country if you reduce your tax on income going from 
your country to the United States.” 

So we say, for example, to Australia, if Australia reduces its tax 
on dividends from Australia to the United States, we in turn reduce 
our tax on dividends going from the United States to Australia. 

Now, if Australia reduces its tax it means that we allow less in 
foreign tax credits and our Treasury gets some more revenue in 
effect. At the same time, though, we are collecting less revenue 
from dividends going to Australia. So these treaties are a balancing 
as between the treasury departments of the two countries. We have 
never in these treaties said that the United States will reduce its 
tax on United States citizens or United States corporations. The 
United States reduces its tax only on income going to foreigners. It 
does not reduce its tax in the treaties on income of United States 
citizens or United States corporations. That matter—the tax rate 
on United States citizens and corporations—has been regarded as a 
matter of legislation up to now and not treaty. The Pakistan Tax 
Treaty would change this and for the first time basically we would, 
by a treaty process, reduce the rates of tax on United States citizens 
and corporations. It comes about briefly in this fashion: 

Pakistan, like some other countries of the world, has so-called tax 
concessions. They reduce their income taxes under certain condi- 
tions. Conditions are sometimes specific, and sometimes general. In 
Pakistan, the tax concession under their law goes to any manufactur- 
ing corporation that employs 10 persons and uses power or employs 
20 persons. Such a business in Pakistan has income up to 5 percent 
of its capital exempt under Pakistan law from Pakistan tax. That 
would mean a United States corporation operating abroad in Pakistan 
would pay less Pakistan taxes as a result of that concession. The tax 
treaty then says that the tax which was not paid to Pakistan should, 
nevertheless, be treated as a tax actually paid and be allowed as a 
credit against the United States tax. So the corporation would get 
a credit against the United States tax not only for the taxes it actually 
pays, but for the taxes which it didn’t pay. If you get a credit for 
a tax which you don’t pay, you are in effect being given a reduction 
in the United States rate. If the United States says we will credit 
against your 52-percent rate a 10-percent tax which you did not pay, 
it is the same as saying you shall only have to pay 42 percent. This 
is in essence the approach of the so-called tax-sparing treaty now 
pending in the Senate. 

As I say, it is a complete departure from our treaty process to per- 
mit the rate of tax on United States citizens and corporations to be 
reduced by treaty. Up to now this vital question of tax policy has 
been regarded as a matter to be determined by legislation, considered 
by this committee in the first instance and then by the House and then 
by the Senate in the regular course of legislative action. 

The tax-sparing treaty would change this approach in Congress and 
permit this question of rates on United States citizens and corpora- 
tions to be handled by treaty rather than by direct legislation. It 
seems to me that it is a distinctly unwise matter. It has all the argu- 
ments against it of allowing any tax reduction. In addition, it has 
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the arguments against it of doing it by the treaty process. This 
‘treaty would work only when the foreign country grants a tax con- 
cession, and one can see the pressures that will be brought on foreign 
countries and upon our Treasury Department with respect to treaties 
of this nature. It favors those countries which have high rates of 
tax and then grant concessions as against those foreign countries 
which have ae “We will go along basically with low rates of tax and 
not grant concessions.” 

For example, the tax in Mexico, which is a concession country, after 
their tax concessions are higher than the tax in Venezuela or Colum- 
bia which basically are not tax concession countries. Yet under this 
treaty approach United States corporations, simply because they are 
doing business in Mexico which happens to grant a tax concession and 
therefore the United States corporation is given a credit for a Mexican 
tax not paid, will be paying less than the United States corporations 
doing business in Venezuela or Columbia. 

It seems to me, therefore, as I said, that this approach is distinctly 
unwise for a great variety of reasons. 

In this statement—I see my time is running short—I discuss the 
question of deferral of United States tax on foreign income. There 
have been suggestions made that the tax should be deferred on branch 
income, as it is in the case of subsidiaries. I don’t think that is par- 
ticularly important one way or another, because there is very little 
operation in branch form abroad outside of natural resources, because 
of the desirability of methods of operating in subsidiary form. 

There also has been a proposal that deferral should be extended to 
United States corporations, domestic corporations, having foreign in- 
come as long as their income does not return to the United States. 
You will see that this is essentially recommending that the forei 
subsidiary rule be extended to any United States corporation. Tt 
would have the effect of not pushing United States corporations to 
operate in tax havens, but would simply say “You can bring your tax 
haven holding company back to the United States and as long as your 
income is kept abroad you will not pay any United States tax on that 
income. 

If anything is to be done in this field this approach seems to me the 
only one that offers any promise of being useful and at the same time 
fair, and perhaps this is the one that might be given study and consid- 
eration. 

Finally, in conclusion, I would just like to say this: We have a 
great interest in the economic development of the free world and we 
desire to encourage private investment and trade abroad. It is only 
natural that when people desire to encourage any activity they first 
say let’s see if we can’t reduce the rates of tax on this activity and 
that would be some encouragement. But I think as we go along we 
recognize that once that is done you run counter to the basic principle 
that the tax laws should not discriminate among taxpayers with equal 
incomes. We are, more and more, coming to understand that because 
of this principle of equality tax laws are not the proper vehicle to 
induce economic action by a particular group or a particular industry. 

More concretely, we can see if we resort to a tax preference as a 
device to bring about desirable international adjustments, any re- 
sulting international accommodation is achieved necessarily at the 
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price of a windfall to the recipients of that preference. We have only 
to look at a vivid domestic analogy in the tax exemption now ac- 
corded to the interest on State and local obligations. That exemption 
represents a form of adjustment to a problem in Federal-State rela- 
tionships. We do have a problem in Federal-State relationships 
and we have adjusted to that problem by saying that the holders of 
State and local securities shall not pay tax on that interest. That 
is obviously a tax windfall to wealthy investors and I don’t think any- 
one really recommends that solution as the best solution to the Fed- 
eral-State problem, or even a desirable one. It has the unfortunate 
consequence of achieving an accommodation at the price of a wind- 
fall to the wealthy investor. Maybe we have to live with that, but 
one can say it is hardly desirable. A tax preference to the interna- 
tional investor, be it by legislation or treaty, to bring about an inter- 
national accommodation involves the same fatal defects. 

That concludes my statement. 

Mr. Foranp. Are there any questions? 

Mr. Jenxrns. I don’t have any questions. I think this is the 
most comprehensive discussion of this whole tax picture we have had. 
I want to compliment the gentleman. I want to compliment Harvard 
University for having him up there. I would hope when he gets 
through up there we will bring him over to our State. 

Mr. Surrey. Thank you very much. 

Mr. Foranp. Mr. Eberharter. 

Mr. Esernarrer. Sir, I appreciate very much your acceptance of 
the invitation to appear before this committee. I think you have 
clarified the situation considerably with respect to the taxation of 
income. It is a very complicated subject, or has been to me, and I am 
certain that your testimony this morning is going to be helpful to me 
in my deliberations. 

Tell me, Mr. Surrey, have you voiced any of your thoughts to the 
Senate Foreign Relations Committee with respect to this treaty with 
Pakistan ? 

Mr. Surrey. I did, Mr. Eberharter. I testified before that com- 
mittee. The treaty is now pending in the Senate Foreign Relations 
Committee. One feels that the Senate committee might be interested 
in the views of the tax committees of the Congress on this matter. 

Mr. Esernarrer. It seems to me the Tax Convention would deny 
to this committee and to the House of Representatives the original 
jurisdiction conferred by the constitution over taxes. 

Mr. Surrey. It would, Mr. Eberharter. The usual type of tax 
treaty, it seems to me, has gone on for a long time and would not ap- 
preciably affect this committee. But this new type of tax-sparing 
treaty would seriously affect, I think, the jurisdiction of this com- 
mittee. 

Mr. Esernarter. Thank you very much. 

Mr. Foranp. Mr. Kean will inquire. 

Mr. Kean. That was an extremely interesting talk. There is a 
tax loophole there for some wealthy individual or group that might 
get together and form a corporation which is not widely held, as it 
would have to be to get away from being a foreign holding corporation, 


and then never have the money returned to the United States. That is, 
he could accumulate for his family. He would be taxed, of course, 
when he died, the estate tax on the value of the securities of the cor- 
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poration, but it could continually grow and grow as the family divided 
up, 6 children, 6 children, and so on, and some day they might want 
to bring it back. 

But there is a loophole in there, isn’t there ¢ 

Mr. Surrey. You do have the problem, where we have a basic rule 
of that nature, that a foreign corporation shall not be taxed until the 
returns come back to the United States, that it is subject to abuse. Ina 
large sense what you are describing is the so-called Canadian invest- 
ment company, where it is done on a grand form. 

Mr. Kean. I have been wanting to get rid of those, and in the Mills 
subcommittee we have worked on it pretty hard but don’t seem to be 
able to find a good solution. 

Mr. Surrey. The Canadian investment company is a large example 
of that. An American individual buys stock in a Canadian investment 
company, the company doesn’t pay dividends, because their announced 
purpose is to retain dividends and reinvest. One difficulty is that the 
Canadian stock market has gone down and there are some temporary 
losses in those companies, but basically that is the principle. 

But that can also be accomplished to the extent you can avoid the 
personal holding company rule. At the same time, we have this diffi- 
culty: There is some merit, I think in our rule that we should defer 
tax on foreign corporations basically until the profits are returned to 
the United States, even though that deferral is a very important pref- 
erence. At the same time, this rule is subject to abuse as you indicated. 

Mr. Kean. While you were talking it made me think about the pos- 
sible loophole. 

Mr. Surrey. Yes. I think the rule is subject to that abuse and that 
problem. 

Mr. Kean. Another thing, of course, the purpose of these treaties, 
as I understand them, is that it is a good thing for us to have private 
industry invest money abroad to develop those countries rather than 
have the American taxpayer poppens them. 

You agree on that, don’t you? 

Mr. Surrey. That I think would take us into a long exploration. 

Mr. Boaes. What is your answer to that question ? 

Mr. Surrey. The answer to that question—— 

Mr. Boaes. The one that Mr. Kean just asked you. 

Mr. Surrey. There will be a witness who will follow me, Professor 
Blough, who will give a far more intelligent answer than I could. 

Mr. Bocas. No, I would like to have you answer. 

Mr. Surrey. You will get my answer, Mr. Boggs. 

I think there is an interest in increased American investment 
abroad, although you must recognize that an interest in American in- 
vestment abroad may carry with it less investment in the United 
States, which as an economic matter would have to be considered. 

But on balance, there is an interest in increased American invest- 
ment abroad because of international goals and international reasons, 
and as a part of our foreign economic policy. 

At the same time I don’t think that increased private investment 
abroad is going to really mean, certainly in the foreseeable future, 
or should not mean, any significant reduction in foreign aid. 

Mr. Kean. Is the reason for that, that you figure that American 
private industry in general will not invest in the same extreme risks 
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that will be necessary, that the Federal Government does in our for- 
eign aid program ? 

r. Surrey. The needs of the underdeveloped countries are in 
many cases for the kinds of activities that American investors simply 
don’t invest in. They need improvement in their basic facilities, in 
their transportation and communication facilities, educational sys- 
tems, and they need money for those purposes. 

In many parts of the world, these needs are in countries which are 
highly unstable and with unstable governments, and naturally the 
risks are very great. There may well be investment in these situa- 
tions where natural resources are involved, which of necessity attract 
American investors. But I do think that increased private in- 
vestment is not going to replace the need of American economic aids 
and technical assistance aid abroad. 

Mr. Kean. Well, the purpose of a treaty such as the Pakistan 
Treaty—when I was down in Jamaica last year they called my at- 
tention to the fact that they wanted to give certain concessions to 
American industry being down there, but that it didn’t do the least 
qnee if they gave a concession and that concession was paid by the 

merican corporation in American income taxes or the American 
corporation didn’t gain anything. They wanted to do something like 
Puerto Rico did. 

If they reduced the tax, the American company had to pay a further 
tax, and the result is that it didn’t do them any good. 

Mr. Surrey. That, of course, would not be the case to the extent 
that the American corporation operated in subsidiary form abroad, 
which most American corporations do. Because when the American 
corporation operates in subsidiary form we don’t impose the tax, and 
the foreign concession becomes immediately effective. 

Mr. Kran. Until they bring the money back ? 

Mr. Surrey. Most of these concessions are generally for short 
periods of time. 

Mr. Kean. But that is the general theory of the Pakistan Treaty, 
to take care of situations like that where they say for a 5-year period 
they won’t tax anybody, and so forth. Is that what you are referring 
to? Ihaven’t read the treaty, of course. 

Mr. Surrey. If a company is starting to repatriate a large amount 
of profits within a 5-year period, one wonders at the wisdom of the 
concession for that kind of a company. 

Mr. Boges. Mr. Chairman. 

Mr. Foranp. Mr. Boggs. 

Mr. Boces. Mr. Surrey, I would like to pursue the discussion that 
you had with Mr. Kean. 

I didn’t quite understand your answers. I got the impression that 
you were inclined to favor continuing the use of taxpayers’ money 
on these programs, but if an American corporation engaged in the 
program, you would be opposed to giving them aid. 

Mr. Surrey. No, you certainly misunderstood me then, Mr. Boggs. 

Mr. Boges. Well, I want you to explain that to me, sir, so I can 
understand it. 

Mr. Surrey. I thought I had indicated that as far as our treatment 
of foreign income is concerned, we basically have a very liberal 
treatment. 
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Mr. Bocas. What is so liberal about it? They pay the same tax 
a else pays. : 

r. Surrey. They do pay the same tax. But that is only because 
our Treasury Department says that it will yield its claim to the for- 
a country and eliminate double taxation. 

{r. Bocas. Well, would you advocate to pay it, 200 percent? 

Mr. Surrey. No, not 200 percent. Incidentally, it wouldn’t go to 
200 percent because of the deduction for foreign taxes. 

r. Bocas. Then what do you advocate ? 

Mr. Surrey. I am not advocating. 

Mr. Boaes. I know what the credit says. It says if you pay Brazil 
40 percent you pay the United States 12 percent. Would you advo- 
cate they pay Brazil 40 percent and the United States 52 percent? 

Mr. Surrey. Until 1918, we had the system that the—— 

Mr. Boges. I don’t care about 1918. What do you advocate now? 

Mr. Surrey. I believe in the foreign-tax credit, even though I 
recognize that it is done as a concession by our Treasury Department. 
I think it produces a fair international accommodation, since other- 
wise the burden of tax would go above 52 percent. 

Mr. Boaes. Then, your answer is that you are for it? 

Mr. Surrey. That is correct. 

Mr. Bocas. So that you don’t consider this discriminatory ? 

Mr. Surrey. No, I think this is a fair accommodation. 

I would add one other thing. We also have the rule, as I said, that 
insofar as you operate shroad in subsidiary form, the United States 
tax is deferred. Now, that is quite a benefit. It is just as if we were 
to say to a domestic corporation, “You need not pay any United 
States tax until you decide to declare a dividend. And everything 
that you reinvest 1s reinvested free of United States tax.” 

Mr. Bocas. Well, do you advocate that the United States Govern- 
ment tax a foreign corporation ? 

Mr. Surrey. What I indicated was that this rule is not the same 
rule that other countries adopt. Other countries would tax a foreign 
corporation if it were managed by a United States company, in effect. 

Mr. Boaes. Which other countries? 

Mr. Surrey. Great Britain had that rule in 1957. 

Mr. Boaes. Doesn’t it have it now ? 

Mr. Surrey. In 1957 it changed the rule, and one reason for chang- 
ing it was because British investors were complaining about the fact 
they could not compete with American investors under the United 
States foreign itheldinty rule. 

I agree with this rule. 

Mr. Foranp. And what other countries besides Great Britain have 
changed it? Great Britain has changed it. Which others have 
done so? 

a Surrey. A good many of the European countries have this 
rule. 

Mr. Bocas. Which countries ? 

Mr. Surrey. I believe the Swedish do, although Sweden has some 
preference for foreign income. These rules vary. 

Mr. Boaas. Which one besides Sweden? You are not certain about 
Sweden. 

Mr. Surrey. I think Italy has this rule. 
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Mr. Boaes. Are you certain about Italy ? 

Mr. Surrey. I am reasonably certain. Germany has this rule and 
I believe France. 

What I want to indicate is, I think, our foreign subsidiary rule 
is a good rule. I think on balance it is a good rule, because it pro- 
duces an accommodation to international activity. But I do think 
that the benefits of these rules should be taken into account when we 
are considering the status of foreign income. 

Then, on balance, I say that we overall have a fair treatment of 
foreign income in view of the need for international accommodations, 
but one that in some circumstances has some distinct advantages. 

Mr. Boaes. You said in answer to an inquiry by Mr. King, a few 
minutes ago, that the risk was very great. 

Mr. Surrey. In some cases. 

Mr. Boces. That in many cases governments were very unstable. 
There are many other risks: The risk of expropriation, the risk of 
fabulous inflation, and, in addition to that, you are not doing business 
in the United States, where you have the protection of the Govern- 
ment of the United States. 

Do you feel that as a matter of policy this Government should not 
take some steps to encourage its own enterprises to help develop the 
other areas of the world? I am not talking about exploit; I am 
talking about intelligent business statesmanship, which I am certain 
we are capable of. 

Mr. Surrey. I think that the Government should aid private in- 
vestment abroad. I do not think it should be done through the tax 
system. 

Mr. Boeas. Then, you think it should be done by a mutual-security 
program ? 

Mr. Surrey. I think that consideration should be given, as it has 
in the past, to methods of guaranties with respect to these matters, 
to the important risks. In other words, I think it is useful perhaps 
to proceed in that fashion, such as guaranties for bank loans, because 
it has some reasonable—I will put it a little stronger—it has a direct 
relationship to the risk involved. Tax reduction, unless it is to be on 
a highly selective system—that this particular company in this partic- 
ular country in this particular activity should get a tax reduction— 
is obviously not selective. 

A tax reduction 10 years ago would have meant a reduction for all 
the increase in our investment in Canada. It doesn’t seem to me that 
Canadian investment is risky, any riskier than in the United States, 
and, of course, it is different from investment in Indonesia. 

Mr. Boees. You are a member of the faculty at Harvard? 

Mr. Surrey. Yes. 

Mr. Bocas. Do you have any other connections? 

Mr. Surrey. Any other connections? 

Mr. Bocas. I mean, are you consulted by any business groups, or 
others ? 

Mr. Surrey. At the moment, not on international matters. 

Mr. Boacs. Have you ever been connected with the State Depart- 
ment ? 

Mr. Surrey. No, sir. 

Mr. Boaes. Have you had any experience in Government ? 
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Mr. Surrey. I was with the Government for 14 years and the 
Treasury Department for 10 years. 

Mr. Bocas. What was your position with the Treasury Depart- 
ment ¢ 

Mr. Surrey. Tax legislative counsel. 

Mr. Boces. You were never in charge of foreign economic affairs 
in the State Department? Your job with the Treasury Department 
was as a tax account consultant ? 

Mr. Surrey. Tax legislative counsel, with respect to tax matters, 
domestic and foreign. 

Mr. Boces. Are you consulted at Harvard by outside groups? 

Mr. Surrey. I do private consulting from time to time, as other 
members of the faculty do, but my primary activity is teaching. 

Mr. Boggs. Then, your field is taxes, not foreign relations? 

Mr. Surrey. That is correct. 

Mr. Boces. You would admit, would you not, that the field about 
which you speak cuts across taxes per se 

Mr. Surrey. I agree, and taxes cut across that field, and that is why 
I am here today, because I am discussing taxation of foreign income. 
I think they are intimately tied up. I certainly wouldn’t disagree 
with you on that. 

Mr. Bocas. Well, it is not absolutely essential that all of us agree 
with you completely, is it ? . 

Mr. Surrey. I would be surprised if everybody agreed with me. 

Mr. Boaes. Thank you very much. 

Mr. Foranp. Any further questions? 

Mr. Ikard will inquire. 

Mr. Ixarp. Mr. Surrey, in other words, to sum up here a minute 
to where I might better understand your position, I understand from 
your reply to a question by Mr. Boggs that you are not opposed to 
foreign tax credit. Am I right in that? 

Mr. Surrey. No, that is correct. I think by and large that that 
is the most important contribution we have made to this entire system 
of handling international tax problems. 

Mr. Ixarp. You do raise some question about the taxation of for- 
eign subsidiaries. 

fr. Surrey. I raise it to indicate that I think people should real- 
ize how it works and its importance. On balance, I would agree 
with it. 

Mr. Ixarp. Sir, just where are we with regard to this? I mean if 
on balance you agree with him, are you suggesting by that a change? 

Mr. Surrey. No. What I am suggesting is that we should recog- 
nize that basically our laws have reached, I think, an intelligent ac- 
commodation to the problem we are dealing with. 

Mr. Ixarp. Yes, sir. In other words, then, you would favor the 
tax credit: you say the treatment of subsidiaries is an intelligent ac- 
commodation of a situation. 

Now, let us for a minute move into the field of these treaties you 
mention, with which I must admit I am not too familiar, that one you 
referred to with Pakistan, I believe, where you stated that the basic 
a oe being changed by a treaty. What exactly do you mean 

ry that 

Mr. Surrey. What I mean is this, Congressman. Under these so- 
called tax-sparing treaties, of which Pakistan is an illustration, some 
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foreign countries, but not all, grant concessions from their taxes. 
Some of them have gotten their rates up very high and, consequently, 
to induce any investment there, have got to grant concessions. Paki- 
stan is an illustration. It has basically a sixty-odd percent rate. They 
do need something done about that. 

When the concession is granted, we say in the treaty that the tax 
that is not paid to Pakistan as a result of that concession will be 
treated as if it had actually been paid. And being treated as if it 
had been paid, it then falls within the foreign tax credit. 

Mr. Ixarp. Then it affects what our country is doing. It is saying 
to Pakistan by way of the treaty that, in effect, it is our basic law 
that we will give ne a credit or give Americans doing business in 
Pakistan a credit on the Pakistanian tax. 

That is our basic law and, as I understand it, what is in this treaty. 

The Government of Pakistan said to X corporation, “If you will 
come in here and build a steel mill, or a flour mill, or a textile mill, we 
will make some sort of a special arrangement with you in which we 
will let - recoup your capital,” and the fact that they may for a 
period of time not pay the full rate that is imposed under the Pakistan 
law does not affect their tax credit in this country. Is that right? 

Mr. Surrey. I want to make sure we understand each other. It 
affects it in the sense that without the treaty they would not get a 
tax credit. With the treaty they will get the credit. 

Mr. Ixarp. The treaty doesn’t actually write new tax rates for 
Americans doing business in Pakistan, does it ? 

Mr. Surrey. No, not in that form? 

Mr. Ixanrp. Well, I couldn’t conceive of that and I didn’t want that 
impression left. 

r. Surrey. But it has the same effect. 

Mr. Ixarp. And this is based, no doubt, on an incentive for the 
development of Pakistan. That is the reason, I would assume, that 
our State Department would enter into such atreaty. Is that correct ? 

Mr. Surrey. I want to be fair about this. I think it is a hard 
question to answer, for this reason: Listening to the testimony of 
some of the witnesses from international organizations, I don’t think 
they expected this treaty to produce an increase in investment in 
Pakistan. I think that the ultimate justification for these treaties 
would be that there is a certain amount of resentment abroad to the 
way our tax system operates. 

tn other words, when a seni country reduces its taxes, the result 
is that our Treasury has less foreign tax to credit, and we pick up 
more. I think the treaty was designed perhaps as an accommodation 
to that international resentment. It seems to me too great a price to 

ay, for one thing. Secondly, I think it overlooks the fact that the 
oreign tax credit is really the basic aid to international development. 

Thus, we are really paying for the development of Venezuela 
through the foreign tax credit to the oil companies there. We are 
really paying for the economic development of a number of these 
countries through the Foreign tax credit, in that we let these coun- 
tries have their corporate taxes, and at the same time those corporate 
taxes will not discourage our investment there, because we yield our 
tax. 

We did it so long ago that these countries have forgotten that we 
have done it, I think. 
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Mr. Boces. Then, just two more questions, Mr. Surrey. 4 

As I understand your testimony here this morning, the only thin 
you are suggesting you are in disagreement with is this area o 
treaties? : 

Mr. Surrey. I would say that I would disagree with any system 
that produces a reduction in the rate of the United States tax appli- 
cable to foreign investment, whether that be by direct legislation or 
by treaty. I would think it would be worse by these treaties, for a 
lot of reasons, than it would be by legislation. 

I would favor an approach that would consider an exploration of a 
deferral system. 

Mr. Ixarp. In response to a question by Mr. Bo gs or Mr. Kean a 
moment ago you stated that you thought there would be no change in 
our aid appropriation or requirements. Do you feel that if we did 
away with the incentives to qncpernge foreign investment, there 
ai be an increase in the requirements? 

Mr. Surrey. When you say do away with the incentives do you 
mean such things as the—— 

Mr. Ixarp. The credit and the treatment of subsidiaries and so 


on. 

Mr. Surrey. I think if you did away with the foreign tax credit 
that would certainly cut out American investment abroad. I want 
to reiterate I think that the credit is an intelligent solution. 

I do think this, that, given the foreign tax credit, taxes are not 
really the prime consideration in foreign investment. There are 
many other things that come ahead of taxes as the limiting factors 
with respect to foreign investment. 

Mr. Ixarp. Thank you, sir; that is all. 

Mr. Mason. Mr. Chairman. 

Mr. Foranp. Mr. Mason will inquire. 

Mr. Mason. Mr. Surrey, I have been interested in tax questions and 
a student of tax questions for longer than you have lived, for over 
50 years. This tax problem as it affects foreign investments has 
always been a very complicated field to me, at least. You have given 
me more light on that subject than all the professors that I have 
studied under during my lifetime, and I want to thank you for it. 

Mr. Surrey, Thank you very much. 

Mr. Foranp. Mr. King from California. 

Mr. Kina. You were invited here today by the committee, were you 
not, Mr. Surrey ? 

Mr. Surrey. Yes, Mr. King. 

Mr. Kine. I think the record should show that you were invited 
because you have knowledge of this subject. 

But what you are principally interested in this morning is pointing 
up to us a possible place where we should pay attention when we come 
to it in our executive sessions that are perhaps going to go on and on 
for weeks. 

You are well aware of the recommendations of the Treasury that 
in the last tax revision bil) we debated with them in our executive 
sessions, but they insisted on the basis of the recommendations of many 
of their experts that this or that should be done with certain sections 
of the code, and within months they were back hurriedly having us 
undo the things that they had recommended to be done. 
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You are concerned enough to just point up the field that needs 
some looking into when and if we get along to that stage of our 
Government's taxing methods and systems. 

Is that about it, Mr. Surrey ¢ 

Mr. Surrey. That is very nicely put. 

Mr. Foranp. Are there any further questions? 

If not, Mr. Surrey, we thank you, and the Chair may say for the 
benefit of all concerned that he himself as well as several members of 
the committee have known you for a number of years. While you 
were with the Treasury, you contributed greatly to our deliberations, 
and this morning you have just shown that you have not forgotten 
how to present your case and to help the committee to solve some very 
difficult problems. 

For that, we thank you. 

Mr. Surrey. Thank you. 

(The following statement was submitted for the record :) 


STATEMENT BY JOHN M. BARKER, MANAGER OF TAXATION FOR GENERAL MILLS, INC., 
MINNEAPOLIS, MINN., REGARDING PAKISTAN TAX CONVENTION 


Prof. Stanley Surrey, of the School of Law of Harvard University, made an 
interesting and educational statement for the committee. His presentation on 
the historical background of the foreign-tax credit as contained in the United 
States Income Tax Act was very interesting. During his presentation Professor 
Surrey expressed opposition to the proposed tax convention between the United 
States and Pakistan. His opposition to the convention is evidently to the single 
feature therein which permits a United States shareholder in computing the 
foreign-tax credit to consider certain forgiven Pakistan taxes as paid. 

Although it might be difficult to debate theories of taxation with Professor 
Surrey, it is not difficult to show that his opposition to the proposed convention 
is primarily based upon theoretical considerations and that, in fact, his objections 
are not of significant economic consequence. He evidently is not aware of the 
thinking of the Pakistan people in negotiating the treaty and he cannot have 
considered the practical application of the portion of the treaty he objects to, 
for if he had done so, it is unlikely he would object. Some of the background 
and examples of the application of the proposed convention are set out hereafter. 

I had the privilege in 1955 to accompany Mr. B. M. Hagan, vice president of 
General Mills, Inc., to Pakistan to determine if our company should, in coopera- 
tion with certain Pakistan nationals, enter into a commercial project for the 
manufacture of guar gum. A Pakistan corporation has been formed and General 
Mills, Inc., owns a 60-percent interest in the corporation. This is the maximum 
interest that the Pakistan Government will permit us to own. Because of this 
we have taken an active interest in Pakistan and the United States to have a 
tax convention adopted. 

We are interested in a tax convention between the countries for two reasons. 
First and foremost, we would like to have the Pakistan withholding tax on divi- 
dends reduced. We were incidentally interested in the standard provisions in 
most of our tax conventions which permit an individual to go into a country 
for a short period of time without being subjected to that country’s local income 
tax. This was primarily for the convenience of the individuals for, with the 
foreign-tax credit provisions, they would not pay any more total taxes because 
tax might be paid to the Pakistan Government. (The U. 8. Treasury in this 
type of situation and without this treaty provision, would lose receipts to 
Pakistan.) 

The Pakistan corporation in which General Mills, Inc., has an interest quali- 
fies as a new industrial business corporation under section 15B of the Pakistan 
income-tax law. This entitles the Pakistan company to an exemption from in- 
come and super taxes for a period of 5 years to the extent of 5 percent of the 
invested capital of the company. The Pakistan corporation-income tax is 314% 
percent and the supertax after allowable credits is 1834 percent for a total 
effective tax rate of 50 percent. In addition, the Pakistan company is exempt 
from a business-profits tax for an indefinite period. The business-profits tax is 
at a rate of 16% percent but this tax when levied is deductible in computing 
the income subject to the income tax and the supertax. 
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Professor Surrey’s opposition to the proposed Pakistan tax convention is 
found in article XV of the convention. The provisions of this article are that a 
United States taxpayer receiving income from Pakistan (in our case it would 
be a dividend) will be permitted in determining its United States income taxes, 
to compute the foreign-tax credit as if the income and super tax on the income 
of the Pakistan corporation had been paid. It should be noted that the proviso 
_is only applicable to the income and super tax and that it is not applicable to 
the business-profits tax. At the time the dividend is remitted to the United 
States, Pakistan applies a withholding tax to the net amount of the dividend, 
and if the treaty is not adopted, this withholding tax will be 36 percent of the 
dividend. If the treaty is adopted, the withholding tax on the dividend will be 
27.3 percent of the dividend. 

The attached schedule A shows the operation of the tax laws of the two 
eountries at various levels of income. The schedule is prepared after taking 
into account the exemption of the Pakistan company from income and super 
taxes which is effective for a 5-year period. At the end of 5 years the Pakistan 
company will be taxed at 50 percent of net income without the 5 percent exemp- 
tion if present rates are continued. There is set out the maximum theoretical 
loss which can result to the Treasury Department from the provision in the 
treaty to which Mr. Surrey objects. It should be noted and stressed that this 
provision can only be applicable when earnings before taxes are less than 20 
percent of investment. 

It should be self-evident from this table that Mr. Surrey’s opposition to this 
proposed treaty is more emotional than practical. It should also be evident that 
it is extremely unlikely that any United States corporation investor will even 
gain any benefit from the so-called tax-sparing provisions of article XV of the 
proposed convention. A few pertinent facts should clinch these conclusions, 

In an article entitled “The Pressure on Profits,” in the November 1957 issue 
of Fortune magazine, on pages 130-133 there is a table showing an analysis of 
what has been happening to profits to the 100 largest industrial corporations 
ranked according to 1956 sales. The pretax operating profit as a percentage of 
net worth for these 100 companies is as follows: 


Percent 
et TGF issn tke cas i nee eaeeR nce caneenamagnian 23. 0 
Arian: Gere BOOB. dine cheeii east ncsincincinrimnienihsicnsiitemitiinaniasapanahiaaiiiiliiaiiaas 30.3 
A Vannge Cer Week ci Sib aliidh. cncanqawcnnnetisnipetininitininninidisniltee 25. 8 


It should be evident that none of these companies will be attracted to invest- 
ment in Pakistan unless they can make a pretax return equal to or greater than 
they are otherwise receiving. To take advantage of tax sparing in article XV. 
they will have to make less than 20 percent on their investment. 

It is extremely unlikely that a Pakistan corporation, starting new and in its 
first 5 years of operation, located halfway around the world, operating in a 
new area and under extremely difficult conditions, will pay any dividends to its 
shareholders if its pretax rate of return is less than 20 percent of investment. 

Profits from a Pakistan company cannot be remitted without the permission of 
the Pakistan Government and with their permission, they can only be remitted as 
United States dollar exchange is available. It is unlikely the Pakistan Govern- 
ment will permit remission of dividends if the Pakistan enterprise is no more 
successful than it would be to fall into the tax-sparing position. 

Why was article XV put in the proposed treaty? More particularly, the ques- 
tion should be, Why was the second sentence of the article included to provide 
that the taxes forgiven or exempt under section 15B of the Pakistan Income Tax 
Act would be considered to have been paid by the United States shareholder? 
We have taken an active part both in Pakistan and in the United States in promot- 
ing the negotiation of the tax treaty and therefore we have talked to persons of our 
acquaintance in the Pakistan Government. Our principal interest in the Pakis- 
tan treaty was to reduce the withholding tax on dividends that might be paid to us 
by the Pakistan company. Parenthetically, it should be noted that a reduced rate 
of withholding tax is standard in most of the United States tax treaties and is 
beneficial to United States shareholders when, as here, the total foreign-country 
tax rate exceeds the United States tax rate. 

The Pakistan people were not particularly anxious to reduce the withholding 
tax on dividends remitted to the United States. The country is short on United 
States dollar exchange and more than that, Pakistan contended that such a reduc- 
tion in rate would be a one-way concession. They argue that no Pakistan in- 
dividual or corporation is a shareholder in a United States company and, there- 
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fore, the reduction in the withholding tax on dividends by the United States would 
mean nothing to Pakistan. 

The Pakistan people believe that their exemption from income tax for new in- 
dustry as is contained in section 15B of their income tax act, is an inducement for 
new industry in Pakistan. So long as they believe this, and so long as they be- 
lieve that the United States Treasury Department would collect the forgiven tax, 
they felt that the attraction of their exemption was lost. Our conclusion would 
be that because of the Pakistan attitude, the tax-sparing provision in article XV 
was an important factor in the negotiations and particularly was important to 
gain the reduction of withholding tax on dividends which Pakistan thought was 
a concession. (Article VI of the treaty reduces the Pakistan withholding tax on 
me to a rate 1 anna per rupee (614 percent below the otherwise standard 
rate). 

It appears that Mr. Surrey’s opposition makes much about a matter that is not 
of particular consequence so far as taxation principles are concerned. The con- 
vention should be adopted to promote harmony and good will in the free world, 
if for no other reason. Whether the convention will encourage private investment 
in Pakistan, of course, only time will tell. Our company’s financial interest in the 
convention is small and, in fact, will only exist if our Pakistan operation is suc- 
cessful. It is too early to determine that result at this time. However, in the 
hope that our operation will be successful, we are sure that our own and other 
companies’ dealings with the Pakistan Government will be much smoother if this 
convention is approved than it will be if it is turned down. 

Looking to the future as all hopeful taxpayers do, we can only hope that if the 
principle of reduced withholding tax on dividends is accomplished in this proposed 
convention, that sometime in a future revision, it will be reduced to the rate 
we initially strove for, namely, 5 percent of the net cash dividends remitted. 

This is placed in the record for the benefit of the committee and a more detailed 
statement is going to the Senate Committee on Foreign Relations. 
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Scnepute A.—Total Pakistan taves on Pakistan company and. United States 
shareholders and maximum losses to U. 8. Treasury under art. XV of the 
proposed convention (assumed that Pakistan company qualifies for ewemption 
under sec. 15B of the Pakistan income-taw law and the investment in 
$1,000,000) 

PAKISTAN INCOME TAX ON PAKISTAN COMPANY 





Percent of income before taxes on investment_| 5 per- | 10 per- | 15 per- | 20 per- | 25 per- 
cent cent cent cent cent 


| | | | 


Total income before taxes................-..- $50, 000| $100, 000) $150, 000) $200, 000 













Exemption 5 percent of $1,000,000. __......--- 50,000} 50,000} 50,000) 50,000) 50,000} 50,000) 50,000 
Income subject to tax.................--.-..- 0} 50,000} 100,000) 150,000) 200, 000} 250,000) 300, 000 
Income tax 314% percent_.___.............-.-- 0} 15,625) 31,250) 46,875) 62, 78, 125) 93, 750 
Net supertax after credits 1834 percent. ___- 0} 9,375) 18,750) 28,1 37, 500} 46,875) 56, 250 

Total income and supertax.........._-. 0} 25,000) 50,000) 75,000) 100,000) 125,000) 150, 000 


Income after taxes available for dividends_| 50,000) 75,000) 100,000) 125,000) 150,000) 175,000) 200,000 


PAKISTAN WITHHOLDING TAX ON DIVIDEND TO UNITED STATES SHAREHOLDER 


Amount of Civitan 5 a cnsunsnenncsceneosnd $50, 000) $75, 000|8100, ooo|si28, 000! $150, 000)$175, 000|$200, 000 


oe) | | | | | — 


Amount assumed by Pakistan to be the divi- 
dend on which the withholding tax is com- 


DU ed nenlistilele «c thider ah dddbibibedon 0} 88, 888) 126,316) 163, 265) 200,000) 236, 620) 273, 171 
Withholding tax at 25 percent._............-- 0} 22,222) 21,579) 40,816) 50,000) 59,155) 68, 293 
Discount for exemption-.--.-_............-.--.. 0} 11,111) 10,526) 10,204) 10,000; 9,859) 9,756 

Net withholding tax. --................- 0} 11,111} 21,053) 30,612} 40,000) 49,296) 58, 537 
Net amount of dividend remitted to 
United States shareholder...........- 50,000} 63,889) 78,947) 94,388) 110,000) 125, 704) 141, 463 


Percent of Pakistan tax on the dividend con- 
sidered to be paid for purpose of the United 
States foreign-tax credit, without the pro- 
OPO Gb ith etbiigdi Aide dmcedatunctdiey *0o 39.8 54.4 62.0 66. 7 69. 9 72.1 


Reduction in withholding tax on dividend 


under the proposed treaty__............... $2,778} $5,263) $7, 653) $10,000) $12, 324) $14, 634 
Dividend remitted to United States under 


0 
proposed treaty._.... Sb die ntian tn Shite 4a tube $50,000) 66,667) 84,210) 102,041) 120,000) 138,028) 156.007 








Percent of Pakistan tax on the dividend con- 
sidered to be paid for purpose of the United 
States foreign-tax credit, with the proposed 
CN anh ids oksoonatieonontivgiveancs 4rtens 0 36. 1 49.1 55.9 60.0 62. 8) 64.8 


Cost to U. 8. Treasury because of tax-sparing 

provision in treaty (art. XV) if dividend is 

paid to United States corporation !.___..__. $25, 000} $11,925} $2,900 0 0 0 0 
Cost to Pakistan Treasury because of reduced 


withholding tax of treaty..................- 0| 2,778! 5,263) $7,653) $10,000] $12,324) $14, 634 


1 These are maximum figures. The foreign-tax credit is limited to the ratio of foreign income to total tax- 
able income. ‘Therefore, the effective rate in all instances is less than 52 percent, because of such items as 
capital gains, dividends from domestic corporations, and the exemption of $25,000 of income from surtax. 


Mr. Foranp. Our next witness is Mr. Roy Blough. 

Mr. Blough, we have known you for a number of years, and during 
your service with the Treasury Department you were very helpful to 
us, and we welcome you here this morning. 

{r. Broueu. Thank you, Mr. Chairman. 


Mr. Foranp. For the purpose of the record, go through the for- 
mality, if you will. 
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STATEMENT OF ROY BLOUGH, PROFESSOR OF INTERNATIONAL 
BUSINESS AT THE GRADUATE SCHOOL OF BUSINESS OF COLUMBIA 
UNIVERSITY 


Mr. Biover. My name is Roy Blough. I am a professor of inter- 
national business at the Graduate School of Business of Columbia 
University, and I am appearing here at the invitation of the 
committee. 

Mr. Foranp. Do you have a prepared statement you wish to read 
into the record ? 

Mr. Bioven. I have a prepared statement, which I am not going 
to read. If I may, I would like to put it in the record. Mr. Surrey 
has covered many points and I don’t want to duplicate him. I would 
like to speak briefly on certain points and then would be happy to 
answer any questions the committee may wish to ask me. 

Mr. Foranp. Without objection, your full statement may appear 
and you may proceed. 

(The statement referred to follows :) 


TESTIMONY PREPARED FOR PRESENTATION BEFORE THE COMMITTEE ON WAYS AND 
MEANS, House OF REPRESENTATIVES, JANUARY 20, 1958, By Roy BLovuaen, 
GRADUATE SCHOOL OF BUSINESS, COLUMBIA UNIVERSITY, NEW YorK, N. Y., RE 
TAXATION ON FOREIGN-SoURCE INCOME 


The problem of how the United States should tax income derived by its citi- 
zens and corporations from business activities carried on in whole or in part in 
other countries is one aspect of the more general problem of dual taxing juris- 
diction. Within the United States an important form of this problem is the 
taxation of the same income by two or more States. There is a long history of 
efforts to protect taxpayers subject to double State taxation from a tax load that 
would exceed the tax load applied in either State to other taxpayers, as well as 
to share the tax revenues among the States. While the accomplishments have 
been considerable, the issue remains a dive one. For example, within the last 
few weeks taxpayers and officials of New Jersey and Connecticut have been 
protesting what they consider to be the excessive taxation of their residents by 
the State of New York on salaries earned within that State. 

The Congress has been sensitive to the effects of dual taxing jurisdiction on 
United States citizens and corporations deriving income from activities abroad. 
The Congress has continually insisted, rightly in my opinion, that it has not only 
the legal but also the moral right to tax such incomes. The problem has been 
one of eliminating excessive double taxation in a fair and equitable manner. 

Perhaps the most equitable arrangement would be one in which both countries 
having jurisdiction divided the revenue according to some agreed formula. On 
minor issues this has been done through bilateral tax treaties. However, reach- 
ing agreement on the major issues would. be very difficult in the absence of any 
clear logical demonstration of what the proportionate sharing should be. More- 
over, our taxpayers would be subject to a great variety of treatment by different 
countries. ' 

Congress accordingly has taken the unilateral step of protecting United States 
taxpayers from international double taxation through the allowance of the for- 
eign-tax credit, which applies, regardless of the action of other countries. In our 
efforts to see that our taxpayers are not taxed more heavily on income earned 
abroad than they are on income earned at home, we in effect allow the foreign 
government the position of priority in taxation. Since in practice the foreign 
jurisdiction is the place where the economic activity that creates the income 
takes place, this means that priority is given to taxation by the country of 
source. As a result, in some cases the United States collects no tax revenue 
from the overseas operation. 

The foreign tax credit, by reducing United States income taxation of foreign 
income, helps to maintain the equality of tax burdens on United States taxpayers 
whether their incomes are derived from domestic or foreign sources. This was 
viewed in earlier days as an important concession to foreign-source income. In 
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some quarters it is now criticized as being a discrimination against foreign- 
source income. As far as I am concerned, I have seen no fairer approach to 
the problem. It is in harmony with the principle of fairness that taxes should 
insofar as possible be neutral, not discouraging or encouraging business, the load 
not being affected by form of business organization, industry, or geographical 
location of the business activity. 

In my view, however, the proposals for additional tax benefits for foreign- 
source income must be supported on the ground that tax incentives for foreign 
business and investment are desirable, and not that the benefits are necessary 
on grounds of fairness. Tax treatment that would offset the other disadvantages 
inherent in foreign investment and thus increase its relative attractiveness would 
not be neutral taxation but incentive taxation. Tax incentives to encourage 
foreign investment are just the opposite of neutral taxation; they are designed 
to load the scales in favor of foreign investment in comparison with and at the 
expense of domestic investment. This may be desirable in some circumstances, 
but it is not neutrality, and it constitutes interference by the Government with 
the operation of the free market. 

Obviously we have no achieved perfection in applying the principle of neu- 
trality. Even with the foreign tax credit and the tax conventions some income 
derived from operations abroad is taxed at higher total rates than is domestic 
income. Various proposals have been made to liberalize the application of the 
foreign-tax credit in order to achieve greater equality. One such proposal would 
permit the lumping together of income derived from and taxes paid to all foreign 
countries instead of applying the credit separately with respect to each country. 
This proposed revision would make it possible for many taxpayers to take full 
credit for taxes imposed at higher rates than the United States tax. Another 
proposal would allow the foreign tax credit to include, in addition to the income 
tax, certain other levies that some countries use in the general taxation of busi- 
ness. Still another proposal would permit the carry-back and carry-forward 
of unused foreign tax credit for a period of several years. Assuming that 
appropriate safeguards against abuse were included in the legislation, these 

roposed changes would seem to help carry into effect the general principle of 
fatteasa previously mentioned. 

Other proposals for reducing United States taxes on incomes from operations 
abroad, however, would be quite inconsistent with the principle that fairness is 
achieved by equal taxation. It is argued, for example, that the United States 
Government should not impose any taxes on income earned abroad. According 
to this proposal the taxpayer would pay only the taxes which other countries 
imposed. Under some circumstances no taxes at all might be paid by some tax- 
payers. Taxation by the United States of income derived from foreign sources 
by United States citizens and corporations is justified by the importance of the 
United States in the earning of such income. A person who was born and reared 
in the United States, educated at public expense, trained in United States 
industry, and, when abroad, is protected by the foreign policy of the United 
States and ultimately by its military forces, derives his income in part from the 
United States regardless of the geographical area of his operations. Comparable 
statements apply to United States corporations carrying on business abroad. 

A somewhat less extreme argument is that it is not fair for the United States 
to tax income derived abroad as heavily as income derived from domestic sources 
because many of the services that taxes support are not available to business 
abroad. Of course the fact is that the United States does not tax income derived 
abroad as heavily as income derived from domestic sources, on account of the 
foreign tax credit and treaty provisions. Indeed, in some cases the United 
States receives very little tax, although with respect to investments in other 
countries it receives the major portion of the total tax paid. With respect to 
such countries the argument might be more convincing if in the United States 
budget military expenditures did not constitute so large a fraction of the total. 
At present, however, as in the foreseeable future, the great bulk of the total 
expenditures is devoted to military and other foreign policy purposes. These 
parts of the budget are as important to United States foreign investment as they 
are to domestic business. 

Incidentally, if taxation were to be based on benefits there would be no justi- 
fication for the elimination of double taxation. Income from foreign operations 
might in general pay higher Federal taxes if the benefit principle were applied 
than they do under provisions of existing law. 

Proposals for reducing taxes on income from operations abroad have been 
supported also by the argument that it is not fair for United States businesses 
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abroad to be taxed more than their competitors, which is a situation that exists 
in some countries. The differences of other tax laws from our own, it is urged, 
make ours unfair in practice. It is, of course, easy to understand the feelings 
of and sympathize with the United States businessman operating in such a 
situation; but sympathy does not necessarily call for changes in the laws. 

There are several lines of rebuttal that may be made to the proposals, For 
one thing, if competitors abroad must be taxed equally to be taxed fairly, fair 
taxation becomes a practical impossibility. Competitors from other industrial 
countries, such as the United Kingdom, Germany, or Belgium, are subject to 
different methods and rates of taxation. If equality of taxation is a test of fair- 
ness, it is not only unfair for United States businesses abroad to be taxed more 
than their competitors, but also for them to be taxed less than their competitors. 
Since their competitors are taxed at different rates, no rate of tax can really 
be fair. If, on the other hand, the comparison is to be with local businesses 
abroad, there would be either no United States taxation on United States busi- 
ness abroad or a variety of tax rates, depending on the provisions of the tax 
oe of different countries as they apply to United States business within their 

rders. 

A second line of rebuttal is that since the United States tax applies to net 
income it does not increase the cost of production and, therefore, does not affect 
adversely the ability of the United States firm to compete, although it does of 
course reduce the attractiveness of the operation. A point at which this rebuttal 
argument falters concerns the ability of a firm to meet competition through 
expanding by reinvesting earnings. The ability to expand investment would 
depend on the relative financial positions of the different firms, and taxation 
might sometimes be a significant factor in this aspect of competition. 

Another line of rebuttal to the argument that United States taxpayers abroad 
should not pay more taxes than their competitors is that taxation is only one of 
many factors that determine the ease or difficulty of competition. United States 
businesses have many advantages growing out of their connection with this 
country, including the prestige of the United States, the operations of the Export- 
Import Bank, and particularly the tremendous advantage which a large and 
prosperous home-base operation with its research and technical knowledge and 
its financial backing give to a business overseas. In many cases these benefits 
oo the United States more than offset the heavier taxes imposed by the United 

tates. 

Finally, despite the higher income taxation that may apply to United States 
businesses abroad than to their competitors, the experience of the United States 
firms in competing for business abroad seems in general to have been highly 
satisfactory. 

Probably the most common argument made on the grounds of fairness is that 
some United States business operations abroad are treated more favorably for 
tax purposes than are others, that this discrimination is unfair, and that to 
remedy the unfairness the most favorable tax treatment applying to any should 
be extended to all. It will be agreed, I think, that the taxing arrangements 
applying to foreign business are cumbersome and should be rationalized wherever 
that is feasible. It should be recalled, however, that it has not proved possible 
to achieve uniform taxation of all forms of business within the United States 
and greater success can hardly be expected with respect to the more complicated 
situation of businesses operating abroad. As would be expected, all of the par- 
ticular examples of unfairness complained of are to be cured by extending the 
favorable tax treatment and none of them by withdrawing exceptionally favor- 
able tax treatment. While one result would be to help equalize treatment of 
business abroad, another result would be to increase the divergence between the 
taxation of domestic business and of business abroad. Moreover, it is the sad 
history of Federal taxation that reducing the taxes of particular taxpaying 
groups to eliminate unfairness is a never-ending process, and that every effort 
to meet the demands of one group of taxpayers leads to new demands by other 
groups and often by the same group. 

I turn now to the question of whether private foreign investment should be 
encouraged by tax incentives because of its special value to the United States 
economy. It is often stated that taxes are an obstacle to foreign investment. 
Of course they are, but not only to foreign investment. Every taxpayer, whether 
abroad or ut home, can show how taxation is restricting his economic activity. 
Let us get che problem straight. The question is not whether foreign investment 
is beneficial to the United States economy, but rather whether foreign invest- 
ment is sufficiently more beneficial than alternative uses of funds to justify 
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interference with the operation of market forces by imposing differential taxation. 

A short answer to this question is to be found in the belief which most of us 
share that except in unusual circumstances market forces do a better job of 
allocating resources than government would do. There is nothing in principle 
to suggest that market forces would not result in enough foreign investment 
being made to meet the needs of the United States economy. It may well be, as 
is sometimes urged, that market forces in this respect are sluggish because United 
States investors are not aware of the opportunities of foreign investment and 
operation. It is undoubtedly true also that there is nothing like the prospect of 
a tax saving to make a businessman sit up and take notice. But the communi- 
eations techniques used in this country have proved very powerful; surely they 
ean make United States business aware of foreign investment opportunities in 
ways that are less expensive than tax incentives and that would not cause un- 
fairness to domestic business. 

A more adequate answer to the question of whether the benefits to the United 
States economy from foreign investment justify special tax incentives involves 
an examination with respect to three different periods of time: when the invest- 
ment is made, when the resulting economic development takes place, and when 
the income is received or the investment is repatriated by the United States 
investor. 

When an investment is made abroad dollars are either spent in the United 
States directly by the investor or are placed in the hands of persons abroad for 
expenditure. In either case the dollars are spent for United States goods or 
services. (Some of the dollars may be used to bolster foreign-exchange reserves 
that are insufficient for orderly trade, but this is a minor and passing phase.) 
Part of the dollars will be spent on goods and services from the United States 
that are directly related to the investment project, such as plant, equipment, and 
personnel. Part of the dollars will be spent on other exports from the United 
States. Investment abroad is thus a way of escaping, if only temporarily, from 
the foundation truth that the amount we sell to other countries cannot exceed 
the amount we buy from other countries. 

In creating demand for the export industries of the United States, foreign 
investment stimulates the whole economy. A comparable expansion of markets 
and stimulation of the economy results, however, if instead of being devoted to 
foreign investment the funds are spent on domestic investment or on consumer 
goods and services. In short, foreign investment, domestic investment, and 
consumer spending all create markets for production and stimulate the economy. 
Although to some extent different industries are involved, there is no reason to 
suppose that this makes the immediate result of one of these uses of funds better 
than another from the viewpoint of the economy as a whole. 

Underlying the conclusion just stated is the basic assumption that the outflow 
of foreign investment takes the place of domestic investment or domestic spend- 
ing rather than being added to it. If, however, foreign investment constitutes an 
addition rather than a replacement, the total stimulation of demand is increased. 
The effect on the economy of such an increase depends on the circumstances. If 
the period is one of full employment or inflationary pressure, the effect of addi- 
tional foreign investment will be to divert resources and add to inflationary 
pressure. If the period is one when recession or underemployment threatens, 
the effect will be to help sustain a high level of business activity and employment. 
In the early postwar period investment abroad undoubtedly contributed in the 
short run to inflationary pressures in the United States. Viewed in a longer 
historical context overseas investment, broadly defined, has helped sustain and 
promote the United States economy at various times beginning with the period of 
the First World War. 

Whether the outflow of foreign investment will be needed in the future to sus- 
tain and promote the United States economy because of insufficient investment and 
consumer spending at home is a vital question for United States economic policy, 
domestic and foreign alike. Some economists maintain that a major expansion of 
net investment flowing abroad is likely to make the difference in our economy 
between unemployment and relative stagnation, and full employment and dynamic 
growth. Most economists, I would suppose, doubt the necessity of such economic 
bleeding as a requirement for ebullient economic health, if appropriate domestic 
a are likely to be followed—but to pursue that question would take us far 
afield. 

After some lapse of time the investment abroad comes to fruition in the pro- 
duction of goods or services, thus contributing to the economic development of 
the host country. The consequences for international trade and accordingly for 
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the United States economy, it should be noted, are the result of the economic 
development and occur regardless of whether the source of the capital was the 
pe States, some other country, or the domestic savings of the developing 
coun . 

In general, rising production and productivity in any country is beneficial 
also to other countries, since all goods are made available at lower costs. The 
impact on particular businesses, however, may be adverse. Thus United States 
producers of certain raw materials and manufactured products may find that 
economic development in another country has curtailed their markets abroad 
and even at home. On the other hand, many investments do not create any 
competitive problems, including investments in transportation, public utilities, 
construction, distribution, and some kinds of manufacturing and agriculture. 
With respect to some of the minerals and other raw materials, competitive prob- 
lems that may be caused for certain United States firms are far outweighed 
in the national interest by the needs for such materials in United States indus- 
trial production and growth. Moreover, the general effects on United States 
manufacturing industries which result from the establishment and development 
of manufacturing industries in the less industralized countries are likely to be 
distinctly beneficial. Industrialization in such countries is usually accompanied 
by a substantial increase in national income, and the record is rather clear that 
as national income rises the demand within the underdeveloped country for 
imported goods also rises, and, if foreign exchange is available, imports in- 
crease, although the kinds of commodities imported are likely to change over 
time. Thus while certain United States industries may find their markets 
contracted by the industrial development of less developed countries, the mar- 
kets of other industries expand. This expansion should be greater than the 
contraction if the dollars available to foreign countries to buy our goods are in- 
creased through an expansion of our imports—or through an increase in our 
private foreign investment or government loans and grants. 

For this paper, the important question is whether economic development in 
other countries resulting from private foreign investment is more valuable to 
the United States than economic development at home resulting from domestic 
investment. The only circumstance where this would seem to be the case is 
where the resulting foreign production would be cheaper and more efficient 
thus giving us larger supplies at lower costs. The value of such opportunities 
would be recognized without the necessity of differential United States taxation. 
Indeed it is highly significant that the tax benefits provided under the Treasury 
proposals would be denied to any corporation that shipped to the United States 
more than 10 percent of its foreign production. 

The third aspect of the impact of United States foreign investment on the 
domestic economy is reached when the income on the investment is brought 
home. At this stage foreign investment is preferable to domestic investment 
only as it yields higher returns and as these are realized by bringing the income 
back to the United States to increase the income of the domestic econumy. If 
this income is to be received in the United States the paying country must 
find ways to increase its supply of dollars. In the absence of an increased out- 
flow of Government loans, grants, and private foreign investment from the 
United States, its imports of goods and services must be increased. Otherwise 
exports will fall or the investors will not receive the income from their invest- 
ments. While such imports do not operate to reduce the demand for domestic 
production as a whole, certain specific industries undoubtedly would face greater 
competition. This might pose no problem if the United States desired to buy 
very large amounts of noncompeting goods and services. Otherwise the United 
States would need to be prepared to permit the entrance of more goods com- 
peting with our own industries. The repatriation of capital investment raises 
the same problem. 

It is conceivable that the outflow of investment from the United States could 
for many years exceed the inflow of earnings and the repatriation of invest- 
ment. Foreign exchange problems of the countries from which earnings and 
investment were to be transferred would thus be largely solved by the new 
investments. In foregoing the use of the income, however, the United States 
economy would lose not only the extra benefits from higher returns on foreign 
investment but also the benefits that would have been derived from the domestic 
investment of the same funds. 

In weighing the considerations which have thus far been described reasonable, 
men can arrive at different conclusions. My own conclusion is that if tax 
incentives are to be justified, it must be on the grounds of their support of 
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foreign policy objectives, not on grounds of fairness or of the needs of the United 
States economy. 

The major foreign policy objective relevant to this matter appears to be the 
promotion of the economic development of the less industrialized countries. 
The thesis that United States private foreign investment can and will, if en- 
couraged, accelerate such development seems to be in large part responsible 
for the administration’s recommendation of tax concessions for the income from 
such investment. The major objective is to increase the military security of 
the United States while saving the taxpayers money. The underlying belief is 
that it will be difficult, perhaps impossible, to achieve and maintain political 
stability and world peace in the absence of rising per capita levels of produc- 
tion and consumption in the less developed countries. 

The competition of the free world with the Soviet Union for the minds and 
hearts of men seems destined to be carried on at least in part in the field of 
economic development. Even aside from this the United States stands to derive 
substantial long-run advantages from being a major source of foreign capital 
in the development of the underdeveloped countries—advantages in the form 
of both commercial and cultural ties. A United States businessman who has 
both a firm grip on democratic principles and a sympathetic understanding of 
the aspirations of underdeveloped countries can be an ambassador of goodwill 
and an instrument for promoting abroad our principles of economy and 
government. 

Reading the official statements in which tax incentives are recommended 
gives the distinct impression that the policy is strongly motivated by an inten- 
tion to substitute the expansion of private foreign investment for Government 
grants and loans. Enlarging private enterprise abroad and saving the tax- 
payers money are objectives that all or at least most of us will warmly support, 
but I believe there is involved here a major misreading of the relationship of 
public and private investment in promoting economic development. An im- 
portant obstacle to private investment in many countries is the lack of a basic 
economic structure including a healthy, educated, and decently housed labor 
force, adequate transportation facilities, and ample electric power to meet present 
and prospective requirements. Taxes or no taxes, private investment is not 
going into basic or scientific education, or into roads, health programs, water 
supply, sewage systems, or housing, and for various reasons it is not likely to 
go into railroads or into electric powerplants. 

If the United States wants to stimulate private investment in underdeveloped 
countries, the most effective method would seem to be to help in the development 
of the basic economy. It is putting the cart before the horse to think that through 
tax incentives private investment can be substituted for public investment except 
as an adequate economic base is established. There is an element of danger in 
the administration emphasis on tax concessions, namely, that we may persuade 
ourselves that granting tax concessions will fulfill the responsibility of the 
United States for the economie development of the rest of the free world. When 
the results of tax concessions were found to be too little, it might then be too 
late to do the other things that need to be done. 

If that danger is avoided and private investment is seen in its proper per- 
spective in a foreign economic policy that comprises many necessary elements, 
there is very much to be said in favor of encouraging private investment abroad. 
Such investment usually involves much more than cash or machinery and equip- 
ment. Some competent observers have suggested, perhaps extravagantly, that 
the major benefit of direct United States investment in an underdeveloped 
economy is that business management goes into the country, which it is not likely 
to do except as an accompaniment of the investment. Moreover, United States 
businesses abroad have to an increasing extent found it desirable and feasible to 
train local personnel and gradually withdraw United States personnel from the 
operation. 

Accepting the desirability of encouraging private investment abroad, it does not 
necessarily follow that tax concessions should be offered for this purpose. It is 
still necessary to weigh the prospective benefits against the prospective cost. 
On the benefit side tax incentives would undoubtedly have some stimulating effect 
on investment abroad, since there must be some cases in which the amount of tax 
concession would be the deciding factor in favor of making the investment. The 
amount by which private investment abroad would be increased by tax conces- 
sions is another matter. The studies that have been made of the problem indicate 
that it would be limited. The rates of profit that are being made by businesses in 
many countries are so high that taxation cannot be the obstacle that is preventing 
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investment from the United States. There are many other obstacles to invest- 
ment—among them the necessity of learning a new language and of working with 
people having different habits and attitudes; political instability and the possi- 
bility of expropriation or other adverse political action; the uncertainties of 
money convertibility—often the major obstacle; and the lack of the vital basic 
economic structure previously referred to. Except as these obstacles are largely 
Overcome tax concessions may be expected to be relatively ineffective as a 
stimulant to private investment. 

Against the limited results to be expected from tax concessions must be 
weighed their costs in revenue and otherwise. The revenue loss would involve 
more than the taxes waived on new investment resulting from the concession. 
There would also be revenue loss from investment that would be made in the 
future without any tax concession, as well as revenue loss from the large ac- 
cumlated total of foreign investment already made—much of it not in under- 
developed countries—since it would not be practicable to distinguish new from 
old investment. 

There is another aspect that requires attention. The granting of tax con- 
cessions would undoubtedly be very favorably received by the governments of 
many of the underdeveloped countries. Some of these governments have strongly 
urged that the United States should not impose any tax on income from business 
carried on in their countries. They point out also that the United States system 
of taxation makes it difficult for them to give incentives to stimulate investment 
by United States business. How much encouragement the United States should 
give other countries to use tax concessions to attract investment by United States 
business is an open question. The experience of our States and cities in com- 
petitively granting tax exemptions to attract investment has not been a very en- 
couraging one. The widely publicized example of Puerto Rico is completely 
misleading as far as other countries are concerned, since Puerto Rico has free 
access to the whole United States market without tariffs or quotas. Neverthe- 
less, while other countries might be disappointed in the results from tax con- 
cessions, their desire that such concessions be granted is a consideration that 
must be given some weight in determining United States policy. This, however, 
is a matter for bilateral treaties rather than general legislation. 

Another point that belongs in the foreign policy category is that the present 
United States foreign tax credit encourages other countries to increase their 
income taxes so that those countries instead of the United States receive the 
taxes. It is urged that United States taxes on income from foreign invesment be 
reduced to remove this tendency. There can be no doubt that the tendency 

I see no way of removing it except by giving up in effect if not in appear- 
ance, the taxation of income from foreign investment, or by repealing the tax 
credit. These seem unnecessarily drastic alternatives. Countries are not likely 
to impose higher taxes on their own businesses merely to take advantage of the 
foreign tax credit on incomes of United States businesses. In view of the 
strong position from which the United States can negotiate with the countries 
likely to be involved, it should not be difficult to prevent discriminatorily high 
taxes against United States businesses, especially if the United States is prepared 
to negotiate—as it is now doing—tax treaties in which tax incentives by the 
other country would be allowed in computing the foreign tax credit. 

If a general tax incentive is to be granted by statute, it should be carefully 
drafted to insure to the greatest extent possible that the tax relief applies only 
to income from investment and operations which contribute to the economic 
development of foreign countries, and which can actually be stimulated by tax 
relief. This would mean excluding from tax relief the income which is derived 
from the exportation of goods from the United States as distinguished from 
income derived from operations abroad that add to the usefulness of the goods. 
Exporters, of course, perform an important function, but make little, if any, 
contribution to foreign economic development. Moreover, since the total volume 
of exports from the United States is dependent on our policy toward imports, 
on the amount of foreign investment being made, and on our governmental 
grants and loans, it would be futile as well as expensive to give tax relief in an 
effort to stimulate total exports. The stimulation of the exports of some com- 
modities would be at the cost of exports of others. The administration proposals 
would not apply the proposed tax relief to profits from exports, but the distinct- 
tion is an administratively difficult one to draw. 

If tax benefits are to be granted, I would urge that this be done not by reducing 
rates but by deferring the payment of the tax as long as the income is reinvested 
abroad. Tax deferment would be a privilege of very substantial value to tax- 
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payers. During the period over which the income was reinvested abroad, the 
company would be permitted to treat the deferred tax as an addition to its 
capital for the purpose of earning a return. If income was left abroad for 
several years or more, earnings on the deferred taxes would be the equivalent 
of a substantial reduction in the rate of tax. 

Tax deferment is already enjoyed by foreign subsidiaries; extending it under 
appropriate safeguards would be a move toward uniformity. Tax deferment 
focuses the incentive on the reinvestment of earnings abroad. The stimulus is 
thus on investment, since the deferment ends when the income is brought home. 
Tax deferment recognizes the foreign exchange difficulties which taxpayers often 
face. Generally speaking, under tax deferment the accuracy of the line distin- 
guishing income from exports and income from foreign investments would not 
be a very important matter, since exporters ordinarily would wish to have their 
income for use in the United States. Finally, if the deferment were found to 
be working badly it could be brought to an end and the taxes collected over a 
reasonable transition period. 

The objections to using rate reductions as a tax incentive device with respect 
‘to income from investment abroad seem to me persuasive. Rate reductions do 
not place the incentive at the right point, namely, on increasing the investment 
abroad. They would make very important the accurate distinction between 
income from exports and income from investment and other operations. Once 
the principle of rate reduction was accepted, political pressures almost certainly 
would be applied over the years to extend the scope of the income entitled to 
benefits and to decrease the tax rates applying to income qualifying for benefits. 
This would not be conducive to a favorable climate in which to maintain the 
strength and integrity of the Federal tax system. 

Mr. Buiovuen. My interest in this subject has extended over the 
years, both in the field of taxation and more recently in the field of 
international business and investment. It has been my pleasure to 
talk to a good many businessmen both here and abroad with regard 
to the subject. : 

I would like to point out that in the United States, we have 
much the same problem between States as between countries in decid- 
ing how much the State of source and the State of residence shall 
tax income, and also of determining what is the source of the par- 
ticular income. 

Those problems are with us even today. In the newspaper as 
recently as this morning appear statements regarding the New Jersey- 
New York situation. 

_Mr. Foranp. And don’t forget the Rhode Island-Massachusetts 
situation, which is the same. 

Mr. Buovau. In the case of New York-New Jersey, New York has 
an income tax which it applies to people working within the State. 
New Jersey has no income tax. Its officials and —— are 
objecting to the fact that New York taxes that income as highly as it 
does. 

In fact, there had been a proposal for a constitutional amendment 
which would prohibit any taxation of income except at the residence 
of the taxpayer. © : 

In the international field capital exporting countries have in general 
leaned toward the idea that it should be the country that received the 
income that ought to do the taxing. Our own principle, as has been 
pointed out, is to allow a tax credit, which in effect means that the 
country of source has the first and main chance to tax the income. 

I suppose if everything were to be very carefully worked out we 
would try to allocate the tax between the country of source and the 
country of residence according to some equitable arrangement. But 
that would take a great multitude of treaties, and I am afraid we 
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would not be able to get much agreement on what an equitable distri- 
bution of the revenue was. I believe that the present arrangement, 
which we have had in the law since 1918, 40 years, is a sound one from 
the point of view of our taxpayer and I think meets the main prob- 
lem of double taxation although many subsidiary problems remain. 

What I propose to do is to focus on a very controversial aspect, 
namely, the arguments which are made for giving further tax relief, 
more favored treatment to income derived from foreign sources. 
There seem to be 2 or 8 major arguments. One argument is that it 
is not fair for the United States to tax the income of United States 
citizens and corporations derived from foreign sources. 

We do not recognize that principle within the United States between 
our States, and it does not seem to me that it is a valid argument with 
respect to foreign countries, either. Our military forces on which 
we spend so much are certainly a great contributing factor to the car- 
rying on of business by United States business concerns all over the 
world. In the present international situation it may well be doubted if 
there would be any United States business abroad if it were not for 
the United States Army, Navy, and Air Force. 

Then, of course, the United States businesses have substantial ad- 
vantage in overseas operations by virtue of the fact that they have 
an important home base here. ‘This home base enables them to be 
larger, to have a big domestic market on which to base their inter- 
national plans, to have a backstop of financial stability in the face of 
temporary setbacks abroad. It enables them to have the economies of 
large scale, to have first-class management, to have research staffs. 

All of these things make it easier for United States business to 
operate successfully than for businesses from other, smaller, less 
powerful countries. Then there is, of course, the education of our 
technicians and overseas executives. The United States really is a 
contributing factor in the income which we attribute to overseas 
sources. 

I think the principle of fairness in taxation which we have followed 
is essentially this: That we want to have neutrality in the treatment 
of our business taxpayers, regardless of where they operate. We do 
not want to encourage them to go abroad, we do not want to encourage 
them not to go abroad. We want, as far as possible, to be neutral in 
taxation. 

We have not been entirely successful in that. I have no doubt that 
there are a number of ways in which some modification of our forei 
tax credit and its application might be made which would increase the 
neutrality. If these changes can be made with appropriate safe- 
guards against abuse, I would think it was a desirable thing to do. 

But such changes, of course, are not the major goal of the drive 
which is being made. The major drive is for much more. It is 
primarily for the reduction of rates, with the ultimate purpose, by 
some organizations, at any rate, getting rid of the United States tax 
altogether. 

Congress will not end its problems in this matter by reducing the 
tax 14 percentage points, for example, because some organizations have 
clearly stated that they consider this only a stopping point on the 
way toward the goal, which is no United States taxation at all. 
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So I would say on the grounds of fairness we have nothing new here 
that we haven’t had for 40 years, and I find myself unpersuaded by the 
argument that our present system has any essential unfairness in it, 
recognizing that it certainly could be perfected. 

Then we go to another group of arguments to the effect that we 
ought to give positive incentives to United States business abroad 
and especially to United States foreign investment. These positive 
incentives are argued for on several grounds. One argument is that 
foreign investment is highly desirable to the United States economy, 
because it produces minerals, petroleum, manufactured products, and 
so on, abroad, to which we then have access at lower prices. This, 
of course, is the benefit of a world economy and of international trade. 

Our policy has not been very liberal about receiving these products. 
On petroleum we now have certain import quotas. e have certain 
import duties on the minerals produced by American companies 
overseas. Most manufactured products are subject to import duties. 
There is now a campaign on to raise the tariffs on some of the min- 
erals. Even the Treasury tax proposals of a couple of years ago, if 
I recall correctly, provided that if 10 percent or more of the product 
of the company was shipped back to the United States it should not 
receive the tax concessions. So our policy is not entirely consistent 
in promoting foreign investment. 

believe that foreign investment is beneficial to the American econ- 
omy, and that domestic investment also is beneficial to the American 
economy. It is not a case where foreign investment promotes the 
economic well-being of the United States so much more than domestic 
investment that the taxpayers should pay to promote foreign invest- 
ment. 

Explaining the reasons for this conclusion might involve a lon 
discussion. I have done this to some extent in my statement and wi 
not go further into it now. 

Another argument supporting the idea that we should grant tax 
incentives to promote private foreign investment is that such promo- 
tion is a desirable element in a sound foreign policy, primarily because 
private investment will promote the economic development of other 
countries and particularly the underdeveloped countries. 

I find this more persuasive than the other arguments. The United 
States may expect certain indirect benefits from the foreign invest- 
ment of United States firms abroad. As countries are built up eco- 
nomically and become more prosperous, they are likely to become more 
stable politically and they become better friends in a world where we 
need friends. 

This, however, does not necessarily mean that granting tax incen- 
tives is either an effective or a desirable method of promoting private 
foreign investment. With all due respect for the persons and groups 
that have proposed tax reduction for this purpose, I think they often 
seize upon taxes as a method because they want to propose something, 
and feel that in tax reduction they have something that is tangible, 
sounds good, and would be easy to apply. 

It seems likely that they are thinking of just one aspect of the tax 
problem and not, as this committee does, of the problem of being fair 
to all of the taxpayers of the United States and of balancing the eco- 
nomic benefits of reducing the taxes on one group against the benefits 
of reducing taxes on other groups. 
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But be that as it may, I would like not to argue that there is any 
inherent objection to using taxation for promoting foreign investment 
for foreign policy ends. t would like to point out, however, that care- 
ful consideration should be given to the questions of what the benefits 
are, and what the costs are, before we adopt such a policy. 

What about the assumption that tax benefits will promote private 
investment abroad ? 

I think it is clear that anything that reduces the cost of a certain 
operation and thereby increases the profit will have a favorable 
incentive effect. I think it is undeniable that the tendency of reduc- 
ing taxes on income from foreign investment will be to promote for- 
eign investment. The question isn’t that. The question is, How 
much is it likely to be effective ? 

I do not have any quantitative answer to suggest to you, but I would 
like to point out several points to bear in mind. 

In the first place, a great deal of investment already has gone 
abroad, without benefit of special tax inducements. It did not need 
tax stimulation. Much of it is of types that would not be likely to be 
affected much by tax measures because there are stronger incentives. 

In 1954, the total United States direct investments abroad—which 
excludes portfolio investment, that is, the holdings of stocks and bonds 
where the investor was not operating the business abroad—the total 
of United States direct investment abroad was $17.7 billion. Of this 
petroleum was $5.4 billion, and minerals were $2.1 billion, or a total 
of $7.5 billion in petroleum and minerals out of $17.7 billion. 

The companies go where the minerals and petroleum are; no tax 
relief will induce them to go elsewhere. The taxes of the United 
States are an extremely small factor in the minds of the operators, 
especially since other countries usually tax minerals and petroleum 
heavily regardless of our taxes or our tax credit. 

Another fact is that out of the $17.7 billion total, $5.9 billion or one- 
third of the total was invested in Canada. Investment in Canada is 
not, I suggest, investment which requires special tax concessions from 
the United States, nor is it perhaps investment to which we wish to 
give special incentives. 

Another substantial amount, $2.6 billion, was in the countries of 
Western Europe. In general, these are industrially advanced coun- 
tries with high rates of taxation where reducing our tax rates would 
not make any particular difference. Also, do we wish to pay our 
companies to move to Europe? 

at about our investment in the rest of the world? There are 
a good many countries where no tax incentive that the United States 
could give would induce business to make any additional investments. 

For example, there is not likely to be much new United States in- 
vestment in Indonesia, and tax reduction would not change that. The 
Soviet threat and the instability of the Government are too great. 
Tax incentives for investment in such places would do no good. 
Where they might well make a difference would be in the in-between 
case, the type of case where the situation was not so favorable that 
the investment would go ahead anyway, but where other aspects of 
the investment “climate” were favorable. In such case tax reduction 
or tax postponement would result in some stimulation—how much, 
of course, remains a question. 
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Puerto Rico is often referred to in this connection. I would like to 
oint out that any country that relies on Puerto Rico as an example 
is paving the way for a great disappointment. Puerto Rico has done 
a certain amount in promoting its economy through tax incentives 
although we do not know to what extent they are responsible. Puerto 
Rico, however, has full access to the United States market without 
paying tariffs, and it is free from United States taxes. If we are 
willing to grant other countries open access to the United States mar- 
ket without tariffs, then perhaps they would be able to anticipate an 
achievement like that of Puerto Rico, but not otherwise. 

So much for the benefits. What about the cost of tax incentives? 
Again I have no quantitative estimate, but would like to point out 
the different factors involved. 

As I pointed out, we had in 1954—and we have considerably more 
today—outstanding foreign investment of $17.7 billion. Presumably 
that investment would receive any tax benefits that were given. To 
deny the benefits to investment outstanding, I think, woul be very 
difficult administratively, and I doubt whether it would be sound in 
principle. Much of the outstanding investment poses the question 
of whether to replace depreciating assets or to repatriate the capital. 
However, there would be a windfall advantage to all of this capital 
which is already outstanding—$17.7 billion in comparison with $760 
million of new direct capital flows, plus some $600 million of rein- 
vested subsidiary earnings in 1954. 

In short, the amount outstanding as compared with annual invest- 
ment is very large, and would add greatly to the cost of the incentive. 

Then, as I mentioned before, those investments that would take 
—_— anyway would cost us the incentive, and we would get no bene- 

t from our policy with respect to them. 

Sol wala say that we at least ought to study the costs and benefits 
very carefully before we adopt tax incentives for promoting foreign 
investment, just as for any other purpose. 

Then there is the argument that more private foreign investment 
would be a sustitute for foreign aid—and I include governmental 
loans as aid. I have no doubt that an increase in private foreign in- 
vestment would reduce the need for foreign aid somewhat in certain 
favorable circumstances. But I do not think that foreign investment 
is likely to reduce the need for foreign aid very much in the near 
future in the actual circumstances, 

What foreign economic aid is needed for is to support the kind of 
nie that you cannot get private foreign investment to go into. 

he aid is needed for technical assistance, for highways, for railroads, 
for irrigation works, for public health, for education. These are 
often called the economic and social foundations or substructures of 
an economy. Private enterprise never goes into some of them, while 
with respect to others, there are circumstances which make it quite 
unlikely that there would be any United States investment go in, taxes 
or no taxes. 

These are the kinds of things that are financed by loans from the 
International Bank and grants and loans from the United States 
directly or through the United Nations. 

To say, “Let us save money on foreign aid by rs private 
foreign investment,” is to put the cart before the horse. It should 
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be put the other way. “Let us encourage private foreign investment 
by etna make the economic foundations in these countries strong 
enough that private foreign investment will find it attractive to go 
in.” With such foundations, private foreign investment would no 
doubt catch hold and take over, assuming other factors were favorable. 
But in many of these countries private foreign investment has not 
done the job and will not go in at all until the economic substructure 
has been more thoroughly develeunh: 

So I would say that while the encouragement of private foreign 
investment would tend to reduce the need for foreign aid, the amount 
of any such reduction would be small. 

Let me turn to my last point. If we should want to have tax 
stimulation of foreign investment, what form should it take? 

My answer would be that it should take the form of postponement, 
preferably along the lines that Mr. Surrey mentioned, for several 
reasons. 

In the first place, I think it would be more acceptable to our domes- 
tic taxpayers. When a businessman sees competing products coming 
in from abroad, made by United States companies which are not sub- 
ject to United States taxation or are paying lower rates of total tax 
than he is, it is not likely to go down so well. If you can point out that 
it is only a postponement, which will end when the profits are brought 
home, 1 would expect it to be more acceptable. Perhaps that is not 
important, but I think it may have its significance. 

n the second place, tax postponement or deferment is already en- 
joyed by foreign subsidiaries. Extending it under appropriate safe- 
a would be a move toward uniformity of treatment for our 

usinesses abroad. 

Again, tax deferment focuses the incentive on the reinvestment of 
earnings abroad. If you give a tax reduction, the earnings can be 
brought back home, and the reduction is still enjoyed. If you give 
a postponement, the earnings have to be left abroad in order to get the 
tax postponement. And leaving the earnings abroad is part of the 
foreign investment we are talking about. 

Tax deferment avoids foreign exchange difficulties which taxpayers 
often face. Tax deferment makes it easier to distinguish income 
from exports and income from foreign investments, which, in my 
opinion, is very desirable, because there should be no incentive to 
exports if the objective is to promote foreign investment. The tax 
deferment would make it easier to outlaw tax-haven countries in order 
to keep the taxation of foreign income more closely under United 
States supervision. 

Finally, it ought to be stressed that tax deferment would be a privi- 
lege of very substantial value to taxpayers. It is really a reduction. 
It means that the taxpayer can earn on his taxes; he receives a free 
loan. The United States tax is loaned to him free for his use as long 
as he does not bring the earnings home. I think we ought to make 
sure that the laws are tight enough so that when the earnings are 
brought home they will actually be subject to our tax, subject of course 
to the foreign tax credit. 

Mr. Chairman, a great deal more could be said on this subject, but 
I have taken more of the committee’s time than I intended. If any 
member of the Committee has a question I shall be glad to try to 
answer it. 
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Mr. Foranp. We thank you for your contribution. It was very, 
very interesting. 

Mr. Eberharter. 

Mr. Exseruarrer. Mr. Blough, I wanted to express my personal 
appreciation of your acceptance of the invitatiton of the committee 
to give us the benefit of your views. I am sure you have been very 
helpful to the committee, because this is a complicated subject, as I 
mentioned before. You took a lot of time to prepare for this ap- 
pearance, and we appreciate that too. 

Mr. Blough, how did these proposals for this 14-percent reduction 
arise in the particular percentage of 14? Do you happen to know 
that? Why didn’t they arrive at a percentage of 15 or 10 or some- 
thing like that? Why this 14 percent? 

Mr. Biovenu. Well, that is a historical accident. 

Mr. Exernarter. That is what I would like to know. 

Mr. Bioven. Back in 1942 the corporate surtax was raised to 16 

ercent, and Western Hemisphere trading corporations were exempted 
con the tax. In 1945 the surtax rate was reduced to 14 percent. In 
all the changes since then the tax exemption of the Western Hemi- 
sphere trading corporations has been frozen at 14 percentage points. 

Mr. Esernarter. Thank you very much, Mr. Blough. 

Mr. Foranp. Any other questions? 

There being no further questions, we thank you very much. 

Mr. Brover. Thank you, Mr. Chairman. 

Mr. Foranv. The next witness scheduled for today is the Honor- 
able James A. Farley. 

The Chair has been advised that Mr. Farley will not appear today, 
due to an arm injury, but he will come later in the hearings. 

The committee now stands adjourned until 2 o’clock, at which time 
Mr. Kelliher will be the first witness. 

(Whereupon, at 12:05 p. m., the committee adjourned, to recon- 
vene at 2 p.m. of the same day.) 


AFTERNOON SESSION 


The Cuamman. The committee will please come to order. 

The next witness is Mr. Robert J. Kelliher, chairman of the tax 
committee, National Foreign Trade Council. Is Mr. Kelliher pres- 
ent? Please come forward and give your name, address, and capacity 
in which you appear for the benefit of the record. 


STATEMENT OF ROBERT J. KELLIHER, CHAIRMAN, TAX COM- 
MITTEE, NATIONAL FOREIGN TRADE COUNCIL 


Mr. Keviiner. My name is Robert J. Kelliher. I am chairman of 
the tax committee of the National Foreign Trade Council, which is a 
voluntary nonprofit association founded in 1914 and comprising in its 
nationwide membership of about 1,000 corporate members, manu- 
facturers, merchants, exporters and importers, rail, sea, and air 
transportation interests, insurance underwriters, and others engaged 
in the foreign trade and investment activities. 

The Cuamman, Mr. Kelliher, you are recognized for 20 minutes. 

Mr. Kexirrr. The National Foreign Trade Council has already 
submitted in some detail its written recommendations concerning the 
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taxation of foreign income, so in view of the limitations of time, I 
will digress from the written record and confine my remarks to a 
condensed summary and some comments concerning the recommenda- 


tions. 
The Cuatrman. Without objection, the entire statement will ap- 


pear in the record. 
(The statement is as follows :) 


STATEMENT IN BEHALF OF THE NATIONAL FOREIGN TRADE COUNCIL, INC., 
CONCERNING TAXATION OF FOREIGN INCOME 


I. DECLARATION OF THE NATIONAL FOREIGN TRADE CONVENTION, 1957 


The essential points in the longstanding policy of the National Foreign Trade 
Council, Inc., in regard to the taxation of income from foreign trade and invest- 
ments are found in recommendation VI on taxation in the final declaration of the 
44th National Foreign Trade Convention, New York, N. Y., November 18, 19, 
and 20, 1957, which reads: 

“Taxation: The flow of United States investment funds abroad and the re- 
investment of earnings therefrom are affected by various factors. Of these, 
the incidence of taxation is the one factor peculiarly within the power of our 
Government to influence by its own fiscal policies and practices and by the nego- 
tiation of tax treaties with other nations. 

“It is the prerogative of the country in which income is earned to tax such 
income and to establish the tax rates. But to the degree that tax burdens are 
kept low, new investments will be encouraged and, at the same time, the capacity 
of existing ventures to expand through reinvestment of earnings will be enlarged. 

“In order that moderate tax rates abroad may have their full economic and 
incentive effect upon United States foreign investors, we should accept the basic 
principle that business income is to be taxed only in the country in which it is 
earned ; and Congress should amend our tax statutes to conform to this principle. 

“So long as our Government continues to tax foreign-source income, this fiscal 
policy tends to encourage the widespread adoption by other countries of tax 
rates approaching those of the United States, rather than the imposition of lower 
rates that may be appropriate to their economies. Present United States tax 
policy also results in practical nullification of specific tax incentives of other 
countries, such as short-term exemption of new ventures. 

“The convention points out that most capital-exporting countries grant sub- 
stantial tax exemption for business income earned abroad, and believes the 
United States should adopt this wise policy. Until this policy is adopted and 
legislated, the foreign income of the American investor should, at least, be sub- 
ject to a lower United States tax rate than that generally applicable (for ex- 
ample, 38 percent instead of 52 percent), and United States taxes thereon should 
be deferred until the earnings are actually paid in dividends to stockholders or to 
the parent company. The convention notes with approval that the Vice President 
of the United States has recently endorsed the extension of the proposed 14-point 
income-tax credit and the deferral proposal as a means to encourage private 
foreign investment. The convention holds that such incentives should be gen- 
erally available and should not be limited by arbitrary and unrealistic restrictions. 

“In no event should the United States income-tax law constitute an outright 
discouragement to investment abroad by our nationals. There should be no dis- 
crimination against operations of our nationals in foreign countries by denying 
to foreign operations the same deductions allowable to domestic operations of 
the same type. 

“This convention, like its predecessors, heartily endorses the program of tax 
treaties with other governments. The uncertainties and inequities which arise 
in taxing international business have been appreciably reduced by such treaties. 
The convention is convinced that the usefulness of these tax agreements is en- 
hanced by the inclusion of substantive stipulations such as those eliminating 
or limiting taxation of certain types of income at source and granting credit 
for taxes spared or foregone by a foreign government.” 
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Il. PROPOSALS 
A. General objective 

A basic policy of the National Foreign Trade Council, Inc., has been to encourage 
private investment abroad, and to help achieve this the council has urged the 
Government to incorporate in the United States Internal Revenue Code and tax 
conventions the principle of territoriality, i. e., the taxation of business income 
only in the country in which is situated the permanent establishment to which 
such income is properly allocable. The result would be to eliminate the burden 
of double taxation on American foreign investments in three respects, as follows: 

First, the rate borne would be that of the country in which the permanent estab- 
lishment is located, which rate is determined in accordance with conditions pre- 
vailing in the country where the business is conducted, rather than that imposed 
in the United States where conditions are entirely different. 

Second, the American investor would be placed in a position of tax equality 
with enterprises belonging to nationals of the country in which the permanent 
establishment is located, or to nationals of third countries which exempt from 
tax the income allocable to a permanent establishment situated in the given 
country. ; 

Third, the concessions offered by other governments to attract investments 
would not be nullified by subjection of the exempted income to the United States 
tax, with the consequence that the American enterprise would be able to take 
advantage of the benefit of the same kind of rate reductions or exemptions, invest- 


ment allowances, accelerated depreciation, or other concessions that are enjoyed 
by competitors. 


The adoption of such measures becomes important in order to assure United 
States enterprises competitive equality abroad in view of the inclusion in the 
British Finance Act of 1957 of provisions, noted by the Vice President of the 
United States in his statement quoted below, for a special type of British company 
which operates abroad and plows back its earnings in the development of its 
foreign business. 


B. Specific proposals advanced by the National Foreign Trade Council, Inc. 
The National Foreign Trade Council contends that the adoption of the principle 


of territoriality would be the simplest way to place United States investors or 
enterprises in a position of tax parity with the enterprises of other countries. 
Further, it believes that until this final adoption is achieved the present framework 
of existing legislation should be amplified by the adoption of measures which 
provide the following: 

1, Either— 

(a) reducing the United States rate on net income derived from foreign 
branches or subsidiaries so as to bring it approximately to the level of income 
taxes in the countries in which American enterprises can aid in their economic 
development, 

Or— 

(b) amending the law so that the credit will equal the United States tax 
otherwise payable on the net income derived from the foreign branch or 
subsidiary ; 

2. Liberalizing the foreign tax credit through broadening the concept of in lieu 
taxes to cover various empirical income taxes adopted primarily in less developed 
countries which, in order to obviate administrative difficulties, resort to various 
rudimentary levies that from their viewpoint are essentially equivalent to our 
income tax whether or not in complete substitution of an income tax generally 
applicable. 


C. Fourteen percentage point reduction in rate 


The Council supported and still supports the recommendations of the President 
of the United States to the 88d Congress on January 21, 1954, and to the 84th 
Congress on January 10, 1955, which would extend the rate reduction granted to 
Western Hemisphere trade corporations on a worldwide basis. The January 10, 
1955, message reads: 

“To facilitate the investment of capital abroad, I recommend enactment of 
legislation providing for taxation of business income from foreign subsidiaries 
or branches at a rate of 14 percentage points lower than the corporate rate on 
domestic income, and a deferral of tax on income of foreign branches until it is 
removed from the country where it is earned.” 
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On October 15, 1957, the Vice President of the United States, in a speech made 
in San Francisco, supported the proposal for the 14 percentage point rate reduc- 
tion and suggested a modification of the previously suggested deferral of tax on 
ineome of foreign branches, in the following paragraphs: 

“When tax revision becomes feasible, the Congress should pass a tax reform 
which the President has twice urged. He would extend to investors in other 
parts of the world the 14-point income-tax credit from which Western Hemis- 
phere trade corporations are already eligible. 

“The Congress should also consider the feasibility of passing a tax reform 
similar to one adopted by the United Kingdom a few months ago. This would 
defer United States taxes on income and profits earned entirely abroad until 
they are actually paid in dividends to the stockholder or the parent company. 
It would give American overseas traders and investors the same encouragement 
some of them now seek for incorporating abroad. It would immediately in- 
crease the funds available to such companies for additional foreign investment, 
yet in the long run the United States Treasury and foreign treasuries would 
also gain by the tax on income from a larger investment base.” * * * 


D. Deferral of tar on foreign branch income 


The National Foreign Trade Council, Inc. supports the adoption of legislative 
amendments which, in the case of corporations with branches abroad, would 
permit them to defer liability to the United States tax until the income of 
the branches abroad is remitted to the home office and distributed as dividends, 
without depriving such corporations of benefits that are accorded by the Internal 
Revenue Code to other domestic corporations engaged in similar activities in 
the United States. 


BF. Hlection between per-country and overall limitations on foreign tax credit 


The council favors an amendment to section 902, Internal Revenue Code, 
which would allow the taxpayer to have either the existing per-country limita- 
tion or an overall limitation. 

The removal of the overall limitation was designed to preclude foreign losses 
in one country from offsetting the income from another foreign country where 
a foreign tax was paid, resulting in a loss of credit for taxes paid to the latter 
country. The repeal of the overall limitation was recommended in the House 
report because it (the overall limitation) discouraged a company operating 
profitably in one country from going into another country where it may expect 
to operate at a loss for a few years. However, the same result would have 
been accomplished by allowing an election between the two limitations. 

The National Foreign Trade Council urges that section 904, Internal Revenue 
Code be amended to include the overall limitation with a provision permitting 
the taxpayer to elect each year between it and the per-country limitation, 
or that the same result be accomplished by amending section 904 to provide that 
the aggregate amount of credit for foreign taxes under section 901 shall not be 
reduced under the per-country limitation to an amount which is less than the 
proportion of the United States tax against which such credits are taken which 
the taxpayer’s taxable income from all sources outside the United States bears 
to his entire taxable income. 


F. Carryback and carryforward of unused credit 


The basic theory and intent behind the enactment of the foreign tax credit 
provision in 1918 was to provide a mechanism whereby foreign-source income 
was to be relieved from double taxation. Generally, in practice this theory ac- 
complishes the desired result. However, in many instances the intended re- 
lief is not achieved, principally because of differences in the foreign govern- 
ment’s concept of taxable income and that of the United States. 


G. Taz conventions 


The United States has concluded tax conventions with 21 other countries in- 
cluding many of the leading trading nations. These provide for the reciprocal 
adoption of principles and methods to avoid the double taxation of income de- 
rived by United States citizens and corporations from operating and invest- 
ing abroad. The National Foreign Trade Council, Inc., strongly supports the 
conclusion of tax conventions with additional countries, and the incorporation 
therein of provisions to grant rate reductions and credits intended to avoid the 
nullification of concessions offered by foreign governments to attract American 
investments, such as the foregoing of taxes, the lowering of rates, or a reduc- 
tion in the basis of taxation. 
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Mr. Keriruer. At the outset I would like to point out that most of 
our tax laws concerning foreign income were passed when rates were 
low and the impact was small. However, American business in foreign 
fields today is running up against changing conditions. American busi- 
ness in the foreign field does not believe that our present tax laws are 
reasonable accommodations to conditions as they exist abroad today. 

I think we might thank Mr. Surrey for his historical presentation 
of this morning, but I would like to point out that his talk advocated 
little or no change in the United States taxing system, whereas Amer- 
ican business feels that the changed conditions today, especially in this 
period of high taxes, require a change in our own tax concepts. 

A basic policy of the National Foreign Trade Council, Inc., has 
been to encourage private investment abroad, and to help achieve this 
the Council has urged the Government to incorporate in the United 
- States Internal Revenue Code and tax conventions the principle of 
territoriality; that is, the taxation of business income only in the 
country in which is situated the permanent establishment to which 
such income is properly allocable. The result would be to eliminate 
the burden of double taxation on American foreign investments in 
three respects, as follows: 

First, the rate borne would be that of the country in which the per- 
manent establishment is located, which rate is determined in accord- 
ance with conditions prevailing in the country where the business is 
conducted, rather than that imposed in the United States where con- 
ditions are entirely different. 

Second, the American investor would be placed in a position of tax 
eqnetty with enterprises belonging to nationals of the country in 
which the permanent establishment is located, or to nationals of third 
countries which exempt from tax the income allocable to a permanent 
establishment situated in the given country. 

Third, the concessions offered by other governments to attract invest- 
ments would not be nullified by subjection of the exempted income to 
the United States tax, with the consequence that the American enter- 
prise would be able to take advantage of the benefit of the same kind 
of rate reductions or exemptions, investment allowances, accelerated 
depreciation, or other concessions that are enjoyed by competitors. 

The present fiscal policy of our Government also tends to encourage 
the widespread adoption by other countries of tax rates approaching 
those in the United States rather than the imposition of Lo. rates 
that may be more appropriate to their economies. 

Although the National Foreign Trade Council contends that adop- 
tion of the principle of territoriality would be the simplest way to 
place United States investors or enterprises in a position of tax parity 
with the enterprises of other countries, it believes that until this final 
adoption is achieved, the present framework of existing legislation 
grea be amplified by the adoption of measures which provide the 

ollowing: 

1A acho in the United States rate on net income derived from 
foreign branches or subsidiaries so as to bring it approximately to 
the level of income taxes in the countries in which American enterprises 
can aid in their economic development. 

2. A liberalization of the foreign tax credit through broadening the 
concept of “in lieu” taxes to cover various empirical income taxes 
adopted primarily in less developed countries which, in order to 
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obviate administrative difficulties, resort to rudimentary levies that 
from their viewpoint are essentially equivalent to our income tax 
whether or not in complete substitute of an income tax, generally 
applicable. 

he Council supported and still supports the recommendations of 
the President of the United States to the 83d Congress on January 21, 
1954, and to the 84th Congress on January 10, 1955, which would 
extend the rate reduction granted to Western Hemisphere trade cor- 
porations on a worldwide basis. The January 10, 1955 message reads: 

To facilitate the investment of capital abroad I recommend enactment of leg- 
islation providing for taxation of business income from foreign subsidiaries or 
branches at a rate of 14 percentage points lower than the corporate rate on 
domestic income, and a deferral of tax on income of foreign branches until it is 
removed from the country where it is earned. 

On October 15, 1957, the Vice President of the United States, in a 
speech made in San Francisco, supported the proposal for the 14 per- 
an point rate reduction and suggested a modification of the pre- 
viously suggested deferral of tax on income of foreign branches, in the 
following paragraphs: 

When tax revision becomes feasible, the Congress should pass a tax reform 
which the President has twice urged. He would extend to investors in other parts 
of the world the 14-point income-tax credit for which Western Hemisphere trade 
corporations are already eligible. 

The Congress should also consider the feasibility of passing a tax reform simi- 
lar to one adopted by the United Kingdom a few months ago. This would refer 
United States taxes on income and profits earned entirely abroad until they 
are actually paid in dividends to the stockholder or the parent company. It 
would give American overseas traders and investors the same encouragement 
some of them now seek for incorporating abroad. It would immediately increase 
the funds available to such companies for additional foreign investment, yet in 
the long run the United States Treasury and foreign treasuries would also 
gain by the tax on income from a larger investment base. 

Now, in connection with this consideration of the Western Hemi- 
sphere trade corporations, I would call the attention of this committee 
to the comprehensive study of the impact of United States private 
foreign investment in the Latin American economy which has just 
recently been released by the United States Department of Commerce. 

The data set forth in the study are based on reports covering nearly 
1,000 subsidies and branches in Latin America which account for some 
90 percent of the operations of all United States companies in Latin 
America. The survey measures the broad effects of the United States 
direct investment in Latin America in which area more than one-third 
of all United States direct foreign investments have been made. 

In connection with this I would like to point out that the Western 
Hemisphere trade provisions were passed in 1942. This survey of the 
Department of Commerce shows that in the 10 years from 1946 
through 1956 nearly $4 billion were added to the book value of the 
United States direct investments in Latin America, raising the total 


from. $3 billion in 1946 to about $7 billion by the end of 1956, and 
broadening the industrial and geographic distribution of these in- 
vestments in Latin America. 

These United States companies in 1955 produced nearly $5 billion 
worth of goods and services, of which $2.8 billion of goods and serv- 
ices were for use in Latin America and $2,000,100,000 represented 
dollar exports from Latin America. - 
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Production by United States companies provides 30 percent of all 
Latin American exports in addition to providing a large volume of 
essential manufactures, raw materials, and services for use in Latin 
America. The export earnings generated from Latin America have 
caused sufficient foreign exchange to pay for all imports and income 
remitted to the United States by the companies and to return a sur- 
= of some $900 million a year to the countries in the area. Over $4 

illion was paid in Latin America in 1955 for wages and salaries, 
taxes, and local materials, services, and equipment. 

The amount paid out in Latin America represented about three- 
quarters of the total proceeds from sales of goods and public utilities. 
About 625,000 persons were employed in fain America by the re- 
porting United States companies. Only about 9,000 of this total were 
sent from the United States. This report by the Department of 
Commerce leaves no doubt as to the contribution of United States 
direct private investment in the Latin American economy and as to 
~ mutual benefits accruing to both Latin America and the United 

tates. 

It cannot be suggested that this impetus in the growth in the Latin 
American economy in the 10-year period from 1946 through 1956 is 
wholly due to the tax-incentive rate accorded to Western Hemisphere 
corporations, since there are many factors involved, but there is no 
doubt that it has had a certain direct effect through the direct reduc- 
tion of the rate, and it is the opinion of business that the 14-point 
reduction in the tax rate has constituted a live factor in the introduc- 
tion of increased direct private capital in Latin America. 

At this point I think that there might be some light thrown upon 
the export situation, which in the minds of some of us may be exag- 

rated. It is pretty hard to get figures on the amount of the Western 

emisphere credit or deduction that accrues to export trade, but in 
the Internal Revenue Department’s statistics for the year 1954 there 
is a subdivision of foreign taxes on the returns of Western Hemisphere 
corporations showing those which file a form claiming foreign tax 
credit and those which do not. I am greening here that the reason 
for this was to show that those who did not pay foreign taxes were 
pome’sy exporters. In fact, the report from the Internal Revenue 

ureau states that a great many o such returns were from trade. 
The Western Hemisphere deduction taken according to these returns, 
showing no foreign tax credit, of which 332 were filed, was 
$9 million, as contrasted with a total Western Hemisphere de- 
duction taken by corporations who paid foreign taxes and claimed 
foreign tax credit, of $122 million, so that there is about 6 percent 
of the total Western Hemisphere deduction taken by corporations 
claiming no foreign tax credit. I am not certain that this analogy to 
the amount of Western Hemisphere export trade is entirely correct. 
I think it does indicate something concerning its volume. 

However, there are corporations who do not have to claim credit 
for foreign taxes paid who can claim them as deductions, and that 
might have some bearing on the statistics also. 

The National Foreign Trade Council supports the adoption of legis- 
lative amendments which, in the case of corporations with branches 
abroad, would permit them to defer liability to the United States 
tax until the income of the branches abroad is remitted to the home 
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office and distributed as dividends, without depriving such corpora- 

tions of benefits that are accorded by the Internal Revenue Code to 

ror domestic corporations engaged in similar activities in the United 
tates. 

There does not seem to be any dispute among any of the speakers as 
to the deferment or its advisability. I think the only difference that 
has ever occurred with respect to deferment was in the mechanics, 
Both the 14 points and the deferment principle were in H. R. 6300, 
approved by this committee and passed by the House of Repre- 
sentatives, 

I think also the only reason that the Senate did not accept them 
was because they wished to have some of the technicalities and dif- 
ferences of opinion concerning the mechanics ironed out. 

The council favors an amendment to section 902, Internal Revenue 
Code, which would allow the taxpayer to have either the existing per- 
country limitation or an overall limitation. 

The removal of the overall limitation was designed to preclude 
foreign losses in one country from offsetting the income from another 
foreign country where a foreign tax was paid, resulting in a loss 
of credit for taxes paid to the latter country. The repeal of the 
overall limitation was recommended in the House report because it— 
the overall limitation—discouraged a company operating profitably in 
one country from going into another country where it may expect 
to operate at a loss for a few years. However, the same result would 
have been accomplished by allowing an election between the two 
limitations. 

The National Trade Council favors the enactment of a provision to 
allow carry-forward and carry-back of unused foreign tax credits. 

The basic theory and the intent behind the enactment of the foreign 
tax credit provision in 1918 was to provide a mechanism whereby for- 
eign source income was to be relieved from double taxation. Generally, 
in practice, this theory accomplishes the desired result. However, in 
many instances the intended relief is not achieved, principally because 
of differences in the foreign government’s concept of taxable income 
and that of the United States. 

The United States has concluded tax conventions with 21 other 
countries, including many of the leading trading nations. These 
provide for the reciprocal adoption of principles and methods to 
avoid the double taxation of income derived by United States citizens 
and corporations from operating and investing abroad. The Na- 
tional Foreign Trade Council, Inc., strongly supports the conclusion 
of tax conventions with additional countries, and the incorporation 
therein of provisions to grant rate reductions and credits intended 
to avoid the nullification of concessions offered by foreign govern- 
ments to attract American investments, such as the foregoing of taxes, 
the lowering of rates, or a reduction in the basis of taxation. 

I would submit that there is nothing sacrosanct about following 
precisely what has been done in previous treaties, that in the making 
of treaties the United States is at a disadvantage in trying to en- 
courage other countries, especially underdeveloped countries into 
making treaties, because the United States cannot offer what they 
expect from other countries. 
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This acceptance of the foreign country’s tax incentives in a tax 
treaty is a good bargaining measure for the United States 
Government. 

In addition to that, it is on a very selective basis and it is in con- 
nection with certain specific foreign tax laws. 

I would like to call attention to three recent developments which 
will affect the future competitive position of the United States in the 
foreign field. 

First, the British Overseas Trading Corporation Act of 1957, 
previously described, which makes it possible for British overseas 
trade corporations to at least defer payment of British taxes as long 
as their income is retained abroad. 

Second, the establishment of common markets by groups of coun- 
tries abroad, such as the common market of the Scandinavian coun- 
tries, and by Belgium, Luxembourg, the Netherlands, Germany, 
France, and Italy, also the free-trade area embracing members of 
these markets and the remaining eight members of the organization 
for European Economic Cooperation; also of a common market by 
the governments of Central American countries. This is a new de- 
velopment in the foreign tax field which is some day going to have 
to be met by the United States in competition. 

Third, the massive economic offensive initiated by Russia which 
our President in his message stated : 

If underestimated could defeat the free world regardless of our military 
strength. 

The Soviet Union is apparently ready with financing and engineer- 
ing potential to back up their economic offensive in their plan to win 
political domination, particularly of newly developing countries. 

I notice that Russia is providing $155 million in money, materials, 
and technical services for a steel mill in India. The Soviet bloc 
credits include a $175 million aluminum plant in Yugoslavia, a $10 
million petroleum refinery in Syria, a sugar refinery in India, and a 
Hour mill and bakery in Afghanistan, just to quote a few. 

The best counteroffensive to counteract Communist regimes in the 
long run is the introduction of American capital, American methods, 
and an American way of life with improved standards of living. 
We are fighting Russia in support of these principles. 

This counteroffensive, however, in many cases in underdeveloped 
countries, will attract greater risks than exist in the United States 
and yet it must be carried out without fill dependence on the protec- 
tion of the United States. We must accelerate such programs lest 
we be “sputnikated” in the field of foreign economic progress as we 
have been in the satellite field. 

This counteroffensive won’t accelerate fast enough as long as the 
United States imposes on direct foreign investment a 52 percent rate 
and a taxing system that abnegates all of the incentives offered by 
these underdeveloped foreign countries who are begging for develop- 
ment. 

This is no time for neutralism or for the continuance of taxing 
concepts concerning direct private foreign investment that are ante- 
quated when considered in the light of changes which have taken place 
in the international field since the time these tax policies were 
originally established. 
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The removal of tax deterrents to direct foreign investment is in 
the interest of all the people of the United Stafes. 

I think, if I may have the time, I would like to comment briefly on 
some of Mr. Surrey’s remarks, and Mr. Blough’s, concerning foreign 
subsidiaries. There seemed to be a tendency to feel that, well, you 
can get all of this deferment; you can get what you need by forming 
foreign subsidiaries. Yet why should we have to do this? 

After all, carrying the American flag abroad and carrying the 
are =e which we work, namely the cooperative effort of 
capital and labor with the profit motive, is in the interest of the 
United States and it is a greater propaganda force than results from 
organizing foreign corporations. 

r. Blough mentioned that he doubted whether there would be a 
great deal of development abroad unless we had our Army, Air Force, 
and so forth; doubtful that there would be corporations operating 
abroad in underdeveloped fields. If this is so, are we depending on 
military might to invest abroad? Are foreign countries so unfriendly 
that it takes armed might to make them welcome us? I don’t believe 
that. I believe our American corporations abroad are doing a great 
job and they ought to be encouraged to do it. As a matter of fact, 
the statement was made that probably you wouldn’t invest in Indo- 
nesia. The oil companies are investing tremendous sums in Indo- 
nesia even today. Then, there is also the statement that private aid, 
as compared with public aid given by the United States, probably 
wouldn’t do the job. President Eisenhower stated that our tax law 
should encourage private investment in foreign countries to supple- 
ment, Government economic aid. 

It has been estimated that $1 in private capital does as much work 
as $3 in Government aid and it is believed that the direct investment 
by American companies is more effective than Government grants or 
aid and has a more lasting effect on the local economies. 

This policy should have the support of all the citizens of the 
United States. 

I would like to point out also that American investment abroad does 
not start in a slow manner, and that it therefore requires the United 
States Government to goin. The history of an American enterprise 
abroad is that you go in and build railroads in underdeveloped coun- 
tries, establish schools, and establish hospitals, and you develo 
national resources. You bring in technical assistance. You do all 
those things, and it is permanent. 

In conclusion, I would like, on behalf of the National Foreign Trade 
Council, to thank the Committee on Ways and Means for this oppor- 
tunity to appear and give its views concerning this important phase of 
taxation. 

The Cuarrman. Are there any questions? If not, we thank you 
very much for your appearance and information. 

Our next witness is Mr. Fred W. Peel. Please come forward and 
give your name, address, and the capacity in which you appear for the 
benefit, of the record, sir. 
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STATEMENT OF FRED W. PEEL, COMMITTEE ON TAXATION, UNITED 
STATES COUNCIL OF THE INTERNATIONAL CHAMBER OF COM- 
MERCE 


Mr. Prev. Mr. Chairman and members of the committee, my name 
is Fred W. Peel. I am rapporteur of the committee on taxation of 
the United States Council of the International Chamber of Commerce. 
Mr. Elisworth C. Alvord, the chairman of the committee on taxation, 
was originally scheduled to appear here today, but he is unable to 
7 and I am appestnné in his place. 

he CuammMan. Mr. Peel, you are recognized for 20 minutes. 

Mr. Prev, Thank you, Mr. Chairman. With your permission, I 
would like to submit my prepared statement for the record and sum- 
marize it briefly orally. 

The Cuarrman. Without objection, your entire statement will ap- 
pear in the record. You are recognized. 

(The statement is as follows :) 


STATEMENT BY FrepD W. PEEL ON BEHALF OF THE COMMITTEE ON TAXATION, 
UNITED States CoUNCIL OF THE INTERNATIONAL CHAMBER OF COMMERCE 


Mr. Chairman and members of the committee, I am Fred W. Peel, rappor- 
teur of the Committee on Taxation of the United States Council of the Inter- 
national Chamber of Commerce. Mr. Ellsworth C. Alvord, chairman of the 
Committee on Taxation, is unable to appear as originally scheduled, and I am 
appearing in his place. 

The International Chamber of Commerce is an international organization of 
business groups from 38 countries. Its members are businessmen interested in 
furthering the development of commerce between nations. The United States 
Council of the ICC has 350 members, comprising most of the major businesses 
of the country which are engaged in foreign trade or have investments abroad. 

The basic position of the International Chamber of Commerce is that double 
taxation of foreign income should be eliminated by adoption of the principle 
that the country where income arises has the sole right to tax that income. At 
the most recent Congress of the ICC in May 1957 the ICC’s Council adopted 
a resolution which stated, in part, as follows: 

“The International Chamber of Commerce recalls its study of the principles 
which should govern the relief of double taxation of income. It reaffirms— 

“(a) that the country where income arises to a nonresident has the sole 
right to tax that income in accord with the principles governing the taxa- 
tion of its residents, and after determining the amount of that income in 
accord with the internationally acceptable rules for the allocation of in- 
come such as the Model Convention devised by the League of Nations for 
this purpose ; 

“(b) that the country of residence of the person entitled to income aris- 
ing in another country should exempt such income from tax.” 

We recognize fully, however, the difficulty of getting general agreement on 
the principle that income should be taxed only in the country in which it is 
earned. Consequently, our committee of the United States Council has en- 
dorsed a five-point minimum program which we believe is acceptable to busi- 
nessmen generally. The five-point program which we endorse and which we 
recommend to this committee is as follows: 

1. The enactment of legislation extending and applying the 14 percentage- 
point income tax differential (as recommended by the President and the Randall 
Commission) to— 

(a) all foreign countries; 

(b) active business income of a foreign branch of a domestic corpo- 
ration ; 

(c) compensation for technical services ; 

(d) income from sources outside the United States received by a domestic 
corporation (as dividends, interest, rents, or royalties) from a foreign cor- 
poration at least 10 percent of the voting stock of which is owned by the 
recipient domestic corporation. 
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2. The enactment of legislation permitting a foreign branch of a domestic cor- 
poration to defer United States tax upon its active business income from sources 
outside the United States until such income is withdrawn from the country where 
earned (or in the case of more than 1 branch doing business in 2 or more foreign 
countries, and electing to treat such countries as a single area, until such income 
is withdrawn from such area) in order to place branches of domestic corporations 
upon substantially the same basis as foreign corporations. 

3. The enactment of legislation permitting a domestic subsidiary substantially 
all the gross income of which is derived from the active conduct of trade or busi- 
ness outside the United States (including income received as dividends, interest, 
rents, or royalties, from a foreign corporation at least 10 percent of the voting 
stock of which is owned by such domestic subsidiary) to be taxed as a foreign 
corporation—in order to eliminate discrimination against corporations which con- 
duct their foreign business through domestic subsidiaries, and in order to make 
unnecessary the use of subsidiaries incorporated under the laws of one of the 
so-called tax-haven countries, 

4. Hither the per country or the overall limitation on the United States foreign 
tax credit should be applicable at the annual election of the taxpayer. 

5. An aggressive program (in carrying out the provisions of sec. 413 (b) (2) of 
the Mutual Security Act of 1954) to negotiate bilateral investment treaties with 
every foreign country which sincerely desires to attract private funds from the 
United States to aid in its economic development. Such treaties, modeled to meet 
the specific conditions in each foreign country, should remove the existing barriers 
to the flow of private investment funds into such country (including barriers cre- 
ated by the United States as well as barriers created by the foreign country), 
and thus materially assist in the creation and maintenance of a climate designed 
particularly to protect and attract private investment from the United States. 

The first point in the foregoing program can be summarized as a broadening 
of the scope of the Western Hemisphere trade corporation provisions already 
contained in the Internal Revenue Code and an extension of these provisions to 
the rest of the world. 

I think it is important that the United States dispel the impression which 
has been created in some foreign countries that our Western Hemisphere trade 
corporation provisions constitute some form of export subsidy which enables 
American exporters to undersell their competitors in foreign markets. In the 
first place, the 14-percentage-point relief given Western Hemisphere trade cor- 
porations under present law merely reduces somewhat the tax burden they must 
carry in competing in foreign markets—often competing with foreign business- 
men paying much lower taxes or none at all. In the second place, the income 
earned by Western Hemisphere trade corporations is income from foreign sources 
which the United States would be perfectly justified in freeing from tax alto- 
gether. Also, some foreigners have an exaggerated notion that American busi- 
nesses can produce goods here, sell them through subsidiary Western Hemis- 
phere trade corporations, and load all the profits from the entire operation onto 
the Western Hemisphere trade corporation subsidiaries by selling the goods to 
the subsidiaries at cost after they have been produced. As you know, this is 
simply not correct, because our tax laws contain ample provisions to prevent 
diversion of profits from one affiliated corporation to another through the setting 
of artificial prices. 

Much of the foreign opposition to our Western Hemisphere trade corporation 
provisions has arisen from their vastly exaggerating the importance of the 
so-called Battery Park brokers. These are domestic corporations engaged solely 
in buying goods in the United States from nonaffiliates for shipment and sale 
abroad without actively engaging in business in a foreign country. I doubt that 
these firms have ever been of much importance in the Western Hemisphere 
trade corporation picture. However, we certainly agree to any appropriate 
restriction which is designed only to prevent the Battery Park brokers from 
benefiting from the extension of the 14-percentage-point tax relief to the rest 
of the world. In this connection, you will note that the first point in our pro- 
gram would apply the 14-percentage-point tax differential only to active business 
income of foreign branches, which would exclude the Battery Park brokers. 

Points 2 and 3 of our 5-point program are both designed to permit the deferral 
of United States income tax on foreign income until the income is brought home. 
Point 2 of the program provides such deferral in the case of branch operations. 
Point 3 of the program provides such deferral in the case of domestically incor- 
porated subsidiaries which engage only in foreign business. In the case of these 
subsidiaries we recommend the treatment proposed in point 3 because the com- 
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plications of branch accounting required under the point 2 proposal are unneces- 
sary in the case of a corporation all of whose income is from foreign sources. 

Point 8 of our program is quite similar to the provision adopted by Great 
Britain last year whereby British overseas trade corporations may defer British 
tax so long as their income is retained and reinvested abroad. 

It is difficult to see any revenue or policy objections to points 2 and 3 in our 
program, since they simply permit income of foreign branches of domestic cor- 
porations and domestic subsidiaries to be taxed on substantially the same basis 
that income earned initially by foreign subsidiaries is now taxed. 

Until 1954 the foreign tax credit against United States income tax was subject 
to two limitations, the per-country limitation and the overall limitation. In 
adopting the Internal Revenue Code of 1954 Congress eliminated the overall 
limitation, pointing out that it discouraged taxpayers from starting investment 
programs in new countries because the initial losses in these new ventures 
would, in effect, result in the payment of aggregate foreign and domestic income 
taxes in excess of United States tax rates on the income from previously estab- 
lished foreign branches. Unfortunately, however, the per-country limitation 
also creates hardships in cases where one foreign country imposes taxes which 
are higher than our own taxes on that same income—either because of higher 
tax rates or because of differences in the definition of income or in the allowance 
of deductions—while another foreign country imposes lower taxes than our own. 
This has the result that, although total foreign taxes on foreign income exceed 
our own tax rates, we still impose United States income tax on some of this 
foreign income. 

In order to solve this dilemma, the fourth point in our program permits tax- 
payers an alternative each year between the per country and the overall limi- 
tations on the foreign tax credit. This is substantially the same as Congress- 
man Simpson’s bill, H. R. 7247, and Congressman Herlong’s bill, H. R. 6248, 
which provide for the application each year of whichever of the two limitations 
results in the lower United States tax. We urge your favorable action on these 
bills. 

The fifth point in our five-point program offers, in our opinion, the best hope 
for encouraging the economic development of the underdeveloped countries. It 
has been virtually universally agreed for the past 9 years that encouragement 
of economic development of the underdeveloped areas in the free world is a 
vital part of our foreign policy, yet we have so far done little or nothing as 
positive encouragement to American private capital to step in and do the job. 

The investment treaty approach which we recommend does not mean merely 
a removal of the tax roadblocks to private investment. Instead, it means a 
coordinated attack through bilateral negotiation with underdeveloped countries 
to remove or reduce all of the obstacles to American private investment. This 
includes protection, if necessary, against nationalization, nonconvertibility of 
currencies, freezing of capital or earnings, discriminatory local taxes, restric- 
tions on imports of raw materials or machinery, prohibitive taxation, etc. 
Furthermore, it means taking steps to remove the barriers existing under our 
laws. In appropriate cases this should include providing reciprocal freedom 
from taxes for a period of time, reducing our tax rates so as to make lower tax 
rates in the underdeveloped countries effective and remove the incentive under 
our tax law for foreign countries to increase their taxes, permitting the deferral 
of our taxes on earnings reinvested in the treaty countries, making certain of 
the underdeveloped countries’ taxes specifically subject to our foreign tax credit, 
treating dividends of corporations organized to carry on business or invest in 
the underdeveloped countries like dividends of domestic corporations, exempt- 
ing earnings brought back from such countries from treatment as personal 
holding company income or as income of corporations improperly accumulating 
surplus, treating funds brought back as return of capital until the investment 
is recovered, making losses deductible from United States income, preserving 
the special status of capital gains brought home, or other measures which may 
be applicable. 

The investment treaty program we propose offers a positive program of help 
for underdeveloped countries who really want our help. If it fails we have 
lost nothing but time and effort. If it succeeds we will have helped to increase 
the standards of living, health, and education of peoples abroad: we will have 
earned and made vital and lasting friendships; opportunities and outlets abroad 
for American enterprises and products will be created; we will have made sub- 
stantial savings (in expenditures for foreign aid, for example) for our Treasury ; 








} 
i 


1202 GENERAL REVENUE REVISION 


our tax revenues will be substantially greater by reason of increased economic 
activity, both at home and abroad; we will have proved and taught the sound- 
ness of the American free enterprise system; and we may have discovered an 
effective means of stopping the spread of communism. 

We strongly commend the so-called tax-sparing provision in the new Pakistan 
Income Tax Treaty which is now pending in the Senate Committee on Foreign 
Relations. It is a step in the right direction. While this particular provision 
will probably have a very limited application because Pakistan income and 
profits taxes are quite high even after the limited exemptions which the treaty 
proposes to allow for foreign-tax-credit purposes, it is encouraging as showing 
that our Government is willing to recognize, in its negotiations, the effect of our 
tax rates on attempts by underdeveloped countries to attract American invest- 
ment by reducing their own tax obstacles. 

Our entire five-point program is designed to remove the impediments to 
increased private investment abroad. The importance of the tax factor as 
such an impediment cannot be overemphasized. The key to investment of pri- 
vate capital is the anticipated yield on such investment. The yield which has 
significance to a private investor is the yield net after taxes. If the after-tax 
yield is sufficient and if the capital importing country wants American private 
investment, there will be American private investment. This is true regardless 
of the many factors adverse to private investment in foreign countries. These 
factors do not prohibit investment—they merely increase the minimum rate of 
return upon which investors will insist. 

The importance of income taxation as influencing the yield on foreign invest- 
ment can be appreciated when it is seen that, with a marginal United States 
corporation income tax rate of 52 percent, it is theoretically possible to more 
than double the aftertax yield to corporations by reducing the income-tax 
burden. 

Obviously, of course, the doubling of the aftertax rate of return to corpora- 
tions through reduction of their income-tax burden is an absolute maximum 
which cannot be achieved in many instances. For example, the United States 
marginal income-tax burden may be less than 52 percent to start with. Also, 
if the United States tax rate is the only tax rate which is changed, the potential 
increase in aftertax yield is limited by any income taxes applied by the foreign 
country to earnings on the foreign investment. 

Nonetheless, reduction in the United States income tax has a tremendous 
‘potential as a means of increasing the yield on private capital invested abroad. 
Little of this potential is being realized today. 

If any proof is needed of the effectiveness of lower taxes in encouraging 
private investment, the example of Puerto Rico over the past decade should 
remove all doubts. Puerto Rico has expanded its industrial economy tremen- 
dously through its tax-exemption program. The importance of tax exemption 
as a factor in the increased private investment in Puerto Rico was shown by 
a survey conducted in January 1953, by field interviews with the owners or 
supervisory Officials of a representative sample consisting of 44 new businesses 
started in Puerto Rico by businessmen from the United States. In determining 
the relative importance of the 3 principal favorable factors, of the 44, tax ex- 
emption was listed as the most important by 34, and as second most important 
by 9. (See Industrial Tax Exemption in Puerto Rico, by Milton C. Taylor. 
University of Wisconsin Press, Madison, 1957.) 

In conclusion, we wish to emphasize our coutinued endorsement of the prin- 
ciple of permitting foreign taxes paid with respect to income earned abroad to 
be credited against United States income taxes. The foreign tax credit has 
been in effect since 1918. Our businessmen have invested abroad in reliance 
on its continued availability and it would be grossly unfair to “change the rules 
of the game” on them at this time. We also endorse the extension of the tax 
crediting principle to permit unused foreign tax credits to be carried over, as 
provided in section 37 of H. R. 8381, as reported by your committee. 


Mr. Pret. I would like to speak now primarily to one particular 
part of my prepared statement, and that is the discussion of a 5-point 
minimum program which we wish to bring to your attention. We say 
“minimum” because we believe it is a common denominator program 
on which the business organizations and the businessmen of the coun- 
try can agree. I believe that is important because statements have 
been made that the failure of enactment in the 1954 code of the 14- 
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oint tax differential proposal and the deferral proposal on foreign 
income was due in part to the feeling on the part of Congress that bus- 
iness groups were not in agreement on what they wanted. 

It is our opinion that this 5-point program represents a basic mini- 
mum program which is acceptable to the business world. The first 
point is as follows: 

1. The enactment of legislation extending and applying the 14 per- 
centage-point income tax differential, as recommended by the Presi- 
dent and the Randall Commission, to— 

(a) All foreign countries ; 

(6) Active business income of a foreign branch of a domestic 
corporation ; 

(c): Compensation for technical services; 

(d) Income from sources outside the United States received by 
a domestic corporation, as dividends, interest, rents, or royalties, 
from a foreign corporation at least 10 percent of the voting stock 
of which is owned by the recipient domestic corporation. 

This is the 14-point tax differential proposal which was made by 
_ the President, which was made by the Randall Commission, and which 
was embodied in the House version of the Internal Revenue Code of 
1954 as recommended by this committee. 

It is in many respects simply an extension of the Western Hemis- 
phere trade corporation provision to the rest of the world and an 
extension to types of business operations other than direct business 
operations by Western Hemisphere subsidiaries. 

The Western Hemisphere trade corporation provision has been 
under attack, particularly in foreign countries, because of the belief, 
which in our opinion is mistaken, that it is a subsidy for American 
exports. 

> to the use of this provision by exporters, commonly termed Bat- 
tery Park brokers, who simply operate one of the Battery Park area 
of New York and do not actually engage in business in foreign coun- 
tries, this is a very small and unimportant part of the Western Hem- 
isphere trade corporation provision’s operations, and in recommend- 
ing the adoption of the 14-percentage-point differential for foreign 
income generally, we have specifically recommended it for active busi- 
ness income so that any necessary precautions can be taken to elimi- 
nate the so-called Battery Park brokers. 

The second point in our program is as follows: The enactment of 
legislation permitting a foreign branch of a domestic corporation to 
defer United States tax upon its active business income from sources 
outside the United States until such income is withdrawn from the 
country where earned, or in the case of more than 1 branch doing busi- 
ness in 2 or more foreign countries, and electing to treat such coun- 
tries as a single area, until such income is withdrawn from such area, 
in order to one branches of domestic corporations upon substantially 
the same basis as foreign corporations. 

This, again, was recommended by the Randall Commission and 
by the President and was embodied in the House version of the 1954 
code. It has, so far as I know, little or no Pe from any source. 
Mr. Surrey, in testifying this morning, said that he felt it would be 
of little use, but he did not present any arguments against it and so far 
as T know, none have been presented against it. 
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The proposal will help those American businesses who for business 
reasons or legal reasons find it impossible or inadvisable to set up for- 
eign subsidiaries. The proposal was first made to Congress in a bill 
introduced by Mr. Simpson as far back as 1952 and has been urged 
on this committee on a number of occasions. 

In our opinion, it will result in little revenue loss in terms of imme- 
diate effect, but in the long run will probably increase revenues 
through making it easier for business to operate abroad. 

Our third point is as follows: 

The enactment of legislation permitting a domestic subsidiary sub- 
stantially all the gross income of which is derived from the active con- 
duct of trade or business outside the United States (including income 
received as dividends, interest, rents, or royalties, from the foreign 
corporation at least 10 percent of the voting stock of which is owned 
by such domestic pubsicdinny) to be taxed as a foreign corporation in 
order to eliminate discrimination against corporations which conduct 
their foreign business through domestic subsidiaries, and in order to 
make unnecessary the use of subsidiaries incorporated under the laws 
of one of the so-called tax haven countries. 

I think that the arguments in favor of this proposal have been 
covered adequately in Mr. Surrey’s testimony this morning. This is 
the same as his proposal for foreign business corporations which would 
be Remerhtoenes under the laws of the United States and permitted 
to hold the stock of foreign subsidiaries on the same basis as the cor- 
porations now incorporated in so-called tax haven countries. 

The fourth point in our proposal is as follows: 

Either the “per country” or the “overall” limitation on the United 
States foreign tax credits should be applicable at the annual election 
of the taxpayer. 

In 1954 Congress eliminated the “overall” limitation for the very 
good reason that that limitation discouraged investment in foreign 
countries in which the taxpayer had not previously engaged in busi- 
ness for the reason that initial losses incurred in such counties would 
cut down on the foreign tax credit which would otherwise have been 
allowed. 

Now, the “per country” limitation also has harsh results in some 
instances, as where one foreign country, by reason of a high rate, or 
difference in the definition of income, taxes income at a higher rate 
than our own tax, while in one or more other foreign countries the 
income tax imposed by the foreign country is less than our rate. 

In such a case we submit that it would be fairer to permit the tax- 
ayer to use the “overall” limitation than to use the “per country” 
imitation. Consequently, we recommend that the taxpayer be given 

the alternative of whichever limitation will result in the lesser tax. 

The fifth point is as follows: 

An aggressive program (in carrying out the provisions of section 
413 (b) (2) of the Mutual Security Act of 1954) to negotiate bilateral 
investment treaties with every foreign country which sincerely desires 
to attract private funds from the United States to aid in its economic 
development. Such treaties, nodeled to meet the specific conditions 
in each foreign country, should remove the existing barriers to the 
flow of private investment funds into such country (including barriers 
created by the United States as well as barriers created by the foreign 
country), and thus materially assist in the creation and maintenance 
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of a climate designed particularly to protect and attract private invest- 
ment from the United States. 

This point in our program offers, in our opinion, an opportunity 
for a selective, flexible approach to the problem of encouraging pri- 
vate investment in underdeveloped countries. 

It is now 9 years since President Truman first announced the 
point 4 program. It was always understood that private investment 
should be an integral part of that program, and yet private invest- 
ment has lagged in underdeveloped countries. Even though private 
investment abroad has increase overall, it has not increased nearly 
fast enough in the underdeveloped countries. 

This concept of an investment treaty which would enable us to 
negotiate terms to safeguard American investments in those under- 
developed countries which really want the assistance of American 
private capital would offer an opportunity to, in our opinion, in the 
long run take a good bit of the burden of foreign aid off of the Ameri- 
can Treasury. 

The Cuarrman. Are there any questions of Mr. Peel? 

If not, we thank you, Mr. Peel, for your appearance and the in- 
formation given the committee. 

(The following letters were received by the committee :) 


MorTIoN PicTtuRE Export ASSOCIATION, INC., 
Washington, D. C., January 28, 1958. 
Hon. Wiisvr Mrs, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. O. 


Dear Mr. CHAIRMAN: With the indulgence of your Committee on Ways and 
Means, I wish to call attention to an inequity in our revenue laws that adversely 
affects many United States corporations doing business in foreign countries, 
particularly companies that comprise the Motion Picture Export Association of 
America, Inc. 

The inequity results from the present application of section 904 of the Internal 
Revenue Code to earnings by American companies in foreign countries. This 
provision requires separate treatment for earnings in each foreign country for 
tax credit purposes and, in numerous instances, makes the total effective tax 
rate on foreign earnings exceed the 52-percent rate applying to domestic earnings. 

Obviously, this unjust tax treatment was unintended in the revision of the 
Revenue Code in 1954. Furthermore, it is contrary to the established policy of 
the United States Government, which is to encourage American investments in 
business abroad and increased foreign trade. Further, the provision makes it 
more difficult for American companies operating in foreign countries to finance 
expansion and development through domestic fiscal sources. The tax that must 
be paid by a company seeking financing is the first consideration of finance 
concerns on investments abroad. 

Members of the Motion Picture Export Association of America, Inc., operate 
in all areas of the world. In excess of 50 percent of the income of domestic 
motion-picture producers is gained by exporting films through the Export Asso- 
ciation. In each foreign country the tax problem is paramount, and the com- 
plications involved in doing business abroad are increased by the complicity of 
different tax rates in scores of countries. 

H. R. 6248, now being considered by your committee in its study of proposed 
tax revisions, would liberalize the foreign tax credit provision and substantially 
remove the inequity mentioned, This measure would not affect taxes paid on 
domestic earnings by American concerns doing business abroad. It would permit 
credit on taxes paid on earnings in foreign countries where the rates exceed the 
52-percent domestic rate. 

The language of this measure appears to substitute a mandatory “overall 
limitation” in place of the existing “present country limitation.” It is sug- 
gested that it could be made clear that the taxpayer should get the benefit of 
an election between the two, enabling him to take whichever credit is higher, 
that under the “present country limitation” or that under the “overall limita- 
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tion.” The changes proposed would complete the aim of the bill to restrict the 
incidence of double taxation on taxpayers with gross income sources outside of 
the United States, If the committee, in its wisdom, would accept the proposed 
changes in the measure, this association could fully approve it. 

Sincerely yours, 


Crort B. Dickson. 


Morion PIcTtURE Export ASSOCIATION, INC., 
Washington, D. C., January 31, 1958, 
Hon. Wirpur Mitts, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DeaR Mr. CHAIRMAN: The Motion Picture Export Association of America, Inc., 
is renewing its appeal to amend sections 1441 and 1442 dealing with the 30 per- 
cent withholding provisions of the Internal Revenue Code. 

This association represents the largest American producers and distributors 
of motion pictures. The tax that is proposed to be eliminated or reduced would 
be of no direct benefit to the American producers except that it could be used as 
an inducement to foreign countries to reduce their withholding tax on American 
earnings abroad. 

The 30 percent withholding tax applying to nonresident aliens and nonresident 
corporations earning fixed or determinable annual or periodical income from 
sources with the United States went into effect when the undistributed profits 
taxes became law. However, when those taxes were repealed in the late thirties 
the 30 percent provisions were retained. This tax seriously affects our ability 
to carry on our operations abroad, because in some instances the retaliatory 
levies against us are as high as 60 percent. 

The fact is that our companies currently derive about half of their income from 
foreign sources. Thus, our industry depends upon its survival as much on for- 
eign as on domestic business. Hence, retaliatory foreign withholding taxes not 
only harm the American film companies in their business endeavors abroad but 
actually may result in less income to the United States Treasury because of a re- 
duction in income coming into the United States. 

It must also be emphasized that the existing 30 percent levy is wholly un- 
realistic in the light of what goes on in the film business. The withholding 
tax as now written assumes that 60 cents out of every rental dollar earned here 
is net profit, based on present corporate rates. But a study of statistics for the 
period 1949-52 shows that average net income from global exhibition is 4.52 
percent. 

The American film companies urge this change in the withholding tax levy 
even though its immediate direct benefit would be to foreign film distributors. 
Elimination of the levy should encourage more foreign films being shown in the 
United States. It is hoped and believed, however, that elimination of the levy 
with respect to film rentals also would encourage modification of the harsh im- 
posts in the more important markets abroad for American films, thus resulting in 
developing more American income from abroad. 

A bill (H. R. 234) to accomplish this objective was introduced in Congress by 
Representative Frank Ikard, of Texas. It is respectfully requested that this pro- 
vision be included in the recommendations for tax changes to be proposed by 
your committee. 

Sincerely yours, 
Ceci. B. Dickson, 
Assistant to the President. 


ScuHERING CorP., 
Bloomfield, N. J., January 14, 1958. 
Hon. WILBUR D. MIL18, 
House Office Building, Washington, D.C. 


My Dear ConcressMAn: This is in response to the notification of December 
23, 1957, that the Committee on Ways and Means has tentatively scheduled my 
appearance before it for Monday, January 20, 1958. 

The notice advised me, as it did all interested persons, of the large number of 
requests to be heard which had been received by the committee and of the 
necessity for limiting allotted time, and suggested that effort be made to co- 
ordinate testimony and thus increase the time available for witnesses. 
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In the interests of conserving the committee’s valuable time, I ask that the 
following statement be included in the record of hearings in lieu of a personal 
appearance. 

This statement is respectfully submitted in support of the proposal that legis- 
lative action be taken in connection with foreign tax credit, and more particu- 
larly to alleviate the hardship created by the per country limitation presently 
prescribed by the Internal Revenue Code for the foreign tax credit. 

It is established tax policy, in order to avoid the burden of double taxation, 
that the amount of foreign income taxes paid on foreign income may be offset 
and taken as a credit against the tax due on such income under our Internal 
Revenue Code, not in excess, however, of United States income tax otherwise 
payable on such income. This limitation appears to be directed to the end that 
no foreign tax be available to reduce United States income tax payable on 
income derived from domestic (United States) sources. 

Without expressing an opinion as to the wisdom of this policy and objective, 
I do wish to call to the attention of the committee that, even within the frame- 
work of this policy, hardship is engendered by the per country limitation on 
foreign tax credit. 

I am confident that the committee subscribes to the principle that similarly 
situated taxpayers should be similarly treated. Yet it is demonstrable that, in 
certain instances, the present per country limitation operates inequitably and 
denies a taxpayer credit for taxes paid to a foreign country, notwithstanding 
that the foreign taxes paid on the aggregate of all foreign income is less than 
the United States tax imposed on that foreign income. In other words, despite 
the fact that a portion of the foreign tax qualifies within the basic policy against 
double taxation, it does not, in fact, qualify because of the per country limita- 
tion in the present tax law. 

I need not labor the point that the present policy of our Government is, and 
for many years has been, to foster and urge the flow of private investment 
funds from the United States to foreign countries, more particularly to under- 
developed areas. Since we must recognize the sovereign prerogative of each 
country in which income is earned to tax such income and to establish rates 
of taxation consistent with its policy toward foreign investments and its eco- 
nomic needs, it would appear incumbent upon our Government to mold its 
fiscal policy with realistic reference to the foreign tax laws if it seeks to en- 
courage private investment abroad. Whether or not it is appropriate now to 
adopt the principle, for which many contend, that business income should be 
taxed only in the country in which it is earned, there is, I believe, no difference 
of opinion, and it is not a controversial issue, that the per country limitation 
serves as an additional and undesirable deterrent to more aggressive and ex- 
tensive private foreign investment. A company like Schering Corp., whose 
activities are worldwide and which is continually faced with the problem of 
creating foreign facilities to overcome the myriad obstacles to the free flow of 
its products into foreign markets, already faces many deterrents to the export 
of its capital; and relief, such as is suggested here, at least lightens the burden. 

I, therefore, urge upon the committee favorable action on the proposal that 
the credit for foreign taxes paid on income from foreign sources not be re- 
duced, by the operation of the per country limitation, below the amount of 
United States taxes otherwise payable upon the aggregate of all foreign income, 
thus allowing a taxpayer, with operations in many foreign countries, to treat 
foreign income as a whole and to average the taxes paid in high tax-rate coun- 
tries with the taxes paid in low-tax-rate countries—a result which can readily 
be achieved without adversely affecting the current tax policy against permitting 
foreign taxes to be employed to reduce the tax due to the United States on 
income from United States sources. In so doing, the Committee will lend fur- 
ther encouragement to private foreign investment and implement the policy of 
the United States Government in the area of economic assistance. 

Respectfully, 
Francis ©. Brown, 
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GREATER Detroir BoarpD oF COMMERCE 
Detroit, Mich., January 22, 1958. 
Hon. WILsur MILs, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D.C. 

Dear Mr. CHAIRMAN: We understand that during the current hearings of 
the Committee on Ways and Means on tax revisions, the subject of taxation of 
foreign-earned income has been discussed. 

We would like to inform you of our views on this subject that is so impor- 
tant to the growing number of American firms that have entered the field of 
direct foreign investments. 

The Greater Detroit Board of Commerce has long been interested in obtain- 
ing for its members more equitable tax treatment of income on direct invest- 
ments earned abroad. As late as last March, the board of directors of this 
organization reaffirmed a policy statement, which reads as follows: “We recom- 
mend the passage of legislation reducing the United States income tax on earn- 
ings derived from foreign investments and delaying taxation of corporate branch 
income earned abroad until such income is repatriated.” 

Being fully aware of the demands for increasing defense expenditures and 
other budgetary items to assure the safety and well-being of the United States, 
we contend that the field of direct foreign investment is most suitable for ulti- 
mately supplanting a large part of the continuing large appropriations for 
foreign economic aid. 

Although, obviously, the tax treatment in the United States of corporate in- 
come earned abroad is not the only determinant of whether a company decides 
to make investments abroad, we feel that more equitable treatment of such in- 
come, when returned to the United States, would be conducive to a greater flow 
of private corporate funds abroad and would thus relieve part of the great 
budgetary strain imposed by foreign aid expenditure. 

A forceful argument in favor of such tax relief, which might well take the 
form of a 14 percentage point reduction of the corporate rate on income earned 
abroad, to make it parallel to the Western Hemisphere corporation tax treat- 
ment, is the fact that direct foreign investments have always meant that tech- 
nical and managerial know-how has accompanied such investments. This has 
been the best assurance that (1) the productivity and living standards of the 
countries receiving such investment would increase and (2) that the private 
enterprise aspect would be emphasized. From this point of view, private for- 
eign investments have really been a forerunner of the point 4 concept and 
has therefore long been a feature of American business growth which has most 
contributed to economic development abroad. 

For these reasons, the Greater Detroit Board of Commerce, representing busi- 
ness and industry in Detroit, urge you and the members of your committee to 
consider revision of the Internal Revenue Act in conformance with these views. 

We would appreciate your including this letter in the record of the hearings 
on income tax revision. 

Sincerely yours, 
Cartos E. Toro, 
Manager, World Trade Department. 


AMERICAN & Foretan Power Co., INo., 
New York, N. Y., January 7, 1958. 
Re: Taxation of income from foreign sources. 
Hon. Witzur D. Mi11s, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHArrMAN: We appreciate the opportunity which was extended 
in the press release of September 11, 1957, for taxpayers to present written 
statements for the consideration of your committee in the general tax revision 
hearings which you have scheduled. Since all of the income of our company is 
earned from operations conducted in foreign countries, we are interested in any 
tax revisions which would serve to stimulate United States foreign investment. 

The purpose of this letter is to state our support of H. R. 6248 and H. R. 
7247, which modify the operation of the per country limitation on foreign 
tax credits (sec. 904 Internal Revenue Code) and thus remove an inequity which 
now exists. These two identical bills were introduced by Congressman Herlong 
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and Congressman Simpson in the first session of this Congress and are now 
under consideration by your committee. 

As an electric utility company with properties in 11 foreign countries, we 
are profoundly concerned with their economic and industrial well-being and 
growth. In addition to the benefit resulting to our company from more equi- 
table tax treatment, we are deeply interested in the encouragement to other 
investment by United States taxpayers in the countries where we operate. 

We believe these two bills would produce that result. 

The shortcoming of the present law is that United States taxpayers are re- 
quired to segregate income and foreign income taxes by countries. This is, of 
course, not consonant with the realities of present-day foreign investment. 
This requirement of the law results in a taxpayer paying total taxes, foreign 
and United States, higher than the United States tax required on the same 
amount of domestic income. When this situation arises it becomes a penalty 
on foreign investors and impedes a diversified approach to foreign investment. 

Companies investing abroad find it necessary to diversify their investment 
in several countries in order to balance their risk. Such diversification is 
important in obtaining capital to develop and expand their properties in the 
face of fluctuating exchange and economic conditions abroad, In the case of 
our company we are obliged to pledge the credit of our entire operation as a 
whole in order to protect United States lenders, including in a substantial way 
the Export-Import Bank. 

Since our financing is based on our entire operation, all of which is abroad, 
a tax system which does not permit us to treat our foreign income tax credits 
collectively handicaps us greatly in our relations with the capital markets. 
The per country limitation as it now operates creates such a handicap. 

Under this limitation we are required to pay income taxes at an overall 
rate which is considerably higher than the United States tax rate of 52 per- 
cent on taxable income. This result, as we view it, is inequitable and an un- 
warranted hardship on companies like ours with investments in more than one 
foreign country. 

The measure proposed by Messrs. Herlong and Simpson woud relieve this 
inequity and hardship. It allows United States taxpayers to consider col- 
lectively all foreign income and all foreign income taxes paid for the purpose of 
determining the credit against United States taxes on foreign income. Yet, 
these bills would not reduce the overall income tax expense of the United 
States foreign investor below the 52 percent United States tax rate. 

It is noteworthy that if the proposal in these bills to modify the per country 
limitation were to become law, in no event could the foreign tax credits claimed 
by us exceed the United States tax on our total foreign income, 

What this change would do, however, is to assure that the per country limi- 
tation would not cut our aggregate foreign tax credits below the 52 percent 
United States tax rate if our total foreign tax credits amounted to that much. 
The maximum tax exposure of our company would then be either the United 
States tax rate or the foreign taxes paid whichever is the higher. The same 
thing would, of course, be true of other companies with foreign investments. 
If the foreign income taxes paid still exceed the allowable credit after enact- 
ment of this legislation, this situation could no longer be blameable on the 
United States tax laws. 

Removing this inequity under which many foreign investors pay a tax that 
is substantially higher than the 52 percent United States tax would place 
these investors in a stronger financial position. They would be in a better 
position to weather the economic and fiscal storms to which foreign investors 
are more than ordinarily exposed. Their access to the capital markets would 
be improved. 

In the case of our company, it would help us in financing the construction 
required in our operating companies which must keep pace with the expanding 
needs for electric power in the countries where we operate. The effect of this 
expansion would be a material contribution to the health and growth of the 
industrial economy of these countries since industry requires large amounts 
of electric power for its development. 

Viewed in this light, the removal of this inequity in our tax law would, we 
believe, promote the foreign-policy objectives of this country to advance the 
industrial development of friendly nations. 

We have good reason to believe that if this proposal to allow the collective 
treatment of foreign tax credits would have any effect on the tax rates of foreign 
countries where we operate, it would be in the direction of a reduction of their 
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taxes on United States investors. Under the present “per country” limitation 
there is no incentive to protest increases in tax rates in countries where the rates 
are lower than the United States rate. The benefits would be nullified. We 
have been faced with this situation. With this legislation foreign investors 
would be placed in a stronger position to oppose and resist increased tax rates 
and even seek tax reductions as an inducement to reinvest and expand their 
facilities. 

The countries in which we operate are greatly interested in the development 
of their natural resources and basic industries. If these countries knew that 
a reduction in their tax rate, as it applies to us, would enable our company to 
realize net savings which could be reinvested in those countries, they would have 
much more reason to lower than to increase their tax rate. 

The overall reduction in taxes that could be accomplished by the enactment 
of H. R. 6248 and H. R. 7247 without disturbing the United States tax rate would 
provide additional funds for reinvestment for the development of vital industries. 
The electric industry in which we are primarily interested is a virtual necessity 
for the industrialization and economic betterment of any foreign country just 
as it is in the United States. 

It also is our opinion that the benefits which foreign investors would receive 
from this change in the present law would be obtained without any consequent 
disadvantage or hardship to any other United States company or investor. 

On the contrary, we believe the change recommended in the “per country” 
limitation would strengthen the position of United States foreign investment as 
a whole. It also would benefit in a substantial way United States producers 
who sell their products to United States foreign investors for use abroad in 
building construction and other ways. Our company, for example, each year 
purchases in the United States many millions of dollars of electrical and other 
equipment for installation in the 11 countries in which we operate. The benefits 
to our United States economy of these purchases, which would be helped mate- 
rially by the change proposed, are manifest. 

Any modest revenue loss from the measure would, in our opinion, be more 
than offset by additional United States tax revenue resulting from increased 
business and employment. Also of great significance, we believe, would be the 
future gains to the United States Treasury from savings in United States direct 
aid to foreign countries resulting from increased private investment. 

For the reasons stated above we favor the amendment of section 904 of the 
Internal Revenue Code of 1954 as proposed in the Herlong-Simpson bills. We 
urge the favorable consideration by your committee of this change in the tax 
law in the present session of the Congress. 

It is requested that this letter be made part of the record of the hearings 
currently being conducted by the Committee on Ways and Means. 


Very truly yours, 
Henry B. Sarcent. 


INTERNATIONAL INVESTORS, ING., 
New York, N. Y., January 23, 1958. 
Hon. W1LBUuR MILLs, 
Chairman, Committee on Ways and Means 
House of Representatives, Washington, D. C. 

Deak Mr. Mitts: It is respectfully requested that this letter and the attached 
statement be inserted in the printed record of your current hearings on the Re- 
vision of the 1954 Internal Revenue Code. The repeal of section 904 of the code 
would remove a burdensome hardship on the stockholders of International In- 
vestors, Inc., and other investors in foreign securities who are contributing to 
the economic strength of the free world to the best of their ability in accordance 
with governmental policy. 

Respectfully yours, 
Joun C. van Eck, Jr., President. 


REMOVE A BURDENSOME AND DISCRIMINATORY TAX PROVISION 


PROPOSED LEGISLATIVE REVISION 


1, Repeal the limitation imposed by section 904 of the Internal Revenue Code 
of 1954 on the credit allowed to United States citizens under section 901. 

2. Grant taxpayers the option of filing “notice to shareholder” sent by regu- 
lated investment company in accordance with section 853 (c) with their returns 
in lieu of Forms 1116 as proof of credit under section 905 (b). 
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COST TO UNITED STATES TREASURY 


It is estimated that the loss in revenue by the Treasury if section 904 were 
repealed would be well under $1 million and would be offset by economies in 
printing forms 1116 and in time saved in examining tax returns containing the 
calculations required under section 904. In addition, foreign aid expenditures 
might be substantially reduced if private foreign portfolio investment was not 
subject to discrimination. 


HARDSHIP TO TAXPAYER 


It is estimated that, in order to claim the credit under section 901, the prepa- 
ration of the “average” shareholder of International Investors, Inc.’s tax return 
is 3 to 4 times more difficult due to the limitation of section 904. The average 
(median) shareholder owns approximately 100 shares common stock. Assum- 
ing that he had a wife and two children and earned $6,600 in 1956, he would 
have had to take the following extra steps in his tax return in order to claim a 
credit of $2.50 against his tax of approximately $758.50; 





Normal Extra 
number of number of 
steps steps 
Additions and subtractions — ‘ biden ceca ‘ 13 +s 
I ARCRING CIR CAG NOUNG od beeen ntngy «bs cnqyen oewpeamiersaneapnlesioa 5 +22 


Berek Gy FRIAS. AOR OOS TENG. on ss nb - rs — ees pedis ss ts -8.. eee 66 +107 





The average shareholder’s full credit would have amounted to $4.35 without 
the limitation; so that the Treasury theoretically gains $1.85 by the limitation 
imposed by section 904. However, just the extra time required to examine the 
5 forms 1116 probably costs the Treasury at least $1.85. The prepartion of 
forms 1116 is so burdensome and complicated that it is believed most of Inter- 
national Investors Inc.’s shareholders did not submit these forms with their 
returns and thereby were deprived of their $2.50 credit. It seems unfair to 
penalize American taxpayers who voluntarily invest abroad and contribute to 
strengthening the economy of the free world, thus reducing the need for gov- 
ernmental foreign aid. 


DISCRIMINATION AGAINST LOWER INCOME TAXPAYER 


The limitation of section 904 is based upon a formula under which the wealthy 
taxpayer can claim the full credit under section 901. The limitation of section 
904 applies with increasing force as a taxpayer approaches the lower income 
brackets. For exaimple, an individual in a 50 percent effective tax bracket can 


claim a credit for the United Kingdom withholding tax of 4214 percent against 
his Federal income tax in full whereas an individual in a 20 percent effective 


tax bracket is limited to this proportionate amount of the tax withheld as a 
credit against his Federal income tax. It is questioned whether Congress origi- 
nally intended a law which has this effect. 


ALTERNATIVE PROPOSAL 


If Congress does not wish to repeal entirely the limitation of section 904 on 
individual citizens (not corporations) at this time, it is proposed that individuals 
be allowed full credit under section 901 of up to say $200 a year without the 
limitation of section 904. 

Note: International Investors Inc. is a regulated open-end investment com- 
pany investing in foreign securities. As far as it knows, it is the only organiza- 
tion in the United States whose sole activity is promoting private foreign port- 
folio investment. It pays quarterly dividends and thus is not a tax dodge. 


Our next witness is Mr. John Barker. 
Mr. Barker, please come forward and give your name, address, and 
, a ’ 5 ’ ’ 
capacity in which you appear for the benefit of the record. 
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STATEMENT OF JOHN BARKER, MANAGER OF TAXATION FOR 
GENERAL MILLIS, INC. 


Mr. Barker. Mr. Chairman and members of the committee, my 
name is John Barker, I am manager of the tax department for 
General Mills, Inc., of Minneapolis, Minn. 

The discussion so far today has been on foreign income. My dis- 
cussion is directed toward foreign losses on investments in foreign 
countries. 

The CxHamman. Mr. Barker, you are recognized to proceed in 
your own way for 15 minutes. 

Mr. Barxer. I have prepared a statement; I would like to have 
that inserted in the record. 

The CHarrman. Without objection the entire statement will be 
included in the record. 

(The statement is as follows :) 


Unitep States BUSINESS AND ForEIGN CoUNTRY OPERATIONS TAx INEQUITIES 
oF CERTAIN LOSSES 


My name is John Barker. I am manager of taxation for General Mills, Ince. 
I wish to point out certain inequitable treatment of losses incurred from busi- 
ness operations in foreign countries. Several companies listed later herein join 
with me and endorse this proposal. 


GENERAL STATEMENT 


It is the policy of the United States Government to encourage investment 
abroad by United States citizens and corporations. We asa Nation believe it is 
best for us politically and economically to attempt to raise the income and 
living standards of other countries. To this end moneys are and have been 
appropriated for direct economic aid and business investment has been en- 
couraged and helped by such matters as maintenance by ICA in foreign coun- 
tries of experts in business to advise American business on possible invest- 
ments; appropriation of moneys to insure business investments in foreign coun- 
tries as protection against expropriation and exchange convertibility. To some 
extent our tax laws, through the Internal Revenue Code, have helped to attract 
foreign investment. 

All will agree that there is a risk of loss in any business undertaking. A 
foreign business carries an even greater risk of loss because of geographic dis- 
tances, language barriers, foreign exchange problems, differences in skills of 
labor and differences in political atmosphere, to name a few. Business is will- 
ing to assume the risks of loss on foreign investments: however, if a loss is 
incurred on a foreign investment, it is only fair that the tax consequences in 
the United States should be at least as favorable as they would be if the loss 
was incurred from a United States investment. Unfortunately this is not the 
case, and in many instances a loss on a foreign investment cannot be deducted 
for tax purposes by the United States corporation which made the foreign 
investment. 

This memorandum will deal with investments by United States corporations 
in foreign countries by the use of foreign corporations, and will attempt to 
point out the various tax problems and to suggest solutions. No attempt will 
be made to offer suggestions or make any analysis of the tax consequences of 
investments abroad by individuals. 


THE PROBLEM OF NONRECOGNIZED OPERATING LOSSES—-SUBCHAPTER OC 


Subchapter C of the Internal Revenue Code of 1954 is applicable to foreign 
corporations. Section 367 gives the Secretary or his delegate authority to de- 
termine if gain shall be recognized on certain exchanges if a foreign corporation 
is involved in the exchange but there is no provision anywhere in this sub- 
chapter which provides for the recognition of losses in exchanges which involve 
a foreign corporation. 
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Section 332 of subchapter C provides for the nonrecognition of gain or loss on 
complete liquidation of subsidiary corporations. When this section was written 
for inclusion in the 1954 code, it was changed from the previous similar pro- 
vision in the 1939 code so as to deny taxpayers the right to choose whether the 
section would be applicable or not. The argument for this denial of choice was 
that the taxpayer could choose to come under the section in case there was a 
gain, but choose not to come under the section if there was a loss. It was not 
the purpose or policy, however, in making this change in the code, to deny an 
operating loss incurred by the subsidiary corporation as a deduction to the 
parent or acquiring corporation. Therefore, section 381 was concurrently en- 
acted which permits the parent corporation to deduct as an operating loss 
carryover, the net operating loss of the subsidiary corporation. 

In making these changes in subchapter C there was no provision made to 
take care of the case in which a foreign subsidiary corporation with an operat- 
ing loss is liquidated. By the terms of section 332 no loss is recognized on 
liquidation and, furthermore, no loss carryover under section 381 is available 
to the United States parent corporation. The reason no loss carryover is 
available to the parent company is because the definition of the term “net 
operating loss” as contained in section 172 (c) is made applicable to section 381. 
The definition in section 172 (c) reads in part, “* * * the excess of the deduc- 
tions allowed by this chapter over the gross income.” Because the foreign 
corporation will not ordinarily have deductions under the code, it will not have 
a net operating loss. 

To summarize the pattern as it now exists in subchapter C, United States 
parent corporations can be taxed on gains resulting from liquidation of a for- 
eign subsidiary corporation if so determined by the Secretary or his delegate, 
whereas the United States parent of a domestic subsidiary corporation cannot 
be taxed upon gains resulting from liquidation of the subsidiary corporation— 
a United States parent corporation cannot inherit the operating loss carryover 
of a foreign subsidiary corporation whereas the United States parent of a 
domestic subsidiary corporation can inherit the loss carryover from the sub- 
sidiary. 

To correct this inequity and to encourage business investment by United 
States corporations through foreign subsidiary corporations, the following 
amendments to the Internal Revenue Code of 1954 are suggested: 

(1) Change section 172 (h) (1) to read as follows: 

“(1) For treatment of net operating loss carryovers in certain corporate ac- 
quisitions and for definition of net operating loss of a foreign corporation; see 
section 381.” 

(2) Add a new paragraph (d) to section 332: 

“(d) Special rule for liquidation of a foreign subsidiary corporation if— 

“(1) A foreign corporation is liquidated and subsection (a) applies to 
such liquidation, and 
“(2) The parent corporation incurs a loss and there is no net operating 
loss carryover under section 381 on account of the liquidation, 
then section 165 will apply and the nonrecognition of loss provided in subsection 
(a) of this section will not apply.” 

(3) Add a new subparagraph D to section 381 (c) (1): 

“(D) For the purpose of this section, the term net operating loss (for any 
taxable year ending after December 31, 1953) shall mean, in the case of a for- 
eign corporation, the excess of the deductions which would be allowed by chapter 
I over the gross income whether or not the foreign corporation was subject in 
whole or in part to taxation under this subtitle A, and whether or not the 
foreign corporation is subject to tax in accordance with section 882. This sec- 
tion will be applicable to the acquiring corporation only if it succeeds to and 
operates the business of the foreign corporation.” 


RESULTS UNDER SUBCHAPTER C OF THE PROPOSED AMENDMENTS 


If the proposed amendments are adopted, the following results will be ob- 
tained: 

(1) The net operating loss of a foreign subsidiary corporation will be avail- 
able to the United States parent corporation as a deduction the same as is the 
ease for a net operating loss of a domestic subsidiary corporation. 

(2) The power of the Secretary to determine if gains on liquidation of foreign 
subsidiary corporations are to be taxed is not changed. 
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(8) The United States parent corporation can only inherit the net operating 
loss of the foreign subsidiary if it succeeds to and operates the business of the 
foreign subsidiary. 

(4) The policy of encouraging foreign investments by United States corpo- 
rations is, I believe, helped. 

(5) The discrimination against recognition of losses on investments in 
foreign subsidiary companies is eliminated. 


LOSSES IF SUBCHAPTER C IS NOT APPLICABLE-—LOSSES ON INVESTMENTS 


It will not be possible in all eee for a United States corporation to 
continue the business of its foreign corporation in the foreign country. This 
may be because the foreign country does not permit a United States corporation 
to do business in the country: it may be because the United States corpora- 
tion does not wish to subject its assets and operations to foreign attachment, 
scrutiny, risk, control, or other business reasons: or it may be that the foreign 
enterprise is unprofitable and should not be continued. 

In such cases as these, if the foreign corporation is liquidated, one of several 
possible tax consequences can now come to pass: 

(1) If the United States company owns 95 percent or more of the stock in ° 
the foreign company, it may have an ordinary loss on the stock investment, 
but to qualify the stock must be worthless. If there is only partial worthless- 
ness, then no loss is recognized. 

(2) If the United States corporation owns 80 percent or more of the stock 
in the foreign corporation, and in liquidation it receives any distribution on the 
stock (regardless of the amount and regardless of what part of the cost is 
recovered), then no part of the loss on the stock will be available to the United 
States corporation at the time of the liquidation nor at any time thereafter. 

(3) If the United States corporation owns less than 80 percent of the stock 
in the foreign corporation, it may have a capital loss on the stock which can 
only be deducted against other capital gains. If the loss is ever deductible 
against capital gains, the tax benefit from the loss will only be at the lower 
capital gains rates. 

It is the policy of the United States to tax as ordinary income at regular 
corporation tax rates any dividends received by a United States corporation 
from a foreign corporation. By reason of the foreign tax credit provisions of 
the code, the tax on this dividend income will never be less than the United 
States tax rate. Ordinarily the United States company pays United States 
taxes on the dividend at a rate which is equivalent to the difference between 
the United States rate and the rate applicable to corporations in the foreign 
country. 

The policy which permits United States corporations to take credit for foreign 
income taxes paid by foreign corporations prohibits double taxation and is 
definitely an encouragement to foreign investment. It should be stressed, how- 
ever, that this encouragement comes only if the foreign enterprise is successful 
and can pay dividends from income. 

It is suggested that if a foreign corporation fails there should be no doubt 
that any loss incurred by a United States company from such failure be fully 
deductible for tax purposes. This should be the result if a certain minimum 
percentage of ownership in the foreign corporation is in the United States 
company. : 

The following is suggested as an amendment to the Internal Revenue Code of 
1954: 

Add a new paragraph numbered (4) to section 165 (g) : 

“(4) SECURITIES IN FOREIGN CORPORATIONS.—For the purposes of paragraph 
(1) any security in a foreign corporation affiliated with a taxpayer which is a 
domestic corporation and which becomes worthless in whole or in part shall not 
be treated as a capital asset and the excess of the basis (as provided in Section 
1011) of the security over the cash and fair market value of other property 
received in cancellation of such security shall be allowed as a deduction under 
this section. For the purpose of the preceding sentence, a foreign corporation 
shall be treated as affiliated with the taxpayer only if— 

*“(A) At least 10 percent of its voting stock is owned directly by the 
taxpayer, and, 
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“(B) More than 90 percent of the aggregate of its gross receipts, if any, 
for all taxable years has been from sources other than royalties, rents 
(except rents derived from rental of properties to employees of the corpo- 
ration in the ordinary course of its operating business), dividends, inter- 
est (except interest received on deferred purchase price of operating assets 
sold), annuities, and gains frum sales or exchanges of stocks and securities. 

“In computing gross receipts for the purposes of the preceding sentence, 
dividends, interest or rent received by the foreign corporation from another 
foreign corporation which meets the aggregate gross receipts requirement shall 
not be taken into account and gross receipts from sales or exchanges of stocks 
and securities shall be taken into account only to the extent of gains therefrom. 

“This subparagraph (4) shall only be applicable if Section 881 (ce) (1) (D) 
is not applicable to the domestic corporation.” 


RESULTS OF THE PROPOSED AMENDMENT TO INVESTMENT LOSSES 


The suggested amendment will recognize a loss if the United States corpora- 
tion owns 10 percent or more of the voting stock of the foreign corporation. This 
percentage is the same as is required to obtain the foreign tax credit on divi- 
dends. It is recommended not only to be uniform with the foreign-tax-credit 
provisions of the code, but also because it encourages United States industry to 
pool resources to form foreign corporations. It also recognizes that certain 
foreign countries limit the percentage of United States ownership in their domes- 
tic corporations. 

The proposal recognizes as an ordinary loss complete or partial losses result- 
ing from investment in securities in foreign corporations. This is suggested be- 
cause the foreign business is, in effect, an extension of the identical business 
of the United States company. The foreign investment is not in the broad 
sense a capital investment because in most instances the foreign corporation 
exists because of the requirements of the foreign country or for business reasons 
separate and distinct from tax considerations. The proposal also takes account 
of the fact that if foreign operations are carried on through a branch of the 
United States company, losses are fully deductible currently as they are incurred. 
With the adoption of this proposal, the tax consequences of foreign losses are 
substantially identical whether the form of the organization is a foreign corpo- 
ration or a branch of a United States company. 

The gross receipts is suggested to keep this proposed section from becoming 
a device for tax avoidance. The exception from gross receipts for dividends, 
interest, and rent received by a foreign corporation from another foreign corpo- 
ration is included because it is often necessary and desirable to operate in a for- 
eign field through more than one corporation. For example, a foreign corpora- 
tion already in existence may be purchased, but to protect other assets to be 
acquired, it may be desirable to avoid a possible attachment of the new assets 
by placing them in a new corporation. Experience indicates that in some for- 
eign countries the existence of recorded liens, the availability of audited finan- 
Ger statements and the credit standing of possible sellers leaves much to be 

esired. 

A loss on securities will only be applicable if the loss carryover is not appli- 
cable to the taxpayer. The amount of the loss cannot exceed the cost to the 
United States company of the investment in the stock of the foreign corporation. 

If the suggestions herein are adopted, foreign investment by United States 
corporations will be encouraged and there will be equitable treatment of losses 
from foreign operations under the Internal Revenue Code. 

The following companies join with General Mills, Inc., in recommending that 
the suggestions herein be adopted: 


Allis-Chalmers Manufacturing Co., Milwaukee, Wis. 
Crouse-Hinds Co., Syracuse, N. Y. 

Seonomics Laboratory, Inc., St. Paul, Minn. 

H. L. Green Co., Inc., New York, N. Y. 

Jones & Laughlin Steel Corp., Pittsburgh, Pa. 

Mack Trucks, Inc., Plainfield, N. J. 

Norton Co., Worcester, Mass. 

Standard Pressed Steel Co., Jenkintown, Pa. 
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Stokely-Van Vamp, Inc., Indianapolis, Ind. 

The Yale & Towne Manufacturing Co., New York, N. Y. 
Winston Bros. Co., Minneapolis, Minn. 

Campbell Soup Co., Camden, N. J. 

Deere & Co., Moline, Ill. 

Ex-Cell-O Corp., Detroit, Mich. 

International Telephone & Telegraph Corp., New York, N. Y. 
Leslie Salt Co., San Francisco, Calif. 

Minnesota Mining & Manufacturing Co., St. Paul, Minn. 
Santa Fe Drilling Co., Whittier, Calif. 

Stanley Home Products, Inc., Easthampton, Mass. 

The National Supply Co., Pittsburgh, Pa. 

Walgreen Drug Stores, Chicago, Ill. 


For summary purposes, all of the suggested amendments to the Internal Reve- 
nue Code of 1954 which are contained herein are attached in section number 
order. 

Respectfully submitted. 

JOHN M. BARKER, 
Manager of Taxation, General Mills, Inc. 


Dated: Friday, the 13th of December 1957. 
SUMMARY OF PROPOSED AMENDMENTS TO THE INTERNAL REVENUE CODE OF 1954 


Add a new paragraph numbered (4) to section 165 (g) : 

“*(4) SECURITIES IN FOREIGN CORPORATIONS.—F or the purposes of paragraph (1) 
any security in a foreign corporation affiliated with a taxpayer which is a do- 
mestie corporation and which becomes worthless in whole or in part shall not 
be treated as a capital asset and the excess of the basis (as provided in section 
1011) of the security over the cash and fair market value of other property 
received in cancellation of such security shall be allowed as a deduction under 
this section. For the purpose of the preceding sentence a foreign corporation 
shall be treated as affiliated with the taxpayer only if— 

“(A) At least 10 percent of its voting stock is owned directly by the tax- 
payer, and, 

“(B) More than 90 percent of the aggregate of its gross receipts, if any, 
for all taxable years has been from sources other than royalties, rents (ex- 
cept rents derived from rental of properties to employees of the corporation 
in the ordinary course of its operating business), dividends, interest (except 
interest received on deferred purchase price of operating assets sold), 
annuities, and gains from sales or exchanges of stocks and securities. 

“In computing gross receipts for the purposes of the preceding sentence, divi- 
dends, interest or rent received by the foreign corporation from another foreign 
corporation which meets the aggregate gross receipts requirement shall not be 
taken into account and gross receipts from sales or exchanges of stocks and 
securities shall be taken into account only tothe extent of gains therefrom. 

“This subparagraph (4) shall only be applicable if section 381 (c) (1) (D) 
is not applicable to the domestic corporation.” 

Change section 172 (h) (1) to read as follows: 

“(1) For treatment of net operating loss carryovers in certain corporate 
acquisitions and for definition of net operating loss of a foreign corporation, see 
section 381.” 

“Add a new paragraph (d) to section 332: 

“(d) Special rule for liquidation of a foreign subsidiary corporation if— 

“(1) A foreign corporation is liquidated and subsection (a) applies to 
such liquidation, and, 

“(2) The parent corporation incurs a loss and there is no net operating 
loss carryover under section 381 on account of the liquidation. 

then section 165 will apply and the nonrecognition of loss provided in subsection 
(a) of this section will not apply.” 

Add a new subparagraph (D) to section 3881 (c) (1): 

“(D) For the purpose of this section the term ‘net operating loss’ (for any 
taxable year ending after December 31, 1953) shall mean in the case of a foreign 
corporation the excess of the deductions which would be allowed by chapter I 
over the gross income whether or not the foreign corporation was subject in whole 
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or in part to taxation under this subtitle A and whether or not the foreign 
corporation is subject to tax in accordance with section 882. This section will 
be applicable to the acquiring corporation only if it succeeds to and operates 
the business of the foreign corporation.” 

Mr. Barxer. Everyone will agree that there is a risk of loss in any 
business undertaking. A foreign business carries an even greater 
risk of loss because of geographic distances, language barriers, for- 
eign exchange problems, differences in skills of labor and differences 
in political atmosphere, to name a few. 

Business is willing to assume the risks of loss on foreign invest- 
ment; however, if a loss is incurred on a foreign investment, it is 
only fair that the tax consequences in the United States should be at 
least as favorable as they would be if the loss was incurred from a 
United States investment. 

Unfortunately, this is not the case, and in many instances a loss 
on a foreign investment cannot be deducted for tax purposes by the 
United States corporation which made the foreign investment and I 
am speaking now of corporations and subsidiary corporations or 
partially owned corporations in the foreign field. 

It probably is the nonrecognition of operating losses under sub- 
chapter C. Sebitinntar C of the Internal Revenue Code of 1954 is 
applicable to foreign corporations. Section 367 gives the Secretar 
or his delegate authority to determine if gain—gain, not losses—shall 
be recognized on certain exchanges if a foreign corporation is in- 
volved in the exchange, but there is no provision anywhere in this 
subchapter which provides for the recognition of losses. 

Now, section 332, which deals with the liquidation of subsidiary 
companies, provides that no gain or loss shall be recognized in case 
of a liquidation of a subsidiary company. In order to be a subsidiary 
it has to be 80 percent owned. 

There used to be, in the 1939 code, a so-called choice by a corpora- 
tion whether they would fall under the nonrecognized gain or loss 
provision or not. They could do this by changing their percentage of 
ownership. That was thought to be unjust because it was the thought 
that corporations that had a gain would elect to come under the non- 
recognition provisions and if they had a loss they would elect not 
to come under the provisions, so they abolished that choice in the 
1954 code. 

However, they did not as a matter of policy, deny to a United States 
domestic corporation the right to carry over a loss as an operating loss 
from a subsidiary that had incurred operating losses in the preced- 
ing years. 

r. Mason. The subsidiary, however, had to be located in this 
country. 

Mr. Barker. That is correct. That is the next point I wanted to 
make. The foreign subsidiary was overlooked in this change. The 
operating loss carryover is not available to a domestic corporation 
when a fae subsidiary is liquidated and the reason that is not 
available is because of the definition of an operating loss in section, 
I believe, 172. 

To summarize the pattern as it now exists, a United States parent 
corporation can be taxed on gains from liquidation of a foreign sub- 
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sidiary corporation if it is so determined by the Secretary or his 
delegate, whereas the United States parent of a domestic subsidiary 
corporation cannot be taxed upon gains from a liquidation of a sub- 
sidiary corporation, and the United States parent corporation can- 
not inherit the operating loss carryover of a foreign subsidiary cor- 
poration, whereas, the United States parent of a domestic corporation 
can inherit the loss carryover from the subsidiary. 

I have a suggestion here that is in the statutory language to correct 
this inequity, as I think that it is. Just to summarize it, I would 
allow be carryover to a domestic parent of its foreign subsidiary 
if it otherwise fulfilled the provisions of the loss carryover provision, 
but I have put a limitation in my suggestion and that is that the ac- 
quiring corporation could only inherit this loss carryover if it suc- 
ceeded to and operated the business of the foreign corporation in the 
foreign country. 

If this proposal was adopted the following would be the results: 

1. The net operating loss of a foreign subsidiary corporation will be 
available to the United States parent corporation as a deduction the 
same as is the case for a net operating loss of a domestic subsidiary 
corporation. 

2. The power of the Secretary to determine if gains on liquidations 
of foreign subsidiary corporations are to be taxed is not changed. 

3. The United States parent corporation can only inherit the net 
operating loss of the foreign subsidiary if it succeeds to and operates 
the business of the foreign subsidiary. 

4. The policy of encouraging foreign investments by United States 
corporations is, I believe, he Sed. 

5. The discrimination against recognition of losses on investments 
in foreign subsidiary companies is eliminated. 

In certain instances investments are made in foreign lands where 
it is not practicable for many reasons to carry on the business there. 
This may be because the foreign country will not permit certain things. 
For instance, we have an establishment in Pakistan, We are only 

rmitted to own 60 percent there, but they will not permit us to operate 
it through our own company. We will not want to, in any event, but 
there are other reasons besides taxes and foreign laws. 

For this we obviously may not want our assets covered subject to 
foreign attachment or we may not want all of our business dealings 
subject to foreign scrutiny and things of that nature. 

If you have a foreign corporation and it is liquidated and there is a 
loss involved, there are three things that can come to pass. If the 
United States company owns 95 percent of the stock in the foreign 
company, it may have an ordinary loss which is fully deductible on 
the stock investment, but in order to qualify for that the stock must 
be completely worthless. It is only partially worthless, then no loss 
is recognized. 

If the United States corporation owns 80 percent or more, but 
less than 95 percent of the stock in the foreign corporation and it is 
liquidated, then under section 332 no loss is recognized at all. 

In other words, if you got so much as one thin dime in liquidation 
from a foreign stock investment regardless of how much that was, no 
loss at all would be recognized in the liquidation of the company. 
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The third situation is that if the United States company owns less 
than 80 percent, then if there is any loss at all recognized, it would be a 
capital loss and would be subject to the capital gains rates on the loss 
and it would only be deductible against other capital gains. 

I am not going to go into the Foreign tax credit. I think it has 
been pretty well agreed in these hearings so far today that it is a 
yood thing. I do believe that H. R. 6248, the Herlong bill, and 
i. R. 4247, the Simpson bill, to remove the per country limitation 
is probably a step in the right direction in that general area. 

I do not believe that the foreign tax credit has had a tendency to 
encourage investment abroad and I for one would be in favor of its 
continuation. 

We have a section in the income tax code, section 165, that allows 
as an ordinary loss, and not as a capital loss, the loss on a domestic 
subsidiary corporation if 95 percent of the stock is owned by a United 
States parent. I would propose that that be amended under this 
proposal I am making to allow an ordinary loss and not a capital 
loss on foreign investments if at least 10 percent of the voting stock 
is owned directly by a United States parent or United States com- 
pany, and I would put this 90 percent gross receipts limitation in 
that which is in the present section 165 with one exception, and that 
exception is that I would permit intercorporate payment of rents and 
interest between foreign corporations in determining whether the 
90 percent gross receipts test had been made. 

The reason for that is because in some of these foreign countries 
if you go in to buy a corporation outright it is pretty hard to find 
out just exactly where you stand. The filing of liens is pretty indefi- 
nite and some of the things that go on in foreign taxation depart- 
ments are not exactly too well known by some of us naive Americans, 
so it is pretty hard to find out just exactly what kind of unknown 
liabilities you might be buying. 

Therefore, if you are going to acquire the corporation as well as 
some other property it might be well to set it wp in two corporations 
in the foreign land. 

The 10 percent voting stock requirement has been suggested for 
several reasons. One is that it is the same percentage of ownership 
that is required to take the foreign tax credit. It also has been 
recommended because it will have a tendency to encourage pooling of 
resources by United States corporations in making foreign invest- 
ments and it also has been recommended because of the very restric- 
tions of some of the foreign countries. 

As I mentioned, we can only own 60 percent in Pakistan. The 
variation in how much you can own of a company varies from coun- 
try to country. In some cases, you can own 100 percent, but that is 
not true in all cases. 

Another thing that this proposal recommends is that a Joss be rec- 
ognized whether it is in whole or in part. In other words, even 
though there is only partial worthlessness, it should be recognized, 
and the thinking on that is that a foreign business is in effect an ex- 
tention of the identical business of the United States company. 

The foreign investment is not in the broad sense a capital invest- 
ment because in most instances the foreign corporation exists because 
of the requirements of the foreign country or for business reasons 
separate and distinct from tax considerations. 
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The proposal also takes account of the fact that if foreign corpo- 
rations are carried on through a branch of the United States company, 
losses are fully deductible currently, as they are incurred. I think 
it is perfectly obvious also that the only difference between this pro- 
posal and the branch proposal is thet it is a matter of timing. 

In other words, if the foreign investment goes bad, eventually the 
loss will be allowed whereas, if foreign operations through branches 
are loss operations, they are currently deductible by the United 
States company. 

I have already mentioned the gross receipts test and I want to make 
the further point that this loss on security investments would only be 
allowable under this proposal if the loss carried over is not applicable. 

In other words, don’t give them both; one or the other. There are 
21 companies that join with me in recommending this procedure and 
they are listed in my statement. 

Mr. Foranp (presiding). Does that conclude your statement? 

Mr. Barker. That concludes my testimony in connection with losses 
on investments in foreign corporations. If I may have about 2 min- 
tes of the committee’s time, I would like to talk about my own per- 
sonal idea of the attitudes of the people in this country and the tax 
philosophy of the country. It will not be on foreign income. 

Mr. Foranp. If it will be brief, we will hear you. 

Mr. Barxer. Thank you. 

T have thought a great deal about whether we as a people will accept 
sputniks as a challenge or whether sputnik, in effect, might be an 
omen. foreshadowing our loss of freedom. I believe, and naturally 
hope, that it will be our challenge and if so, I am confident that no one 
anywhere on this earth will surpass our future accomplishments. 

In order for this to be a challenge and to activate our people in this 
direction I sincerely believe we must change some of our basic think- 
ing and particularly this must be the case at the national level of 
government. For too long the prevalent thinking and programs have 
been to encourage the opposite of hard work and accomplishment. 
Any number of national programs can serve as examples which con- 
tain some elements which are opposed to this obejctive; for example, 
the entire subject of social security and welfare, the various subsidy 
programs, Federal grants to local communities with the illusion that 
someone else pays the bill, Federal aid to education, etc. As a side- 
light, some of the programs have not particularly helped some people’s 
morals, 

The basic tax philosophy for the past 20 to 25 years has played its 
part in this overall picture. Whether we admit it or not the tax 
structure has not stayed with the basic principle that it be used only 
to raise revenue. Unfortunately, it has acted to accomplish social 
objectives, whether good or not, and whether intended or not. 

We have followed a pattern of principal reliance upon the income 
tax. As regards individuals’ taxes, we have overworked and distorted 
the ability-to-pay theory of taxation. We have devised a system with 
the objective of protecting the “ordinary man” from taxes. 

My observation is that if the “ordinary man” exists he does not 
basically want to be protected from his share of taxes and he is willing 
and anxious to pay his own way for everything including his cost of 
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government. This is not to say that he won’t want to complain and 
use every device he can think of to keep his tax as low as possible. 

I think we need a change in our basic tax philosophy. We need 
more reliance upon tax sources other than the income tax. The ob- 
jective of the income tax should be a proportional tax and not a 
progressive system of rates which penalizes economic success and 
accomplishment. 

The oe system neither encourages incentives nor hard work, 
accomplishment, or thrift. The tax system will play an important 
part in determining whether sputniks are a challenge or an omen. 

Mr. Foranp. Does that complete your statement ? 

Mr. Barker. That is completed. 

Mr. Foranp. We thank you for your appearance and the informa- 
tion given the committee. 

Are there any questions? The Chair hears none. 

We thank you, sir. 

Mr. Barker. Thank you. 

Mr. Foranp. The next witness is Mr. Matthew J. Kust. Is Mr. Kust 
here ? 

Come forward, please, sir. 

For the peer of the record, please give your name and the ca- 
pacity in which you appear. 


STATEMENT OF MATTHEW J. KUST, ATTORNEY AT LAW, 
WASHINGTON, D. C. 


Mr. Chairman and members of the committee; I am Matthew J. 
Kust, attorney at law, presently engaged in international legal prac- 
tice in Washington, D.C. 

Mr. Foranp. You are recognized for 10 minutes. 

Mr. Kusr. During the period February 1952 to March 1954 I 
served as legal adviser in connection with United States economic and 
technical assistance programs in south and southeast Asia. There- 
after, I joined the program of international legal studies at Harvard 
Law School and devoted my time primarily to studying the problems 
of taxation in relation to economic development in underindustrialized 
countries. The proposal which I respectfully submit is a result of 
these studies. 

This proposal was submitted to the Senate Foreign Relations and 
the House Foreign Affairs Committees during the last session of 
Congress as an appropriate addition to the Mutual Security Act. I 
believe I am correct in saying that I received encouragement from 
members of these committees and I was urged to present my proposal 
to this committee since it involves a tax exemption which should prop- 
erly be considered by this committee before it is incorporated in for- 
eign-aid legislation. 

y oral presentation will consist of brief summaries of my two 
papers which set forth my proposal at some length. I am submitting 
these to the committee staff for study, together with a draft amendment 
of section 413 of the Mutual Security Act to carry out the proposal. 

Mr. Foranp. Is it a large volume? 

Mr. Kust. No; this is very small. 
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Mr. Foranp. The committee will pass on whether or not the com- 
plete statement should be included. 

Mr. Kusr. Since 1950 the United States Government has been offer- 
ing economic and technical assistance to underindustrialized areas on 
a worldwide basis. In the field of agriculture, health, and education 
this foreign aid has proved reasonably successful because the Govern- 
ment, with the participation of American universities, colleges, and 
other nonprofit organizations, can marshal the best American know]- 
edge and skill for the purpose. 

ut these countries need and they want industrialization. For this, 
capital goods and technical knowledge from abroad are indispensable. 
In providing these our Government is greatly handicapped by in- 
ability to marshal the best American technical knowledge and skills. 

First, technology for industrialization is principally the property 
of American private enterprise. 

Second, the people most knowledgeable and skilled in industrial 
management and technology are employed by American private 
enterprise. 

Third, technology and technicians usually must go hand in hand. 

Finally, transmission of industrial knowledge and skills involves 
training of foreign managements, technical personnel, and skilled 
labor. 

Thus assistance for industrialization is not readily within the prov- 
ince of our Government. 

Under its communistic regime, Russia, however, can send its best 
technology, technicians, and managers anywhere in the world to 
further its foreign policy. Since our Government cannot do the same 
under our private enterprise system, the problem is how to induce 
American private enterprise to send its capital, knowledge, and skills 
abroad in furtherance of our foreign economic policy. 

American business does not readily send its capital and technology 
abroad because of the many economic and political obstacles, risks, and 
costs involved. 

An industria] undertaking in an underindustrialized country must 
provide its own public-service facilities, operate in a narrow market 
where it cannot take advantage of mass-production techniques, train 
its own foreign technical and skilled personnel, and conduct business 
in an environment of strange business practices, unfamiliar laws, and 
language barriers. 

American business finds it hard to induce its managerial and tech- 
nical personnel to go to these countries because of unfavorable climatic 
and health conditions and numerous social and cultural disadvantages. 
The economic and political situation in many of these countries in- 
creases the risk of inconvertibility of foreign currencies, expropriation. 
and damage due to riot, revolution, and war. 

Finally, there is simple lack of knowledge about opportunities in 
underindustrialized areas. 

The cumulative effect of these factors makes the employment of 
capital and technology in underindustrialized countries far less at- 
tractive to American private enterprises than its employment at home 
or in other industrialized countries, particularly at a time of high 
prosperity. 

Thus far our Government has merely established the investment 
guaranty program which removes only part of the risks, costs, and 
obstacles. This program has proved insufficient by itself to stimulate 
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a substantially increased participation by American private enterprise 
in the economic development of the underindustrialized countries. 

More positive steps will have to be taken to induce American busi- 
ness to employ its capital and technology in the unindustrialized 
areas. A measurable profit inducement must be provided by Con- 
gress. Ample precedent for such action by Congress exists in the 
merchant marine subsidy program and the tax concession to Ameri- 
can industry through ait amortization of emergency facilities, both 
designed to induce American private enterprise to better serve our 
defense policies. 

The profit inducement could be affected through a substantially 
enlarged Government-aid program providing for Government con- 
tracts with American business for new industrial undertakings in 
the underindustrialized countries. This would require a Marshall 
plan for Asia which is not likely to be approved by Congress. It 
would interpose one or two government bureaucracies between Amer- 
ican private enterprise and its counterpart in the foreign country 
which would make the program ineffective, costly to the American 
taxpayer, and unattractive to American business. 

A more acceptable and efficient approach is an indirect one through 
an income-tax concession which would induce an autonomious and 
direct flow of capital and technical assistance from American private 
enterprise to governments and private enterprise in the underindus- 
trialized areas. 

The tax concession should be restricted to new American private 
investment and technical assistance in underindustrialized countries. 
It is suggested further that the tax concession should be administered 
by the State Department, or other agency designated by the Presi- 
dent, through the issuance of tax exemption certificates for qualified 
foreign investment and technical assistance in a manner similar to 
the administration of the investment guaranty and the amortization 
of emergency facilities. The certifying agency should be empowered 
to grant partial or complete tax exemption as it determines is neces- 
sary in accordance with guiding standards and criteria fixed by Con- 
gress to induce greater participation by American private enterprise 
in the industrialization of a particular country. 

A tax exemption of income from personal services rendered abroad 
in connection with certified American private investment and tech- 
nical assistance to underindustrialized countries should also be pro- 
vided. 

Finally, our foreign policy makers would have to make a con- 
certed effort to persuade American private enterprise of the indis- 
pensability of its role in this vital area of our foreign economic policy. 

My seeond paper deals in detail with the legislative and administra- 
tive criteria and procedures for carrying out this proposal and I 
shall now read a short summary of this paper. 

The tax concession suggested in the memorandum entitled “A 
Program for American Private Investment and Technical Assistance 
in Underindustrialized Areas” should be administered under a cer- 
tification procedure. This would avoid the technical difficulties of 
legislating statutory definitions of underindustrialized countries, in- 
come entitled to the tax concession, the amount of exemption from 
tax and similar matters. It would create a more effective and flexible 
tool of foreign economic policy. 
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The legislation enacting the program should empower the Presi- 
dent to designate the certifying agency, which would most likely be 
the State Department. It would set forth in general terms the guid- 
ing principles and criteria for the granting of tax exemption to in- 
come from private business activities in underindustrialized countries 
which further our foreign economic policy. 

The grant of a tax exemption by the certifying agency would not 
be subject to question on its merits by the Internal Revenue Service 
but would merely be given effect by the Internal Revenue Service in 
computing taxable income and tax liability. 

ithin this genera] legislative framework the main reliance for 
execution of the proposal would be placed on the administrative 
function. 

The activities which qualify for a tax concession could be divided 
into two broad categories: (a) new private investment and technical 
collaboration agreements, and (b) export of capital goods and in- 
dustrial or agricultural requirements. 

Technical collaboration agreements and private investments would 
be certified for tax concession on a case-by-case basis pursuant to 
application by American enterprise, in much the same manner as 
the investment guaranty program and amortization of emergency fa- 
cilities are being administered today. 

Exports of American capital goods and industrial or agricultural 
requirements would be certified for tax concession by publishing 
lists, subject to periodic change, of qualifying goods with respect 
to the various underindustrialized countries, which would be similar 
to the procedure used under the Battle Act and elsewhere in our 
(sovernment. 

Qualified new private investment should not include public or pri- 
vate securities purchased from another investor nor new issues of 
bonds of foreign governments for general revenue purposes. 

Technical collaboration agreements should include any or all of the 
following: (1) licensing of patents, copyrights, processes, formulas, 
drawings, patterns, designs, and other forms of technological know]- 
edge ; (3) rendition of managerial, engineering, scientific or similar 
services; (3) training of foreign industrial managers, technicians, and 
skilled labor, and (4) building, installation, and construction work. 

In general, qualified capital goods exports would include ma- 
chinery, equipment, and tools. Qualified industrial or agricultural 
requirements exports would include ores, fuels, fibers, iron and steel 
chemicals, fertilizers, insecticides, seeds and the like. 

Export of certain commodities like surgical instruments, hospital 
supplies, essential drugs, research and laboratory equipment and 
training and educational materials should also qualify ; 

Sale of industrial components should be qualified for the tax con- 
cession by specific certification in connection with the qualification 
of the technical collaboration agreement under which they were sold. 

The certifying agency would determine the degree of the tax 
exemption needed to induce American private enterprise to send its 
capital and technology abroad by specifying the tax rate reduction 
with respect to the various qualifying activities undertaken in a 
particular underindustrialized country. 
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The tax concession should vary from country to country and also 
within a particular country with regard to different business activ- 
ities, as required. 

The techniques outlined herein for implementation of the proposal 
set forth in the main memorandum would, it is believed, overcome 
the technical difficulties which might otherwise be impediments to 
satisfactory legislation for granting the tax concession. 

Although new administrative know-how and techniques would be 
required they would be similar to those already in use within our 
Government and should not impose an insuperable burden upon a 
a administrative agency. 

The Cuamman. Does that conclude your statement ? 

Mr. Kust. Yes. 

The Cuarrman. Earlier you asked unanimous consent for some- 
thing to be added to the record ? 

Mr. Kust. Yes. These are summaries of more detailed papers 
which I have already submitted to the committee. 

The Cuarrman. The detailed papers are more voluminous, of 
course. 

Mr. Kusr. Yes. 

The Cuarrman. Would it not be satisfactory if you leave those with 
the clerk of the committee for distribution to the members rather 
than having them included in the record ? 

Mr. Kusr. Yes, I think that would be all right. 

The CHarrman. So that the staff may have them, we will proceed 
on that basis then. 

Are there any questions? 

Mr. Mason. Mr. Chairman. 

The Cuarrman. Mr. Mason will inquire. 

Mr. Mason. Do I understand, Mr. Kust, that the gist of your 
argument is that we should give the State Department the power and 
the right to administer tax concessions with other nations, that we 
should give the State Department the power to determine what na- 
tions are undeveloped nk therefore, eligible, and that the Revenue 
Service should not have any question at all on whether the State 
Department was doing this thing right or wrong or not? 

Is that the gist of your argument? 

Mr. Kusr. The State Department would most likely be the ad- 
ministrative agency because they have within their competence know]- 
edge of foreign economic policy. 

Mr. Mason. And they have little knowledge of tax matters and 
most of us are very questioning as to whether they have knowledge 
of economic policies. 

That is all, Mr. Chairman. 

The CuatrMan. Perhaps you should pick out another agency. 

Mr. Kost. I could leave it to the President to decide what agency 
he wishes to place this in. 

The Cuarrman. Are there any further questions? 

If not, we thank you very much for your appearance and the 
information you have given the committee. 
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(The following articles were filed by Mr. Kust :) 


A PROGRAM FOR AMERICAN PRIVATE INVESTMENT AND TECHNICAL ASSISTANCE IN 
UNDERINDUSTRIALIZED AREAS 


Matthew J. Kust, Cambridge, Mass., January 1957 





Capital goods and technical knowledge from abroad are indispensable to the 
economic development of an underindustrialized country. The low level of 
technical knowledge and skills is one of the most striking features of an under- 
industrialized country. While capital accumulation is inadequate, the capital 
that can be accumulated within the country in both the public and private sec- 
tors cannot be employed productively in the industrial sense because the neces- 
sary technology in the form of capital goods and technical knowledge is not 
uvailable or is insufficiently available in the country. 

Consequently, it is not surprising that reports on the economic development 
of Communist China stress that the primary form of aid being received from 
outside is Soviet technical assistance. This is supported by Soviet loans for the 
purchase of capital goods and other requirements for China’s industrialization 
program. 

It is estimated that 15,000 to 20,000 or more Russian technicians have been 
sent to Communist China by the Soviet Union since 1950 to assist in the various 
aspects of economic. development. Nothing remotely comparable is transpiring 
in the underindustrialized countries outside the Communist world. Why this 
should be so when we have had economic and technical assistance programs in 
operation on a worldwide basis since 1950 is one of the serious problems of our 
foreign economic policy. 

While western technology has reached the underindustrialized countries it has 
not done so in sufficient breadth and depth to permeate their social and economic 
structure. Moreover, technological advance in the industrialized areas is out- 
pacing its transmission to the underindustralized areas so that the gap between 
them in technology, and with it the inequality in wealth, continues to grow. 

Yet the growing fund of technology in the industralized countries of the world 
should provide the underindustrialized countries with the means for rapid 
economic growth. It is appropriate, therefore, to examine how this advance 
technology can be transmitted to the people of the underindustrialized areas and 
why it is not being done more effectively by America. 


Technical cooperation program unable effectively to aid industrialization 

Since 1950 the United States Government has been offering technical assistance 
to underindustrialized areas on a worldwide basis. This is the famous point 
{ program. It is known officially as the technical cooperation program. 

In the fields of agriculture, public health, and education, it is reasonable to 
expect that the United States Government with the participation of American 
universities, colleges, and other nonprofit organizations can marshal the best 
American knowledge and skill for technical assistance to foreign countries. But 
that is no more than lialf the job. 

Economie development in addition requires industrialization. In aiding this 
the technical cooperation program of our Government is greatly handicapped by 
inability to marshal the best American technical assistance to help under- 
industrialized countries. The reasons are not difficult to understand. 

First, technology for industrialization is principally the property of American 
private enterprise. Technology is embodied in machines, dies, tools, processes, 
formulas, patterns, drawings, designs, and similar forms. Much of it is patented 
or copyrighted by individuals and corporations and can be transmitted only 
through license, lease, or sale. The United States Government, therefore, has 
little command over industrial technology for purposes of its technical coopera- 
tion program. 

Second, the people most knowledgeable and skilled in industrial management 
and technology are employed by American private enterprise. A cursory pe- 
rusal of any metropolitan newspaper reveals the intensity of competition in Amer- 
ican industry for executives, engineers, scientists, and other technical personnel. 
It is impossible for the Government under its existing organization to compete 
for the services of such personnel because it cannot pay the salaries they 
command in private industry. 

Third, technology and technician usually must go hand in hand. Even if the 
Government could hire the technicians it might not be able to give them access 
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to the technology which is the property of private enterprise. This is likely to be 
the normal situation with the most advanced technology. 

Finally, transmitting managerial and technological knowledge and skills to 
underindustrialized countries involves the training of foreign management and 
technical personnel and skilled labor. Much of this training must be done abroad 
in connection with the establishment of a new enterprise but there is great need 
for such training at the home plants and offices of American business. Our 
Government is making attempts to achieve such training under its technical- 
cooperation program with no great success. Foreign trainees complain of in- 
adequate attention by American business beyond a quick trip through the plant. 
But American private enterprise cannot be expected to undertake readily such 
training at its cost. It interferes with normal production schedules and occu- 
pies the time of key personnel who are urgently needed elsewhere. 

Thus, the essential nature of the transmission of technology places the United 
States Government at a tremendous disadvantage under its present program in 
the field of foreign economic affairs. Russia is beginning to challenge the West 
vigorously in the field of economic and technical assistance to Asia, Africa, and 
even South America. Under its socialistic economy the Government owns and 
has control over all Russian technical knowledge and skills. The Russian Gov- 
ernment can send its technology and best industrial managers and technicians 
anywhere in the world to further its foreign policy. And it can supplement this 
with easily serviceable loans for the purchase of Russian capital goods. Yet the 
capital and technology America possesses can meet and outmatch the Russian 
challenge. The problem is how to induce American private enterprise to send its 
capital, knowledge, and skills abroad in furtherance of our foreign economic 
policy. 

American private investment and technical assistance are needed but are pres- 
ently deterred 


The need and importance of American private investment and technical assist- 
ance is evident from the hundreds of business proposals from underindustrialized 
countries offered each year to American private enterprise through various chan- 
nels such as Foreign Commerce Weekly and Investment Opportunities Abroad, 
published by the Bureau of Foreign Commerce. While some capital is generally 
desired, primarily to provide foreign exchange for needed capital goods, foreign 
industrial enterprise, whether private or public, seeks even more urgently tech- 
nical assistance from American private enterprise through patents, processes, 
technicians, and other means. 

Though no formal study has been made of the response of American private 
enterprise to these requests it is believed by many familiar with international 
trade and investment that most of them meet with disappointment. This failure 
by American business to help its counterparts in friendly, underindustrialized 
countries hampers fulfillment of our foreign economic policy to aid economic 
development in such countries and makes it difficult for private enterprise in 
underindustrialized countries to play a prominent role in economic development. 

One may well ask why American business has not taken a more active role 
in exporting its capital and technology to the underindustrialized countries in 
view of the apparent opportunities and the needs of our foreign policy to assist 
such countries with their economic development. 

American private enterprise is in business for profit. Under normal circum- 
stances American business will, therefore, employ its capital and technology 
(including technicians) where they will bring the greatest and safest returns. 
American business does not readily send its capital and technology abroad be- 
eause of the many economic and political obstacles, risks, and cost involved. 

Backward countries do not generally possess adequate public services such as 
power, water systems, transportation, and similar facilities available in indus- 
trialized countries. A business venture abroad must provide such facilities for 
its enterprise at its own expense. 

The poverty of these countries makes impossible a broad market for manu- 
factured goods and low volume deprives any business venture in such countries 
of the economic advantages of mass production and the reduction of overhead 
costs per unit of output. Moreover, low volume limits compensation for tech- 
nology transmitted by license since such compensation is generally in the form 
of royalties based on sales. 

The climatic and health conditions in many of these countries are less fav- 
orable than in the United States... Technical personnel are reluctant to-go to 
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these countries with their families and subject themselves to the health hazards 
and living inconveniences. 

Language and other cultural barriers and unfamiliar business practices are 
an obstacle with which American business is not generally prepared to cope. 

Lack of sufficient skilled and experienced indigenous personnel to receive and 
employ advanced technology frequently requires training of local personnel as a 
precondition to effective transfer of technology. 

During a period of high prosperity such as has prevailed during the postwar 
period opportunities for employment of capital and technology in underindus- 
trialized countries offer little attraction since most of American capital and 
technology is very profitably employed at home. 

The political situation in many of these countries makes uncertain the survival 
of democratic or other favorable political institutions. This increases the risk 
of expropriation without compensation. A lesser but formidable obstacle is the 
inability to repatriate capital and remit earnings because of the foreign-exchange 
difficulties of most of these countries. 

And, finally, as important as any of the foregoing in producing inaction, there 
is simple lack of knowledge about the opportunities in underindustrialized 
areas coupled with natural inertia and a disinclination to venture into the 
unfamiliar. 

The cumulative effect of these factors makes the employment of capital and 
technology in the underindustrialized countries far less attractive to American 
private enterprise than its employment at home or in other industrialized 
countries. Perhaps the one exception is the exploitation of petroleum and 
mineral resources where the employment of capital and technology is governed 
by the situs of these natural resources. 

In view of these obstacles to effective American economic and technical as- 
sistance to underindustrialized countries, most of which are not impediments 
to Russian economic and technical assistance, it is surprising that our Govern- 
ment has not taken greater steps to induce the flow of American private invest- 
ment and technical assistance to underindustrialized countries. Although 
Congress has recognized the importance of private investment and technical 
assistance in its foreign-aid legislation and has even declared it to be the policy 
of the United States to encourage participation of private enterprise in the 
economic and technical assistance program, very little has been done, however. 
to offset the obstacles. 

Thus far the United States Government has taken steps merely to provide a 
guaranty against inconvertibility and expropriation and insurance against war 
risk in connection with foreign investment and technical assistance. But this 
guaranty is not given free of cost. A total premium of 1% percent of the amount 
guaranteed and insured is charged by the United States Government which adds 
further to the cost of doing business abroad. 

The guaranty program has been singularly unsuccessful. Up to April 1956 
it has induced only about $8 million of private investment and technical as- 
sistance to underindustrialized countries. Greater effort is now being made 
by the ICA to make the guaranty program more effective in this respect. 

Broadening the guaranty program cannot alone, however, induce a greater 
flow of private investment and technical assistance to underindustrialized 
countries. The other obstacles discussed above remain. Nothing has been done 
by the United States Government about offsetting or mitigating these equally 
formidable obstacles. Yet Congress in its desire to substitute “trade for aid” 
in our foreign economic policy has recently renewed its faith in the guaranty 
program by increasing its scope from $200 million to $500 million in the Mutual 
Security Act of 1956. 


Positive steps must be taken to induce American private investment and technical 
assistance 


It is apparent that more positive legislative steps will have to be taken to 
induce American business to employ its capital and technology in the under- 
industrialized areas. Quite plainly, a measurable profit inducement is required. 
At first blush the idea of legislating a profit inducement to American private 
enterprise will be abhorrent to many people. But if the inducement is viewed 
in its proper light as indispensable to effective employment by American private 
enterprise of its capital and technology in furtherance of our foreign economic 
policy it does not differ in substance from the cost of sending an American 
agricultural expert abroad under the technical cooperation program which is 
borne out of public funds and generally accepted as a national cost of our 
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foreign economic policy. It is not different in principle from the direct support 
of the merchant marine and the tax concession to industry through rapid 
amortization of emergency facilities for Federal income tax purposes, which 
are designed to induce private enterprise to serve our defense policies better. 

Once the idea of a profit inducement is accepted—and there appears to be 
no alternative under our private-enterprise system if we are going to effectuate 
our foreign economic policy in this field—the only remaining question is the best 
manner in which it is to be provided. 

A conceivable approach would be to increase the appropriations for the tech- 
nical cooperation program sufficiently to permit the ICA to contract with 
American industries for the capital and technology required in the underindus- 
trialized areas. The contract price would have to be so fixed as to provide a 
profit attractive enough to overcome the inherent obstacles and induce American 
business to undertake the job. Such a program would necessarily assume the 
proportions of a Marshall plan for Asia and other underindustrialized areas 
and is not likely to be approved by Congress, since it would require an enlarge- 
ment of the national budget on both the receipts side and disbursements side 
at a time when the belief prevails that the national budget is already too large. 
In addition, it would raise difficult and embarrassing questions as to whether 
such a program should be administered solely by the United States or wholly 
or partly by the United Nations. If administered by the United States, which 
is no doubt what Congress would insist upon, such a program would be a ready 
target for charges by our enemies of American economic imperialism. 

Even if approved by Congress this approach also bristles with disadvantages 
to effective stimulation of private enterprise. The deadweight of bureaucracy, 
which in most cases would interpose two governments between American business 
and its counterparts in the underindustrialized countries, would make the program 
inefficient and costly to the American taxpayer. Large segments of American 
business would find this approach distasteful and even unacceptable and would 
give less than their fullest cooperation. 

In sum, a substantially enlarged Government-aid program does not present 
an attractive prospect. 


Inducement through taxw concession to income from qualified foreign investment, 
technical assistance, and exports of capital goods 


An alternative approach would be to provide the necessary inducement by 
way of an income-tax concession. This would be an indirect approach in keeping 
with the present guaranty program. In order to assure that the tax concession 
serves the needs of our foreign policy it could be administered by the State De- 
partment through the issuance of certificates for qualified foreign investment 
and technical assistance, somewhat in the manner that the Office of Defense 
Mobilization issues necessity certificate for the rapid amortization of emergency 
facilities under section 168 of the Internal Revenue Code. 

The chief virtue of this approach is that it rests on an autonomous and direct 
flow of capital and technical assistance from American business to foreign 
governments or private enterprise, with the latter compensating the former 
for the cost of the capital and technical assistance. The debilitating interference 
of 1 or 2 governments would be eliminated. It would be more efficient and 
less expensive to the American taxpayer than a large Government program for 
the same purpose. It would be much more palatable to American business. 
it would not raise a question as to the desirability of United Nations administra- 
tion and charges of economic imperialism would be more difficult to make. It 
is also to be emphasized that a tax concession as hereafter limited would have 
a beneficial effect on the national budget. It would tend to reduce the present 
appropriations for economic aid to underindustrialized areas, thus reducing the 
disbursements side of the national budget. At the same time, there is not likely 
to be a significant reduction in the present receipts side of the budget. 

This is not an entirely new idea. President Eisenhower had something like 
this in mind when he asked Congress in his budget message of January 1954 to 
grant a 14-percentage-point tax credit for foreign income. Since then two 
unsuccessful attempts were made to enact this recommendation into law. Each 
time Congress was unconvinced that the loss of revenue entailed would result in 
quid pro quo to our foreign economic policy and, it may be added, with good 
reason. It should be clear at this point and it will be made even clearer here- 
after that the proposal herein is significantly different from the prior proposals. 

The presentation of the prior proposals to Congress was characterized by an 
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almost complete absence of well-reasoned justification of the tax concession for 
purposes of our foreign economic policy which alone can be its raison d'etre, 
The State Department whose logical role it is to provide such justification was 
apparently uninterested. In the absence of an objective presentation by the 
State Department, the legislative effort in congressional hearings and behind 
the scenes was characterized instead by overreaching on the part of various 
business groups with foreign income who saw in the proposed legislation an 
opportunity for tax advantage. The entire effort, moreover, suffered from over- 
emphasis on foreign investment and insufficient emphasis on technical assist- 
ance. The export of technical assistance, as we have seen, should be given 
liberal encouragement. On the other hand, some types of foreign investment, 
particularly of the portfolio type, add little to the economic development of the 
underindustrialized country and should not be given favored tax treatment. 
Most important of all, perhaps, there was no limitation of the favored tax 
treatment to investment and technical assistance in underindustrialized countries 
only, nor was there any suggestion of limiting the tax-rate reduction to new 
investment or technical assistance. 

There was also a lack of recognition of precisely why foreign capital is needed 
for economic development. It is not the capital itself which is essential,.but 
rather the foreign exchange which it provides to buy capital goods produced 
abroad. The machinery, equipment, and tools from abroad are essential be- 
cause they embody advanced technology. Viewed from this standpoint the tax 
concession should embrace all transactions that bring capital goods to the 
underindustrialized countries whether or not strictly capital investment. It 
should apply to income from rentals of productive machinery, equipment, and 
tools and sales of such goods on long-term credit. 

The importance of sales of capital goods on credit to private enterprise and 
governments in underindustrialized countries cannot be overemphasized. Such 
transactions ease the two difficult problems of capital accumulation and short- 
age of foreign exchange. Local enterprise can be launched with less initial 
capital. The burden of providing the foreign exchange for the imported machin- 
ery and equipment can be spread over a period of years instead of requiring 
the entire amount at the start of the business venture. The Export-Import 
Bank already plays an active role in this respect, but American private enter- 
prise should also be encouraged to undertake such credit financing. 

Quite apart from the value of a tax-rate reduction to encourage sales of capi- 
tal goods on credit, there is in the present tax law a positive deterrent to such 
sales of capital goods. The income from such sales is taxable at the time of sale 
no matter how long actual receipt of the purchase price is deferred through 
grant of credit, unless the installment basis of accounting is applicable. It is 
not always applicable and where it is it may be only at a discouraging initial 
tax cost to an established business. Therefore, income from the sale of capital 
goods to underindustrialized countries on credit should not be subjected to tax 
in any case until the purchase price is actually paid, whether or not a rate 
reduction is allowed in addition. 

The tax concession should also be broad enough to embrace simple export sales 
of capital goods in certain circumstances. This, of course, approaches a con- 
troversial point. Soon after President Eisenhower’s recommendation all ex- 
porters tried to bring themselves within the tax concession. There is no foreign 
economic policy justification for extending the tax concession to exporters gen- 
erally of consumers or other noncapital goods. 

Capital goods for productive purposes in industry and agriculture are, how- 
ever, another matter. Such goods embody a substantial portion of the American 
technology available for economic development and are one of its chief means 
of transmission. Due to high labor and other costs of production in America, 
private enterprise and governments in underindustrialized countries find it 
difficult to purchase our capital goods for their economic development. Ameri- 
can manufacturers are usually outbid by European and Japanese exporters of 
capital goods. Yet American technology cannot go abroad effectively to serve 
our foreign economic policy without American machines and equipment embody- 
ing the advanced technology. It is readily understandable that American engi- 
neers and other technical personnel will not function as effectively abroad if 
they are required to work with European and Japanese machinery. Moreover. 
installation and use of American machinery in underindustrialized countries has 
a far more lasting economic effect and influence than technical assistance trans- 
mitted by advice and training. These machines frequently are better diplomats 
than many human beings. Some effort is therefore necessary to get American 
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machinery and equipment to the underindustrialized countries along with the 
technicians if we are going to have an effective economic- and technical-assist- 
ance program in underindustrialized areas. Extension of the tax concession to 
income from sales of capital goods in underindustrialized countries would enable 
American manufacturers to lower prices so they are more competitive with 
European and Japanese manufacturers. 

There are also industrial and agricultural requirements other than capital 
goods, export of which in some circumstances may be essential to the economic 
development of underindustrialized areas. 

The export of certain kinds of nonindustrial goods to underindustrialized 
countries, such as medical equipment and supplies, pharmaceuticals, and mate- 
rials used in educational, research, and experimental activities, may also merit 
encouragement through a tax concession. In some circumstances the technology 
embodied in such exports may be essential to economic development and for 
reasons similar to those applicable to export of capital goods a tax concession 
may be required. 

The certifying agency should have authority to grant tax concessions as 
required in all these cases. 


Tax exemption of income from certain personal services 


Tax exemption of income from personal services rendered abroad in connec- 
tion with certified economic and technical assistance to underindustrialized 
countries should also be provided. At present such income is exempt only if the 
technician stays abroad for 17 months. This would make it easier for American 
private enterprise to send reluctant technical personnel abroad under its tech- 
nical-assistance agreements with foreign governments and private enterprise. 
It would also make meaningful such measures as the income-tax waiver for 
foreign technicians recently enacted by India. 


Tax concessions strictly confined and limited to income from prospective trans- 
actions 

In encouraging American private enterprise to send its capital, technology, 
and technical personnel abroad to assist in the economic development of under- 
industrialized countries, the proposed tax concessions should be strictly confined 
to those categories of incoine resulting from such export of capital and technical 
knowledge and skills. The tax concession should be confined to income from 
prospective export of capital and technology to underindustrialized countries 
only. So limited, the tax concession would not involve a significant loss of 
present revenue unless it is assumed that the exported capital and technology 
are presently producing taxable income. It is more likely, however, that the 
income entitled to the tax concession here proposed will be newly created 
income, at least sufficiently so to offset any reduction in revenue from the pres- 
ently taxable income base resulting from the tax concession. 

If properly circumscribed through a certification procedure similar to that 
used under the Federal income tax in connection with accelerated amortization 
of emergency facilities, all of the income tax on such certified transactions could 
be waived so as to provide maximum inducement under the Federal income tax 
to American private enterprise for employing its capital and technology in the 
underindustrialized countries. It may be advisable to permit the certifying au- 
thority to fix the rate reduction to suit the circumstances, such as the country 
involved and the nature of the transaction. 

A tax concession of the magnitude herein contemplated could not be lightly 
ignored by American private enterprise. American business would be com- 
pelled to seek out and take advantage of opportunities for investment and techni- 
eal assistance in underindustrialized areas which it is now ignoring or of which 
it is unaware. 


Persuasion by foreign policymakers also needed 

Finally, our foreign policymakers would have to make a concerted effort to 
persuade American private enterprise of the indispensability of its role in this 
vital aspect of our foreign economic policy. Even after the political and eco- 
nomic obstacles, risks and costs are removed by the investment guaranty and tax 
concessions, the existing inertia of American private enterprise against employ- 
ment of its capital and technology in underindustrialized areas might still pre- 
vail. This will call for moral suasion on the part of our foreign policymakers 
in order to convince American private enterprise that without its complete coop- 
eration this aspect of our foreign economic policy is doomed to failnre. 
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CONCLUSION 


It is believed that this threefold indirect approach through guaranty, tax con- 
cession, and moral suasion is essential to the reformation of our existing economic 
and technical assistance programs to underindustrialized areas. It would re- 
lieve our Government of a tremendous administrative burden. It would foster 
a more effective business-to-business approach to economic and technical assist- 
ance which is not only preferable to American private enterprise but would enable 
indigenous private enterprise to play a more important and effective role in 
economic development in the underindustrialized areas. 

The challenge of Soviet economic and technical assistance to underindustrial- 
ized countries is far more serious to the West than any threat of Soviet military 
aggression. There is growing evidence that Russia now believes it is no longer 
necessary to try to advance communism with costly military adventures, since 
it can do so much more inexpensively and acceptably in large parts of the world 
through economic and technical assistance. We must meet this new challenge 
with all the necessary fiscal, legal, and other measures at our disposal. 


ADDENDUM—TECHNICAL MEMORANDUM 


The burden of the memorandum entitled “A Program for American Private 
Investment and Technical Assistance in Underindustrialized Areas” is to con- 
vey a new legislative measure for promoting our foreign economic policy by 
means of a tax concession. The proposal is necessarily presented in general 
terms and until there is substantial agreement that the proposal is worthy of 
serious consideration, the distribution of a detailed proposal for technical im- 
plementation of the general principles, including a draft of the necessary 
statutory provisions, would be premature. 

A rallying point for opposition to any tax concession with respect to foreign 
income, however, has been built around the professed technical difficulties of 
implementing such a concession. It is necessary, therefore, that there be some 
assurance offered at this time that if the proposal for a new legislative measure 
to promote our foreign economic policy is sound it can be technically imple 
mented. Accordingly, in this technical memorandum certain legislative and 
administrative procedures to be employed in the implementation of the pro- 
posal are offered in a general way for consideration. 

The possible major technical obstacles to satisfactory implementation of a 
tax concession to foreign income are the difficulties of framing statutory or 
administrative definitions of, first, income from foreign sources, second, under- 
industrialized countries, and, third, the kind of investment or technical assist- 
ance transactions which should be given a tax concession. 

It is for the purpose of avoiding these obstacles that a certification procedure 
is suggested in the main memorandum. This certification procedure is essential 
to the proposal. It obviates the need for use of the concept of foreign source 
income and the need for precise statutory definition either of underindustrialized 
countries or of the kind of investment and technical assistance transactions 
entitled to the tax concession. An administrative agency would particularize 
the definitions through flexible administration of the certification procedures 
under general guiding standards and criteria set up in the authorizing legislation. 


THE LEGISLATIVE FRAMEWORK 


The legislation should empower the President to designate the certifying 
agency. It would appear, however, that this is the logical role of the Depart- 
ment of States which alone possesses the information and competence necessary 
for the essential administrative determinations required in granting a certificate. 

Once the certificate is granted the Internal Revenue Service would be re- 
quired to accept it without question and permit the certified tax reduction in 
accordance with general regulations and practices for computing taxable in- 
come and tax liability. The IRS would not concern itself with the foreign 
economic policy considerations going into the grant of the certificate. Such 
a legislative and administrative framework would provide a flexible tax con- 
cession for accomplishing the purposes for which it was designed. Moreover, 
it would not be frozen into the Internal Revenue Code and would thus be easily 
terminable when its original purpose is accomplished. 

The statute itself would state the general purpose to be effectuated and the 
general scope of transactions to be covered, together with a general definition 
of new investment and technical assistance, including bona fide refinancing of 
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old investments and renegotiations of old license and technical assistance 
agreements. 

The statute could also specify the countries in respect of which a certificate 
may be granted, although it is not necessary that it do so, leaving this to the 
administrative agency. The certifying agency, however, should be given full 
authority te specify the amount of the tax-rate concession granted with a 
certificate, including complete exemption from tax. The statute would merely 
provide general standards to be observed, such as the nature of the investment 
or technical assistance involved, the essentialness of the investment or tech- 
nical assistance to the economic development of the underindustrialized country, 
the risks involved, the probabilities of whether a particular investment or 
technical assistance would materialize without tax concession, the cooperation 
of the underindustrialized country in encouraging American private enter- 
prise, etc. 

The statute should provide that when a certificate has been issued the tax 
concession granted is applicable to all of the income from the certified activity, 
regardless of what may be the source of the income under technical application 
of the usual concepts of source and regardless of how it is shared by related 
taxpayers, so long as the activity is effected in the manner set forth in the 
application for a certificate or an accepted amendment. 

For example, if a foreign subsidiary of a domestic parent has income from 
a certified investment or technical assistance agreement the tax concession would 
apply to the dividend received by the parent from its foreign subsidiary. If 
the foreign subsidiary has uncertified income or several kinds of certified income 
with different amounts of tax concession applicable, the tax concessions would 
be taken by the parent in respect of dividends from its foreign subsidiary on a 
first-in-first-out basis, as is presently done with respect to the derivative foreign 
tax credit. 

Another example would be the certified export of capital goods by a manu- 
facturing parent which sells through a domestic or foreign distributing sub- 
sidiary. The tax concession would be applicable to the total net income from 
the sale of the capital goods regardless of its source or whether it is earned 
by the parent or by its subsidiary or is shared by them, thus avoiding the 
difficult problems of determining source and of allocating income between the 
manufacturing operation and the foreign selling operation. 

There is also the problem of determining the net income from the certified 
investment or technical assistance to which the tax concession should be applied. 
This problem would arise whenever income from a certified transaction is only 
part of the total income of a taxpayer, thus necessitating allocation or appor- 
tionment of indirect costs and overhead. The determination of net income 
under such circumstances is properly a part of the audit procedure of the 
Internal Revenue Service. It is not at all an unfamiliar problem, since it 
arises on the audit of returns of taxpayers under present law in the case, for 
example, of a resident foreign corporation, a taxpayer on the completed con- 
tract basis, or a taxpayer having Government contracts subject to the Vinson 
Act. The statute should, accordingly, provide that the determination of the 
net income from a certified transaction to which a tax concession is applicable 
shall be administered by the Internal Revenue Service under its normal audit 
procedures. 

THE ADMINISTRATIVE FUNCTION 


Given a legislative framework as broad and general as suggested above, the 
main reliance for execution of the proposed inducement would be placed on 
the administrative function, as it should be. The modus operandi of the certi- 
fying agency is therefore a matter requiring consideration. 


1, Qualified private investment and technical assistance 


Pursuant to the legislative authority granted it, the certifying agency would 
certify specific or group activities which qualify for tax concession. The possible 
qualified activities could be divided into two broad categories: (@) New private 
investment and technical collaboration agreements, and (b) export of capital 
goods and industrial or agricultural requirements. 

(a) Private investment and technical collaboration agreements.—Subject 
to the requirement that it be new, private investment should include direct in- 
vestment and all types of loan and equity investments in industrial enterprises, 
whether undertaken directly or by government or private enterprise in the 
underindustrialized countries. Public or private securities of enterprises al- 
ready in existence or bonds of foreign governments for general revenue purposes 
should be excluded. 
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Again, subject to the requirement that they be new, technical collaboration 
agreements would include all or any combination of the following: (1) Licens- 
ing of patents, copyrights, processes, formulas, drawings, patterns, designs, and 
other forms of technological knowledge ; (2) rendition of managerial, engineering, 
scientific, or similar services; (3) training of foreign industrial managers, tech- 
nicians, and skilled labor, and (4) building, installation, and construction work. 

Investments and technical assistance agreements would be certified for tax 
concession on a case-by-case basis, pursuant to application by American enter- 
prise, in much the same manner as the investment-guaranty program and the 
certification of emergency facilities are being administered today. 

The certificate would have to be granted for a sufficient period of time to 
cover the activity or permit pay out of the investment or license. The 20-year 
period of the investment-guaranty program might be appropriate for the tax 
concession to investment and technical assistance agreements. During this pe- 
riod the degree of tax exemption originally granted could not be revoked by the 
certifying agency even though it finds during such period that a lesser degree of 
exemption is necessary or desirable to induce new activity of the kind. 

The certificate issued to a prime contractor should be framed to include speci- 
fied subcontractors furnishing capital goods or technical services or undertaking 
construction work in connection with the primary undertaking for private in- 
vestment or technical collaboration in the underindustrialized country. This 
procedure would be analogous to that during the war applicable to material 
priorities. 

It is believed that such a case-by-case approach to this category of business 
activities would not entail any great administrative burden for the certifying 
agency. The investment-guaranty program which is being operated on this basis 
has a staff of 6 persons—4 officers, 2 secretaries—for the purpose. The Office of 
Defense Mobilization presently has a staff of 8 persons for a similar administra- 
tive function in certifying emergency facilities for amortization under section 
168 of the Internal Revenue Code and in the period of its greatest activity in this 
respect had a staff of 110. 

(b) Capital goods, components, raw materials, and other industrial or agricul- 
tural requirements.—The export of American capital goods on a cash sale, credit 
sale, or rental basis to underindustrialized countries could best be handled by 
publishing lists of such goods qualified for tax concession with respect to the 
various countries. Such lists would be subject to periodic change. A similar 
administrative procedure is used under the Battle Act, and has been used else- 
where within the Government. 

Capital goods would not be difficult to list. They are goods which produce other 
goods or services. Machinery, equipment, and tools are examples of capital 
goods. Spare parts for and components of such equipment should be included. 
Sales of capital goods should be included even if exported as parts and assembled 
in the underindustrialized country. 

Raw materials and other industrial or agricultural requirements should be 
readily definable. This category would include ores, fuels, fibers, iron and steel, 
processed copper, heavy chemicals, fertilizers, insecticides, seeds, and similar 
commodities. Industrial laboratory and research equipment and supplies should 
also be included. 

An additional category of commodities which do not enter directly into indus- 
trial or agricultural production but contribute to the building of the human 
capital of the country through improvement in the health, training, and education 
of the people should also be listed by the agency. This category would include 
public health, medical and pharmaceutical commodities such as surgical instru- 
ments, hospital, laboratory, and research equipment and supplies, and antibiotics, 
DDT, and other essential drugs. Drugs essential to improve the health of the 
people of underindustrialized countries might pose a difficult problem of listing, 
but it is believed the pharmaceutical industry has a basis of classification recog- 
nized by members of the industry which might be adopted for this purpose, i. e., 
the distinction between ethical and nonethical drugs. The eligible list should 
not include aspirin, sleeping pills, tranquilizers, antihistamines, and similar 
products. 

Components should also present no great administrative problem. It is cus- 
tomary under a technical collaboration agreement for the establishment of a 
new industrial undertaking to begin manufacturing gradually in the underindus- 
trialized country. For example, a technical collaboration agreement for the 
establishment of a bus and truck factory will start off as an assembly-manufac- 
turing operation whereby the new factory will make the frames, bodies, uphol- 
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stery, and finish, but import the engines, transmission gears, and other parts 
difficult to manufacture. Only gradually over a period of years will it be able 
to manufacture the entire vehicle. The sale of the components under such cir- 
cumstances should be entitled to tax concession. 

Sales of components eligible for the tax concession should be limited to those 
pursuant to a technical collaboration or similar business arrangements with 
governments or private enterprise in the underindustrialized countries, the 
purpose of which is to establish an industry to manufacture the article in that 
country. It should exclude mere assembly or packaging operations by the 
exporter unless such operations involve capital goods as stated above. 

The tax concession on sales of components, other than components of capital 
goods, should therefore be administered by specific certification in connection 
with the certification of the technical-assistance agreement under which they 
are sold. 


2. Degree of tax concession 


Under the proposed legislation it is intended to have the certifying agency 
determine also the amount of the tax concession necessary to induce American 
private enterprise to undertake the business activities considered essential for 
the economic development of underindustrialized countries. 

This will first require a determination of which countries are underindus- 
trialized. Generally it would include all the countries of the non-Communist world 
outside the United States with the exception of Western Europe, Canada, Aus- 
tralia, New Zealand, and Union of South Africa. Italy and Japan would be mar- 
ginal cases. Final determination would be made by the certifying agency. Some 
countries might be included in the beginning but excluded later as they achieve 
a satisfactory degree of industrialization. 

The second determination will involve the degree of tax concession necessary to 
stimulate a substantial flow of American private investment and technical assist- 
ance to these countries. It should vary from country to country and may also 
yary within a particular country with regard to different business activities. 

For example, countries in Asia such as India and Indonesia, which receive very 
little American private investment and technical assistance should rate maximum 
tax concession, but countries closer to the United States which are already receiv- 
ing sizable amounts of American private investment and technical assistance 
would rate only partial concession. The purpose of the certifying agency should 
be to grant the degree of concession required to increase the flow of American 
private investment and technical assistance to a particular underindustrialized 
country receiving inadequate help from American private enterprise with its 
industrialization. 

The certifying agency could also vary the degree of tax concession with the busi- 
ness activity. Since technological (including managerial) knowledge and skills 
are the most important factors required from abroad for industrialization a 
greater concession might conceivably be granted such business activity than pro- 
viding capital goods through private investment, credit and export. A distinction 
could also be made among the various capital goods and industrial requirements. 
or example, Indians claim that they agreed to import 1 million tons of steel from 
Russia for their second 5-year plan because American steel manufacturers declined 
to take the order. To help a country like India in such a situation, maximum con- 
cession could be granted export of steel to India, whereas other exports of capital 
goods and industrial requirements may not require the same degree of concession. 

In some circumstances the certifying agency could simply grant a uniform 
concession for all qualified business activities in a particular country. The legis- 
lation should, however, empower it to differentiate so that the exemption could be 
a more flexible tool of foreign economic policy. 


CONCLUSION 


The use of the techniques outlined herein for implementation of the proposal 
set forth in the main memorandum would, it is believed, overcome the technical 
obstacles which have been put forward as impediments to satisfactory legisla- 
tion granting a tax concession to foreign income. These techniques have been 
employed elsewhere and have worked. Indeed, some of the criteria under which 
the broad and flexible administrative authority would have to be exercised have 
had to be employed also in other areas, for instance, in administering the guar- 
unty program and the financing of foreign activities by the Export-Import Bank. 
More administrative know-how would have to be developed as to what kind of 
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investment and technical assistance is beneficial to economic development of 
underindustrialized areas and new administrative know-how would have to be 
developed as to the amount of tax concession which is necessary or desirable in 
promoting such investment and technical assistance by private enterprise. This 
is a formidable but by no means an insuperable burden to place upon a competent 
administration agency. It is certainly no greater a burden than has been carried 
by the Office of Defense Mobilization. 

Our next witness is Mr. Paul D. Seghers. Mr. Seghers, will you 
come forward please, and although we know you quite well, will you 
give for purposes of the record, your name, address, and the capacity 
in which you appear ? 


STATEMENT OF PAUL D. SEGHERS, CHAIRMAN, FEDERAL TAX 
LEGISLATIVE COMMITTEE OF THE FEDERAL TAX FORUM, INC., 
OF NEW YORK CITY 


Mr. Secuers. Thank you. 
My name is Paul D. Seghers, attorney in New York City, aRpeMr: 
ing on behalf of the Federal Tax Forum, Inc., of New York City, a 
professional nonpolitical organization of attorneys, accountants, and 
privately employed heads of tax departments. 

The Cuarrman. Mr. Seghers, you are recognized for 20 minutes. 

Mr. Seauers. Thank you, sir. 

In this year of peril we feel that there can be no justification in 
asking for any reduction in taxes unless it can be shown that such 
action would actually strengthen the defenses of our Nation or of the 
free world as a whole. 

It is widely agreed that close and friendly business relations be- 
tween our country and the rest of the free world are of great aid in 
attaining this vital objective. 

We believe that the simplest, most economical, and most effective 
method of improving and strengthening such friendly relations is to 
encourage United States business to increase, as widely as possible, its 
activities abroad in commerce and industry. 

This can best be accomplished by eliminating United States taxes 
: —e income derived by corporations from such activities 
abroad. 

Tax relief for income arising from the manufacture in the United 
States of goods for foreign consumption is, I believe, very desirable 
from the viewpoint of our domestic economy, especially in the en- 
couragement of small business to produce goods for export. 

Such a tax reduction would be of great assistance in enabling our 
products to compete abroad on a more equal footing with goods pro- 
duced in other countries with lower-cost labor and Government aid of 
various kinds. 

I am all in favor of such tax relief, but that is not what we are 
recommending at this time. Our recommendations are directed pri- 
marily towards incentives to United States business to expand its 
activities abroad, by removing the burden of United States tax on 
income earned abroad by commercial and industrial activities con- 
ducted abroad. 

All such foreign income would, if this proposed change were made, 
still be subject to at least one United States tax, generally at United 
States surtax rates, when eventually distributed to any individual 
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stockholder who is a United States citizen or resident or, in certain 
circumstances, even a nonresident alien or foreign corporation. 

We are convinced that it would be far less costly, in proportion to 
its value to the economies of the United States and the countries with 
whom we deal, than any form of direct foreign aid. 

We likewise believe that the direct loss of tax revenue to the United 
States Treasury would be very low, because the Treasury, year after 
year, actually collects a smaller and smaller proportion of the total 
United States tax computed on income from foreign sources. 

This results from the fact that foreign countries are constantly 
increasing their own income-tax rates, to the point where the credit 
allowed to United States taxpayers with respect to such foreign tax 
absorbs and eliminates, to a greater and greater extent, any revenue 
to the United States Treasury from tax on such income. 

We are not in a position to furnish statistics on this very signifi- 
‘ant point—that is, the percentage of United States income tax, other- 
wise payable with respect to foreign-source income of United States 
corporations, which has been lost to the United States Treasury in 
each of the past 5 years by reason of the foreign tax credit, but we 
believe that the percentage of such tax actually collected by the 
Treasury has become less each year. 

Your committee tinthoditedty will, or already has, studied these 
statistics, available from the United States Treasury, which are es- 
sential to reach a conclusion as to the desirability and tax cost of 
adopting our basic recommendation—the complete elimination of 
United States tax on corporate income earned abroad. 

This basic change in our tax system would cure the present un- 
healthy situation in which foreign governments are now encouraged 
to increase their own income-tax rates, knowing that the United 
States Treasury, and not United States-owned businesses operating 
in such countries, will bear the ultimate burden of any such increased 
taxes levied by them on such business. 

With the correction of this condition, the governments of under- 
developed countries would have a greater inducement to offer tax 
incentives of genuine, long-range benefit to United States businesses 
undertaking industrial development or carrying on operations in 
such countries. 

Finally, we believe that there are few who would disagree with 
our conclusion that any measure which would increase the volume 
of activities and income of United States-owned businesses abroad, 
would produce tax revenue for the United States Treasury by increas- 
ing the volume of related United States business and profits. 

Our fundamental recommendation—elimination of United States 
tax on income from foreign business activities—and supporting 
grounds, were presented in our statements submitted to your commit- 
tee in September 1953 and March 1954, and to the Senate Finance 
Committee in April 1954. 

If your committee concludes that our basic recommendation could 
not now be adopted, we then recommend that the 14-point tax reduc- 
tion presently afforded United States corporations under the Western 
Hemisphere trade corporation provisions of the Internal Revenue 
Code, be extended to income from worldwide activities, including in 
such income dividends paid to such United States corporations by 
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controlled foreign subsidiaries out of business income derived by them 
from such activities abroad. 

While this would leave in effect the present system of taxation of 
income from foreign sources, with its complicated sree tax credit 
provisions, the loss of tax revenue to the United States Treasury ap- 
parently would be less than under our basic recommendations, and, at 
the same time, some incentive would be afforded to increased world- 
wide activities of United States business. 

Another alternative which would be helpful in accomplishing the 
desired objective would be to extend the 85 percent dividends received 
credit to include dividends received from controlled foreign subsidi- 
aries, to the extent derived from foreign business operations of such 
subsidiaries, or subsidiaries of such subsidiaries. 

The latter alternative would likewise leave all such income, earned 
abroad, subject to at least one United States tax, when distributed to 
individual stockholders who are United States citizens or residents, 
and, in certain circumstances, nonresident aliens and foreign corpora- 
tions. 

In connection with either of these alternatives, we strongly urge 
that the principle of allowing a United States credit for foreign taxes 
forgiven by foreign countries as an incentive to industrial develop- 
ment therein, which is embodied in the now pending tax convention 
between the United States and Pakistan, be extended generally, pref- 
erably by statute, to all such situations. 

We thank your committee for this opportunity to present the rec- 
ommendations of the Federal Tax Forum with respect to United 
States taxation of income derived from business activities in other 
countries of the free world. 

Questions from members of the committee regarding any points 
which are not entirely clear will be welcome and greatly appreciated. 
Permission is requested hereafter to file a supplemental statement, 
presenting at greater length our recommendations and grounds in 
their support. 

Whatever methods your committee may consider most desirable, 
we hope that it, and the Congress, will take some positive action at this 
session to encourage increased foreign activity of United States busi- 
ness, and thereby promote closer friendly business relations between 
our country and the other countries of the free world. 

Although we believe our basic recommendation to be the best of 
all methods we have considered for achieving this result, we would 
heartily support any other proposal or proposals which would, to 
some material extent, have the same result. All are agreed on the 
value and desirability of the objective. Let us hope that no differ- 
ences of opinion as to the means of attaining it will again prevent 
taking any step toward its accomplishment. 

Allow me to say that I have made this statement intentionally very 
brief, with the hope that if not all of the time is taken up by ques- 
tions from the members, I may still have an opportunity to add a few 
remarks. My hope was that such questions would bring more light 
to the subject than I would be able to accomplish by making a more 

lengthy statement. 

The Cuairman. The supplemental statement you suggest you would 
like to include in the record could be made available, could it not, to 
the clerk of the committee, by not later than February 7 ? 
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Mr. Sreuers. Yes, sir. 

The Cuairman. Without objection, Mr, Seghers may add to the 
record a supplemental statement. 

(The statement referred to was not submitted.) 

The CuarrMan. Are there any questions? 

Mr. Mason will inquire. 

Mr. Mason. Mr. Seghers, essentially you made this same argument 
or presentation 4 or 5 years ago to this committee, did you not? 

Mr. Sroters. Yes, sir. 

Mr. Mason. That is, in substance, 

Mr. Secuers. We made it as the logical primary recommendation, 
with little hope that it would be adopted. I have learned a great 
deal more since then as to why it should be adopted. We have not 
made in today’s appearance other recommendations which I likewise 
think would be desirable, but not appropriate in this particular year 
and circumstances. 

Mr. Mason. That is all, Mr. Chairman. 

The Cuarrman. Mr, Boggs will inquire. 

Mr. Boaes. Mr. Seghers, this morning we had some testimony, and 
Mr. Surrey was one of our witnesses this morning, when I asked a 

uestion about what they thought would happen if we gave no in- 
ducement for our companies doing business abroad, insofar as foreign 
aid was concerned. 

Is it fair to assume that if we do not encourage more investment by 
private enterprise abroad, that either we must increase foreign aid 
or turn these areas over to Russian penetration ? 

Mr. Secuers. I think that conclusion, as you stated it, is very ac- 
curate. I know you have visited various countries in South America 
and are aware of the conditions there, and know to what extent Amer- 
ican business contributes to their industrial welfare. If you were to 
destroy that industry it would not, of course, fold up overnight—the 
buildings cannot be removed, the machinery cannot be taken out of 
the country, it is not feasible. Distribution systems would shut down 
more quickly, because you do not have to pay salesmen if you have 
no goods to sell. It would very quickly wreck the country to remove 
the present inadequate but partial United States tax rehef which is 
afforded such business. 

If you were to wreck the economies of those countries, you would 
not have enough money in this country to fill the gap. It is not a 
question of how much you would have to give, but you would just 
wreck the economy and you could not make it up. 

If you took American industry out of most of the Latin-American 
countries, the United States could not afford to pay that gap out of 
foreign aid. 

Mr. Boees. As a matter of fact, the United States does not have 
any foreign-aid program for Latin America. 

r. Sxcrers. Well, you spoke of what could happen. 

Mr. Bocas. There was some reference made this morning to the 
Western Hemisphere Trading Corporation Act. Do you feel that 
that act has contributed to foreign investment abroad? 

Mr. Sroners. In the first place, I would like to point out that no 
one has ever heard me, in speaking of tax incentives for foreign busi- 
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ness, mention the word “investment.” I think that is a condemnation 
of the whole idea. 

What we are talking about is taxation of business activities abroad. 
We are not talking about investment. You think of a big, fat man 
cutting coupons or getting dividend checks. That is not what we 
are asking tax incentives for. We are asking for aids to operations 
abroad. 

I do know for a fact that the Western Hemisphere trade corpora- 
tion provisions have tremendously expanded such activities. ey 
have led businessmen to look into the question of foreign markets, to 
see how they could make money abroad and, by means of the Western 
Hemisphere trade corporation, keep a little larger percentage of that 
income, This is not a question of thaenr That is a fact. 

There was a questionnaire circulated which was so loaded that no 
businessman would dare to answer it otherwise than to say that of 
course he didn’t have any such dirty motives as saving taxes. That 
would never influence him to go into foreign business. 

But that was such a loaded questionnaire that there was a protest 
about it. Another questionnaire was circulated by the same people, 
and it was not loaded, and they got just the opposite answer, that of 
course businessmen were encouraged by tax incentives. If they were 
not, they would not be businessmen. 

Mr. Boggs. I do not mean to be an authority on the proposed treat 
between this Government and Pakistan, but I have heard some «4 
verse comments about that from Mr. Surrey this morning. 

Do you mind commenting on the proposed treaty ? 

Mr. Sxcuers. I would be happy indeed to have that opportunity. 
First of all, let us be frank about it. The really important thin 
about the Pakistan treaty is: Will that provision be used in the pend- 

ing Latin-American treaties? 

I think I can tell you from pretty good sources of information that 
you are not going to get Latin-American tax conventions, if you knock 
that out. You might have gotten away with a few. So far, after 
many, many years of effort, you only have one, the tax treaty with 
Honduras. You might have gotten a few more without tax sparing 
before the treaty with Pakistan was signed. It is true that the Senate 
turned it down, at Professor Surrey’s instruction. 

If you will read his testimony, you will see the sort of instructions 
that he gave to the Foreign Relations Committee. But the Latin- 
American nations are aware of what is going on, and they have seen 
that the State Department has approved such a tax-sparing provision. 
The Treasury Department has approved it. The newspapers an- 
nounced that it had been approved by the Senate Foreign Relations 
Committee, and then Professor Surrey was heard and the approval 
was withdrawn. 

I say that after that, the Latin-American countries have gotten an 
idea that here is something that will do them good. If the committee 
wishes, I will give them what goes around as gossip as to how Secre- 
tary Humphrey came to speak of that at the conference at. Rio. 

Mr. Mason. Will the gentleman yield for a moment? 

Mr. Boaes. I am finished. I cannot yield. I do not have the floor. 

The Cuatrman. Mr. Mason is recognized. 
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Mr. Mason. The word “instructions” which you have used, that 
Mr. Surrey was supposed to have given the Senate Finance Com- 
mittee, I, as a student of English, would say that that is a misnomer, 
You do not instruct the Senate Finance Committee. 

Mr. Secuers. Well, I would not. 

Mr. Mason. And Mr. Surrey would not. He gave them recom- 
mendations and facts upon which they acted. Let us forget that word 
“instructions.” 

Mr. Srcuers. Well, sir, I would be pleased to withdraw it. 

Mr. Boacs. Was it not the Senate Foreign Relations Committee ? 

Mr, Secuers. I had in mind that he told them that the Senate did 
not want to do this. It seems to me that a citizen ought to express his 
own views and not tell the Congress what it wants to do. 

Mr. Boggs. It was the Senate Foreign Relations Committee, not the 
Senate Finance Committee. 

Mr. Mason. I do not care what committee it was. You do not give 
instructions to a committee of Congress. 

The Cuarrman. Mr. Eberharter will inquire. 

Mr. Esernarter. I suggest that you resolve this little affair by sub- 
stitution of the word “suggestion,” for “instruction.” 

Mr, Secuers. I will gladly substitute the word for the record. I 
thought that a Harvard professor was used to instructing everybody. 

Mr. Krocu. Mr. Chairman? 

The Cuarrman. Mr. Keogh will inquire. 

Mr. Kroon. Mr. Seghers, first let me tell you that I am delighted 
to see you here today, and I tried to listen as carefully as I could 
to your testimony, which, I daresay, is probably a more correct de- 
scription of anyone talking to a committee. 

Why do you limit your first recommendation to foreign business 
income of corporations ? 

Mr. Secuerrs. I do that, Mr. Keogh, because any income that comes 
into a corporation is bound to be taxed again as it is distributed out 
to the stockholders; whereas, if you attempted to make provisions 
that would reach down to individuals and partnerships, in the first 
place you would make it extremely difficult, and, secondly, you would 
make it extremely complicated. 

By difficult, I mean to lay down a fair measure, and, secondly, if 
you did get it, it would be very complicated. The minute you limit 
the benefit to the point where it flows to the corporation, then you are 
sure that on the next step there will be a United States income tax as 
it is distributed. 

Mr. Kerocu. I wonder if you would be good enough to have the 
record of today’s hearing describe a little more fully, but not at length, 
the Federal Tax Forum in whose behalf you appear here. 

Mr. Sreeuers. That is a group of tax practitioners, men who find 
that there is little time for anything else in the world but studying 
taxes, if that is their profession. They are lawyers, accountants, 
executives of the tax departments of the big corporations. We have 
meetings once or twice a month during the year, at which there are 
technical talks and lively discussions between the members and the 
speakers. 








i 
\ 
} 





1242 GENERAL REVENUE REVISION 


Then we have one or two big meetings at which our attendance is 
usually a little more than twice our total membership, at which we 
have some outstanding Government officials or other important people 
speak to us. We have had Members of Congress, Senators and Con- 

essmen, also men from the Internal Revenue Service, from the 

ommissioner’s Office, address us. At that meeting we also have 
present some State men and other Internal Revenue men. It pro- 
motes better acquaintanceship and knowledge. 

That is the annual, big meeting. But during the year we have 
technical meetings at which we carefully discuss technical questions. 

Mr. Keocu. But the Forum is not subsidized by any interest or 
corporation ¢ 

Mr. Sreuers. By no one, and no one who ever appears for it. I 
think I can honestly say, and speaking for the Forum, as well as 
myself, we never recommend except what we think is best for the 
Nation. We never attempt to talk on a political level. Perhaps 
my talk today has de saviad further from that than any we have ever 
had, because I am talking about a recognition of the defense situation, 
which is unique in our history. 

But even here, we talk rather of the question of what is the best 
way to raise the burden of taxes to carry on the needs of the Govern- 
ment, and still not cut off desirable activities of business by such 
effort to raise revenue. We are technicians rather than politicians 
or economists. We try to talk on the technical level in general. That 
is why I have emphasized that the actual cost of the proposal I am 
making, for example, needs to be studied. 

I think your committee will find that what sounds like a very 
radical proposal would cost very little actual revenue, but would 
simplify the whole foreign tax structure. The Treasury is collect- 
ing only a very small percentage of the tax, computed on foreign in- 
come. It would be very interesting for this committee to obtain 
those figures. I cannot, as a private individual, obtain that 
information. 

Mr. Keocu. Thank you very much, Mr. Seghers. 

That is all, Mr. Chairman. 

The Cuarmman. Are there any further questions? 

If not, we appreciate your coming to the committee today, and 
the information you have given us. 

Our next witness is Mr. Stanley Ruttenberg. 

Mr. Ruttenberg, will you come forward and give us your name, 
address, and the capacity in which you appear, for the benefit of the 
record ? 


STATEMENT OF STANLEY H. RUTTENBERG, DIRECTOR OF RE- 
SEARCH, AMERICAN FEDERATION OF LABOR AND CONGRESS OF 
INDUSTRIAL ORGANIZATIONS 


Mr. Rurrensera. My name is Stanley H. Ruttenberg. 1 am direc- 
tor of research for the American Federation of Labor and Congress 
of Industrial Organizations. 

Mr. Chairman, I appreciate the opportunity the committee has 
made available for us to appear for a period of 40 minutes. I will 
try, because of the lateness of the hour and the number of witnesses 
yet to appear, to take less than the 40 minutes. 
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[ should like, if 1 might, Mr. Chairman, to read the first five pages, 
and then to proceed to quickly summarize the remainder of the state- 
ment. 

The CuatrmMan. Without objection, your entire statement and ap- 
pendixes thereto will appear in the record. 

Mr. Rorrensere. Thank you. 

The American Federation of Labor and Congress of Industrial 
Organizations is concerned with the Federal tax system as a whole 
and its effect on the entire Nation. This statement, therefore, will 
discuss major considerations of current tax policy : Its equity in terms 
of fairness to all segments of American society, its impact on our na- 
tional economy, the need for tax changes at the present time when 
rising unemployment is an increasing problem, the growing cost of 
meeting threats to the security of the United States, the necessity of 
paying - for the economic and social programs required by a growing 
and expanding population. 

Taxes on low- and middle-income individuals should be reduced by 

raising individual income tax exemptions by $100. A tax cut for low- 
and middle-income families of America is long overdue. 

This action can be taken without loss of revenue to the Federal Gov- 
ernment. More than $9 billion in revenue could be raised if this 
committee would conscientiously tackle the job of eliminating many 
of the special tax privileges and loopholes written into the laws over 
recent years. The growing cost of our military, economic, and social 
programs, as well as a necessary tax cut for low- and middle-income 
taxpayers can be met by closing the various tax-escape devices that 
have been allowed to permeate our tax system. 

In recent years the tax structure has become increasingly unfair. 
Sales, excise, and payroll taxes have made State and local taxes more 
regressive at the same time that the income tax has been constantly 
eroded at the Federal level. This combination has resulted in plac- 
ing a greater and greater degree of the tax burden on those taxpay- 
ers least able to bear it. 

In considering tax levies, however, one cannot ignore, as I am sure 
this committee cannot and will not ignore, current events in this Na- 
tion in relation to the rest of the world. 

The Russians have made great scientific, and perhaps even military, 
strides, with their sputniks in outer space and their reported IC BM‘s 
Many experts believe that the United States is behind the Russians 
in our missile program, as well as our satellite program. If we are 
net behind, we certainly are not ahead of the Russians. Most facts 
seem to attest to these conclusions. Consequently, large-scale ex- 
penditures for military defense of this country will have to be met, 
and the Congress will have to provide the necessary revenue to pay 
the costs of these military programs. 

Economic and social needs expanding: At the same time that the 
United States must meet these military costs, we are also lagging far 
behind in many fields of economic and social needs. A. growing 
population, caused by a higher birth rate, and a longer life expectancy, 
places many responsibilities upon Government. 

Our schools at all levels—elementary, secondary, as well as highe1 
levels of learning—are crowded. Teachers are underpaid. New 
school buildings, more teachers, and more pay for those teachers, 
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are a Vital necessity. In addition, our whole educational structure 
must be improved to encourage more and more youngsters to go 
beyond the secondary school level. 

ospitals, aid and assistance to the mentally retarded, health pro- 
grams, the development of roads and transportation facilities, care 
for the aged and indigent, are all important and necessary. 

Housing for low as well as middle-income families becomes more 
and more important. Growing problems of large metropolitan areas 
require action in such areas as slum clearance, urban renewal, et 
cetera, 

The costs of many of these programs must be borne by the Federal 
Government. 

Despite the current effort described in President Eisenhower's 
budget transfer of more and more of these programs to the States, 
expanded Federal responsibility through grant-in-aid programs, as 
well as direct aid and assistance, is needed if we are to meet these 
growing economic and social needs of our expanding economy. 

Many States cannot afford to meet the cost of these prograins. 
Others impose sales, excise, and payroll taxes in order to raise the 
revenues needed to meet the cost of some of the programs. This pro- 
cedure at the State level shifts the burden of taxes to those least able 
to afford it. 

The cost of these programs at the Federal level, combined with 
the costs of our military defense, means that taxes will have to re- 
main high. However, a growing and expanding economy, with an 
ever-enlarged income base from which to raise revenue, will enable 
us to meet much of the cost of these expanded programs. 

Recession developing in the economy: However, at this very point 
in time, the American economy is sagging; unemployment is mount- 
ing. Production and employment are dropping. Incomes are fall- 
ing. Inventories, sales, new orders for manufacturing, expenditures 
for new plant and equipment are all declining. 

The United States now seems to be experiencing a recession or a 
downturn. Call it what you want, it appears to be clear that it will 
be of more serious magnitude than the two previous postwar declines 
of 1949-50 and 1953-54. 

Might I say that I see nothing in the proposals of the econoiic 
report of the President, or in the budget message submitted earlier 
last week, that will in any way reverse what I consider to be the 
present economic indicators that are all pointing downward. 

To aid in halting this downward turn, tax cuts for low- and middle- 
income taxpayers, in the form of higher levels of income tax exemp- 
tions, are essential. This would strengthen consumer incomes, im- 

srove the ability of the great mass of American consumers to buy, and 
in a real sense improve the health of the economy. 

The resulting more prosperous economy will be better able to sup- 
port the heavy defense and military expenditures called for, or that 
should be called for, to meet the expansionist threats of the Soviet 
Union. A healthy, more prosperous economy can also meet more 
equitably the enlarged economic and social needs of a rapidly growing 
population. 

Tax adjustments: Granting tax cuts to low- and middle-income tax- 
payers need not reduce revenue. As a matter of fact, the economy 
would be strengthened if many of the weaknesses in our tax structure 
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were removed. The erosions in the tax base in recent. years have 
reduced revenue substantially at the same time the burden of taxes has 
been shifted to the low- and middle-income taxpayers. 

The Federal tax base must be improved both to insure the growth of 
the economy and to increase potential revenue. As a start, Congress 
should raise individual income tax exemptions from the present level 
of $600 per person to $700. 

The immediate loss in revenue can be more than offset by a bold ap- 
proach to eliminating the tax privileges granted in the capital gain, 
depletion allowance, dividend credits, depreciation, stock option, fam- 
ily partnerships and split income provisions which have been added to 
our tax structure in the past decade or more. 

The inequity of the tax base, the unfair burden on low- and middle- 
income taxpayers—at, the Feder ‘al, State, and local levels—would be 
improved in part by raising the level of Federal individual income tax 
exemptions. But at the same time, equity and revenue needs require 
closing the many loopholes in the law. Equity, economic growth, and 
potent: tial revenue needs would benefit: from such adjustments. 

Review of 1954 tax cuts: In 1954 the Congress overhauled the tax 
structure. The omnibus tax bill of that year, combined with the auto- 
matic tax cuts of January 1, 1954, were a backward, not a forward, 
step. The tax base was eroded substantially by many of the actions 
taken by Congress that year. 

A quick overall look at who received the tax relief in 1954 is shock- 
ing. With the help of our associates in the Washington office of the 
United Automobile Workers, we have calculated the effects of the 1954 
tax law on taxpayers at various income levels. 

This study shows, for example, that in 1954 the total reduction in 
individual income taxes came to $4.6 billion. This is referred to in 
the appendix. This tax relief was spread over 42.6 million tax- 
payers. At first glance, this seems to be a fairly generous average tax 
relief of $108 per taxpayer. 

However, a closer ook shows that the 3714 million taxpayers hav- 
ing adjusted gross incomes of less than $7,500 each received an 
average tax cut of $45 while the 18,700 reporting adjusted gross in- 
comes of more than $100,000 had an average cut of $19,300. 

This type of distr ibution of tax reductions means that the low- and 
middle-income individual’s tax burden becomes greater and greater, 
as more and more tax relief is given to the upper income group. 
This trend, not only in the Revenue Act of 1954, but in many of the 
revenue acts over the past 10 years or more, must be reversed. 

In this testimony we want to focus attention on changes in the 
Federal income tax, which continues to be the mainstay of the 
national tax system. 

Individual income taxes are responsible for an estimated 52 percent 
of the total revenues of the Federal Government during the current 
fiscal year. We want to demonstrate how changes in the tax laws 
approved by Congress in recent years, together with interpretative 
rulings by the Treasury Department, have had the effect of seriously 
undermining the entire foundation upon which the Federal income 
tax rests. 

The net effect of these changes has been to corrupt what used to be 
the simple, guiding concept of income tax levies—namely, that after 
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granting to each individual a basic exemption to cover his elemental 
needs, the remainder of each person’s income should be taxed accord- 
ing to the individual’s ability to pay. 
oreover, these special provisions and rulings tend to perpetuate 
each other. When one group in a particular business obtains a spe- 
cial advantage, others in allied or competitive industries are pressed 
to seek the same advantage for themselves. The result is a vicious 
pyramiding of demands by pressure groups for special favors which 
the Congress finds it difficult to resist. 

Careful examination of the individual income tax structure makes 
clear that the net effect of these special provisions has been to benefit 
the Nation’s higher income groups, particularly the recipients of 
dividends and capital gains income. These are the individuals who 
a benefited by this specialized legislation and interpretative 
rulings. 

It is widely recognized, for example, that the height of absurdity 
in this regard was reached in the famous amendment that took care 
of the late movie magnate, Louis B. Mayer. This amendment was 
specifically written to provide a tax benefit to only a single individual. 

Extending depletion allowances to oyster shells, sand, gravel, and 
other such items, or proposals to include income from turkey farming 
as a capital gain, simply undermine the whole tax structure. 

These are but a few of the many examples that could be cited as 
illustrative of the problem. 

We do know with certainty that very few of the changes in tax 
policy made since 1945 have provided any special benefits to the 
average worker or union member. We know from our own knowl- 
edge, and ample statistics are available to support our belief, that 
with regard to some of these special provisions, the average worker 
finds himself in the following position : 

At this point there is a discussion on dividend income, in which it 
is pointed out that the individuals receiving dividend income are 
those in the high income brackets of $100,000 or more, and that the 
skilled worker and unskilled worker and semiskilled worker, receives 
a very minor proportion of his income from dividends and interest. 

If one looks at the 1955 statistics of income, and the 1954 ones are 
quoted on page 6 of my statement, those statistics of income show that 
individuals with income of over $100,000 received 40.4 percent of their 
total income from dividends and interest, while individuals in the 
$3,000 to $5,000 bracket received 1.1 percent of their income from 
dividends and interest. 

The 1954 law provision of granting a 4 percent dividend credit and 
$50 dividend exclusion were obviously written into the law as special 
provisions to aid the wealthy individuals and the limited few who 
own stock. 

There next follows a discussion of depletion allowances. I need not 
go into this, except to simply say that the 1954 tax code covers almost 
everything in depletion allowances, except those items “derived from 
sea, water, air, or similar inexhaustible items.” 

For all practical purposes, this means that everything from A to 
Z in the metallic or nonmetallic minerals is covered in some form 
of depletion allowance. 
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I think we are all familiar with the case which, I am sure, has been 
brought to the attention of this committee many, many times, and that 
is that an individual between the years of 1948 and 1947 earned $14.3 
million, but he paid in taxes only $80,000, or 0.6 percent, because his 
income was generally in this area of oil and gas depletion. 

er an outstanding tax expert said, “The existence of this de- 
pletion-allowance provision undermines respect for our entire tax sys- 
tem.” That is not my statement, but it is from a respected tax expert, 
made before the Joint Economic Committee. 

There next follows a section on capital gains, which again points 
out that the recipients of capital gains are those individuals in the high- 
income brackets. Again the statistics of income for 1954 are used, on 
page 8, but the statistics of income, the preliminary ones, for 1955, show 
that instead of 22.7 percent of the income of those individuals at 
$100,000 or more coming from capital gains, actually 27.4 percent of 
their income is from capital gains, as contrasted to the $3,000 to 
$5,000 group that received less than one-half of 1 percent of its income 
from capital gains. 

Consequently, when such a provision is contained in the tax laws, it 
is designed to give tax relief to those in the higher-income brackets, and, 
as a mater of fact, one has to have a $32,000 income, or more, gross 
adjusted income or more, before he can even benefit to any extent at 
all from the capital-gains tax. 

There next is a discussion of the tax privileges for high-salaried 
executives. It refers generally to the problems of deferred compensa- 
tions, stock options, family saitsseteliite: and a host of other such 
advantages, including the witble very serious probleme of expense 


allowances, which, I gather, the Internal Revenue Service is now begin- 
ning to tackle, and which I am afraid needs considerably more money 
than it now has to enforce this in order to do justice to it. 

Business Week magazine in July 1955 said this: 


But once a man has arrived— 


and this is a discussion of the corporation executive— 


he can look forward to a gleaming future where some of the squeeze of taxes and 
inflation can be eased for him. There are myriad ways by which a company can 
help its varsity team escape the burden of taxes and the squeeze of living costs. 
It can be through deferred pay bonuses, stock-option plans, extra liberal expense 
allowances, a company car at all hours, or the use of the company plane or boat. 

It is quite clear that this is an area that could produce substantial 
revenue if we could get at it. 

[ think it has been estimated that for every dollar appropriated to 
the Internal Revenue Service for enforcement some $20 might result 
from enforcement. The estimate varies all the way from 5 to 20 dollars. 
Nobody knows. Substantial revenue, however, will come from increas- 
ing the appropriation for enforcement. 

There next is a discussion of family partnerships. I need not call 
to the attention of this committee what a family partnership does. 
One might look at the bottom of page 9 of my statement and see that as 
you include infant sons as partners in one’s family, the concept of split 
incomes is split even further, down to the level of the fourth person in 
the family, so that an individual with a $50,000 taxable income can save 
almost 50 percent in taxpayments by simply setting up a family part- 
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nership and including his wife and 2 children. Of course, there are 
certain restrictions on how this can be done, but one can get around 
it under the present revenue code without too much difficulty. 

_The next discussion relates to split income. This split income pro- 
vision was written in by the 80th Congress in 1948. There is no 
question but that it was done to the response of many people claim- 
ing that the community property States were having an advantage, 
and, therefore, you extend the privilege then held by 10 or 11 com- 
munity property States to all 48, and this eliminates the burden. 
The approach could have been easily just the reverse, so that you 
eliminate the community property privileges for the 10 or 11 States, 
as was done in the estate and gift tax, upheld by the United States 
Supreme Court. Instead of moving to split income, you moved toa 
ay. sa joint return, without splitting of income. The revenue 
involved here is over $3.5 billion, 

The one point which I want to make is that the savings are mostly 
for the high-income taxpayers under split-income provisions. In 
1951, 83.5 percent of all joint returns filed were for $2,000 or less tax- 
able income. The splitting of income does not help any taxpayer 
who has $2,000 of taxable income or less. Therefore, only 16.5 per- 
cent of all the joint returns filed showed reported taxable income of 
more than. $2,000, and they, therefore, were the only ones who bene- 
fited from the split income. 

Put another way, a person earning $5,000 per year can reduce his 
taxes about 2 percent by filing a joint return. A person receiving 
$100,000 a year can reduce his taxes 27 percent. Furthermore, the 
$5,000 a year man saves $80, and the $100,000 a year man saves 
$13,680. 

Put another way, a person with 20 times as much income saves 
171 times as much money in taxes. 

There follows a discussion on pages 10 and 11 of the withholding 
tax, and it is pointed out that the withholding tax is very effective 
against wages and salaries, because we do not have withholding 
against, for example, dividends and interest, but substantial amounts 
of dividends and interest go unreported on tax returns. 

A recent study covering the year 1952 shows that 13 percent of 
dividends, and 61 percent of interest income received was not reported 
on income-tax returns. A major loophole exists in this general] area, 
which ought to be closed. 

One might point out also that only 5 percent of wages and salaries 
were not reported on income-tax returns, and this is because wages 
and salaries are subject to withholding tax. While 60 percent of farm 
income goes unreported, 30 percent of entrepreneural income goes 
unreported on income-tax returns. 

Mr. Mason. I wonder if you would tell us who made that study? 

Mr. Rotrenserc. This study was made by 2 gentlemen, 1 by the 
name of Kahn and the other by the name uf Holland, both economists 
associated with the National Bureau of Economic Research, the or- 
ganization of which Arthur Byrnes, the former Chairman of Presi- 
dent Eisenhower’s Economic Council, was the director, and who is 
now the president of this organization, one of the most renowned 
research organizations in the United States. 
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I must quickly point out that Mr. Holland and Mr. Kahn, while 
on the staff of the National Bureau, did not do this study as ‘a Na- 
tional Bureau study, but did it for the Joint Economic Committee in 
the big compendium volume on this, which was 1955, I believe. It 
is contained in that big volume. It is a very illuminating piece of work 
that I would commend everybody to reading if they have not seen it. 

On pages 12 and 13, there is a discussion of a very important problem 
that seems to escape the attention of most of the public. We talk 
about having a 91 percent top bracket rate on all incomes above $200,- 
000 for single or $400,000 for married individuals, and, therefore, say, 
“Tsn’t this confiscation of large incomes?” But I point out, by looking 
at the statistics of income for 1955, that we see that of those indivduals 
with incomes of $1 million or more, and there were not very many, 
just 267 in 1955, 4 of these individuals did not even pay any tax, while 
the 263 that did pay tax averaged 35 percent of their total adjusted 
gross income, and did not pay the 80- to 90-percent rates which apply 
to the brackets of income in which they fall. 

Or if we just take the group with $100,000 or more, which repre- 
sents about eighteen or nineteen thousand taxpayers, their effective 
rate of tax in 1955 was 46 percent as against the scheduled rate of 
75 percent which applies on the first dollar of income above $100,000 
of taxable income. 

So there is a substantial difference between the scheduled rate and 
the rate actually paid by the taxpayer. This ought to be kept in mind. 

I would like to refer to one other set of statistics, and they relate 
to the dividend tax credit which the Congress granted in the omnibus 
tax bill of 1954. 

If one examines the statistics of income for 1955, one finds that there 
were 24 million taxpayers with adjusted gross income under ‘$3,000 
or only 1.2 percent of these individuals claimed any dividend tax 
credit. That averaged $17. But among the 21,000 returns with ad- 
justed gross income of over $100,000, over 90 percent of these individ- 
uals claimed an average tax credit that amounted to $2,700,000. 

Again I make the point which I made before in discussing who 
gets the dividends, that the dividend credit and exclusion provision 
of the 1954 act benefits those individuals in the high income brackets. 

On page 13 is a diseussion of the depreciation proposal, the depre- 
ciation provisions of the 1954 law, and it is pointed out that in a recent 
study made by the Machinery and Allied Products Institute, of which 
Mr. George Terborgh is the director of research, they found that it 
was to the advantage of all corporations to take the new depreciation 
method, because they would save taxes. This study said: 

It is normally worth while for a businessman to obtain his depreciation 
allowances as soon as possible, for the funds made available by the earlier tax 


benefits can be put to work in the taxpayer’s business and can earn a return 
pending their absorption by additional tax liabilities. 


In addition, this study by Mr. Terborgh’s says: 


Time is money, so that the money saved in lower taxes today can be put to 
work to pay higher taxes tomorrow. 

There is no question but that there is substantial loss in revenue 
resulting from this provision. As a matter of fact, the minority 
members of this Ways and Means Committee pointed out in their 
- 1954 report that some $19 billion over the next 14 years would be lost 
































































































































LS SRE EO IOI 9 
























































1250 GENERAL REVENUE REVISION 






in revenues as a result of the shift from straight-line depreciation to 
the sum of the digits, the proposal which became law. This averages 
out to be a loss in revenue of about $1,300,000,000 a year. 

I should just like to call attention to the fact that attached to my 
testimony here is a rundown of the specific proposals that could raise 
the needed revenue of some $9 billion to offset the very necessary cut 
in taxes which all taxpayers ought to get now by increasing the in- 
dividual income tax exemptions from $600 to $700. 

On page 16 I discuss very briefly a bill, H. R. 5551, which is before 
this committee, and which will be discussed in greater detail by rep- 
resentatives of the railroad unions on February 7. This is a proposal 
to exempt from income subject to tax the taxes which are now paid 
for old-age or railroad retirement benefits. This will be discussed, 
as I said, on February 7, by representatives of the railroad unions. 

On page 17 I outlined items of A through K, loopholes that could 
be closed to raise substantial revenue, starting all the way with the 
repeal of the income dividend provision of the 1954 law, raising 
roughly $400 million ; 

Requiring withholding taxes on the payment of dividends and in- 
terest, raising about $300 million in revenue; 

Repeal the excessive depletion allowances, as well as remove from 
such tax privileges many of the metals and minerals recently added, 
raising as much as $1,300,000,000 ; 

Tighten the capital gains structure by lengthening the holding pe- 
riod of long-range gains, and increasing considerably the 25 percent 
tax rate which now applies, as well as removing certain types of in- 
come which have recently been added to capital gains; raising about 
$1 billion; 

Repeal the depreciation provision of the 1954 law, which would 
raise about $1,300,000,000 ; 

Eliminate the split income provisions, raising over $3.5 billion, and 
probably closer to $4 billion ; 

Eliminate the family partnership provisions, which could increase 
revenue by $100 million ; 

Eliminate stock option plans, raising another $100 million in reve- 
nue; 

: Eliminate the carryback, carryforward provision of the corporate 
income tax law, which grants windfalls to purchases of corporations 
with heavy losses, raising revenues about $100 million. 

If one really tackled the estate and gift tax structure by combining 
the exemptions as well as reducing the total level of exemptions, elim- 
inating life estates and other such loopholes or escape hatches in the 
estate tax structure, one could raise as much as $1 billion. 

Let me conclude simply by saying, Mr. Chairman: I urge this com- 
mittee to give these recommendations careful consideration. We are 
confident that they point the way to a more equitable and effective 
system of taxation for the American people. 

Thank you at much. 


(The prepared statement of Mr. Ruttenberg follows:) 


STATEMENT BY STANLEY H. RUTTENBERG, DIRECTOR OF RESEARCH, AMERICAN 
FEDERATION OF LaBoR AND ConGress or INDUSTRIAL ORGANIZATIONS 


The American Federation of Labor and Congress of Industrial Organizations 
is concerned with the Federal tax system as a whole and its effect on the entire 
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Nation. This statement, therefore, will discuss major considerations of current 
tax policy: Its equity in terms of fairness to all segments of American society ; 
its impact on our national economy ; the need for tax changes at the present time 
when rising unemployment is an increasing problem ; the growing cost of meeting 
threats to the security of the United States; the necessity of paying for the 
economic and social programs required by a growing and expanding population. 

Taxes on low- and middle-income individuals should be reduced by raising 
individual income tax exemptions by $100. A tax cut for low- and middle-income 
families of America is long overdue. This action can be taken without loss of 
revenue to the Federal Government. More than $9 billion in revenue could be 
raised if this committee would conscientiously tackle the job of eliminating 
many of the special tax privileges and loopholes written into the laws over 
recent years. The growing cost of our military, economic, and social programs, 
as well as a necessary tax cut for low- and middle-income taxpayers can be met 
by closing the various tax escape devices that have been allowed to permeate our 
tax system. In recent years, the tax structure has become increasingly unfair. 
Sales, excise, and payroll taxes have made State and local taxes more regressive 
at the same time that the income tax base has been constantly eroded at the 
Federal level. This combination has resulted in placing a greater and greater 
degree of the tax burden on those taxpayers least able to bear it. 

In considering tax levies, however, one cannot ignore, as I am sure this 
committee cannot ignore, current events in this Nation in relation to the rest 
of the world. The Russians have made great scientific, and perhaps even mili- 
tary, strides, with their sputniks in outer space and their reported ICBM’s. 
Many experts believe that the United States is behind the Russians in our 
missile program, as well as our satellite program. If we are not behind, we 
certainly are not ahead of the Russians. Most facts seem to attest to these 
conclusions. Consequently, large-scale expenditures for military defense of this 
country will have to be met, and the Congress will have to provide the neces- 
sary revenue to pay the costs of these military programs. 


ECONOMIC AND SOCIAL NEEDS EXPANDING 


At the sume time that the United States must meet these military costs, 
we are also lagging far behind in many fields of economic and social needs. 
A growing population, caused by a higher birthrate, and a longer life expect- 
ancy, places many responsibilities upon government. Our schools at all levels— 
elementary, secondary, as well as higher levels of learning—are crowded. 
Teachers are underpaid. New school buildings, more teachers, and more pay 
for those teachers are a vital necessity. In addition, our whole educational 
structure must be improved to encourage more and more youngsters to go beyond 
the secondary school level. 

Hospitals, aid and assistance to the mentally retarded, health programs, 
the development of roads and transportation facilities, care for the aged and 
indigent, are all important and necessary. 

Housing for low as well as middle-income families becomes more and more 
important. Growing problems of large metropolitan areas require action in such 
areas as slum clearance, urban renewal, etc. 

The cost of many of these programs must be borne by the Federal Govern- 
ment, 

Despite the current effort described in President Eisenhower's budget, trans- 
fer of more and more of these programs to the States, expanded Federal 
responsibility through grant-in-aid programs, as well as direct aid and as- 
sistance, is needed if we are to meet these growing economic and social needs 
of our expanding economy. 

Many States cannot afford to meet the cost of these programs. Others 
impose sales, excise, and payroll taxes in order to raise the revenues needed 
to meet the cost of some of the programs. This procedure at the State level 
shifts the burden of taxes to those least able to afford it. 

The cost of these programs at the Federal level, combined with the costs 
of our military defenses, means that taxes will have to remain high. However, 
a growing and expanding economy, with an ever-enlarged income base from 
which to raise revenue, will enable us to meet much of the cost of these expanded 
programs, 

RECESSION DEVELOPING IN THE ECONOMY 


However, at this very point in time, the American economy is sagging; unem- 
ployment is mounting. Production and employment are dropping. Incomes are 
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falling. Inventories, sales, new orders for manufacturing, expenditures for new 
plant and equipment are all declining. The United States now seems to be 
experiencing a recession or a downturn. Call it what you want, it appears to be 
clear that it will be of more serious magnitude than the two previous postwar 
declines of 1949-50 and 1953-54. 

To aid in halting this downturn, tax cuts for low- and middle-income taxpayers, 
in 'the form of higher levels of income-tax exemptions, are essential. This would 
strengthen consumer incomes, improve the ability of the great mass of American 
consumers to buy and in a real sense improve the health of the economy. The 
resulting more prosperous economy will be better able to support the heavy 
defense and military expenditures called for, or that should be called for, to 
meet the expansionist threats of the Soviet Union. A healthy, more prosperous 
economy can also meet more equitably the enlarged economic and social needs 
of a rapidly growing population. 


TAX ADJUSTMENTS 


Granting tax cuts to low- and middle-income taxpayers need not reduce reve- 
nue. As a matter of fact, the economy would be strengthened if many of the 
weaknesses in our tax structure were removed. The erosions in the tax base 
in recent years have reduced revenue substantially at the same time the burden 
of taxes has been shifted to the low- and middle-income taxpayers. The Federal 
tax base must be improved both to insure the growth of the economy and to in- 
crease potential revenue. As a start, Congress should raise individual income 
tax exemptions from the present level of $600 per person to $700. 

The immediate loss in revenue can be more than offset by a bold approach 
to eliminating the tax privileges granted in the capital gain, depletion allowance, 
dividend credits, depreciation, stock option, family partnerships and split income 
provisions which have been added to our tax structure in the past decade or 
more. 

The inequity of the tax base, the unfair burden on low- and middle-income 
taxpayers—at the Federal, State, and local levels—would be improved in 
part by raising the level of Federal individual income tax exemptions. But at 
the same time, equity and revenue needs require closing the many loopholes in the 
law. Equity, economic growth, and potential revenue needs would benefit from 
such adjustments. 

REVIEW OF 1954 TAX CUTS 


In 1954 the Congress overhauled the tax structure. The omnibus tax bill of 
that year, combined with the automatic tax cuts of January 1, 1954, were a 
backward, not a forward, step. The tax base was eroded substantially by many 
of the actions taken by Congress that year. 

A quick overall look at who received the tax relief in 1954 is shocking. With 
the help of our associates in the Washington office of the United Automobile 
Workers, we have calculated the effects of the 1954 tax Jaw on taxpayers at 
various income levels. 

This study shows, for example, that in 1954 the total reduction in individual 
income taxes came to $4.6 billion. This tax relief was spread over 42.6 million 
taxpayers. At first glance, this seems to be a fairly generous average tax relief 
of $108 per taxpayer. 

However, a closer look shows that the 3714 million taxpayers having adjusted 
gross incomes of less than $7,500 each received an average tax cut of $45, while 
the 18,700 reporting adjusted gross incomes of more than $100,000 had an average 
cut of $19,300. 

This type of distribution of tax reductions means that the low- and middle- 
income individual’s tax burden becomes greater and greater, as more and more 
tax relief is given to the upper income group. This trend, not only in the 
Revenue Act of 1954, but in many of the revenue acts over the past 10 years 
or more, must be reversed. 

In this testimony we want to focus attention on changes in the Federal income 
tax, which continues to be the mainstay of the national tax system. 

Individual income taxes are responsible for an estimated 52 percent of the 
total revenues of the Federal Government during the current fiscal year. We 
want to demonstrate how changes in the tax laws approved by Congress in 
recent years, together with interpretative rulings by the Treasury Department, 
have had the effect of seriously undermining the entire foundation upon which 
the Federal income tax rests. 
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The net effect of these changes has been to corrupt what used to be the simple, 
guiding concept of income tax levies—namely, that after granting to each 
individual a basic exemption to cover his elemental needs, the remainder of each 
person’s income should be taxed according to the individual’s ability to pay. 

Moreover, these special provisions and rulings tend to perpetuate each other. 
When one group in a particular business obtains a special advantage, others 
in allied or competitive industries are pressed to seek the same advantage for 
themselves. The result is a vicious pyramiding of demands by pressure groups 
for special favors which the Congress finds it difficult to resist. 

Careful examination of the individual income structure makes clear that the 
net effect of these special provisions has been to benefit the Nation’s higher 
income groups, particularly the recipients of dividends and capital gains income. 
These are the individuals who have benefited by this specialized legislation and 
interpretative rulings. It is widely recognized, for example, that the height of 
the absurdity in this regard was reached in the famous amendment that took 
care of the movie magnate, Louis B. Mayer. This amendment was specifically 
written to provide a tax benefit to only a single individual. Wxtending depletion 
allowances to oyster shells, sand, gravel, and such other items, or proposals to 
include income from turkey farming as a capital gain simply undermine the 
whole tax structure. These are but a few of the many examples that could 
be cited as illustrative of the problem. 

We do know with certainty that very few of the changes in tax policy made 
since 1945 have provided any special benefits to the average worker or union 
member. We know from our own knowledge, and ample statistics are available 
to support our belief, that with regard to some of these special provisions, the 
average worker finds himself in the following position : 

1. Dividend income.—He owns little or no stock and thus obtains no benefit 
from the dividend exclusion provision or the special tax credit for dividend in- 
come, enacted as part of the 1954 law. Figures by the Federal Reserve Board 
from its 1957 Survey of Consumer Finances indicate that at least 90 percent of 
the average worker's income is obtained through wages and salaries. In the case 
of skilled workers, the figure is 94.5 percent. For semiskilled, 96.4 percent; 
for unskilled and service workers, 90.8 percent. The proportion of total income 
derived from rents, dividends, interest, and royalties combined is 1.5 percent 
for skilled workers, 0.4 percent for semiskilled, and 2 percent for unskilled and 
service workers.’ (Undoubtedly a large part of the 2 percent figure for unskilled 
workers consists of rental income, rather than dividends or interest. ) 

Special investigations into the amount of stock which workers own show that 
very few workers or their families own any stock in publicly held corporations. 
Federal Reserve Board studies show, for example, that in early 1957 the propor- 
tion of spending units owning stock in publicly owned corporations is only 6.6 
percent for skilled workers, 2.7 percent for semiskilled and 2.9 percent for un- 
skilled and service workers.” 

As a matter of fact, individuals with adjusted gross incomes of between $2,500 
and $5,000 receive only seven-tenths of 1 percent of their income from dividends 
and six-tenths of 1 percent of their income from interest—or a total of 1.3 percent 
of the income of this group is derived from interest and dividends.’ 

In contrast to this, individuals with adjusted gross incomes of $100,000 or more 
receive 37.7 percent of their income from dividends and 2.4 percent from interest, 
or a total of over 40.1 percent.’ 

In addition to looking at the receipt of income based upon statistics of income, 
it might be interesting to see who owns the stock in American corporations. 
The 1957 Survey of Consumer Finances,‘ made for the Federal Reserve System 
in cooperation with the survey research center of the University of Michigan, 
shows that only 11 percent of American families (spending units) own any 
stock whatsoever in publicly held corporations, This means that 89 percent of 
American families have no stock holdings at all. Of course, of those that do 
hold stocks, the greatest concentration is in the hands of those individuals 
with incomes of $10,000 or more. 


‘Source: Federal Reserve Board, unpublished data from 1957 Survey of Consumer 
Finances. Subject to considerable sampling error. 

*Board of Governors, Federal Reserve System, Distribution of Spending Units by 
Amount of Stock Within Occupation, 1957, table 2A—-156 (unpublished). 

°U. S. Treasury Department, Statistics of Income, 1954 Individual Income Tax Returns 
(preliminary), table 2. 
‘Federal Reserve Bulletin, August 1957, p. 894. 
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The 4-pereent dividend credit and the $50 dividend exclusion were written 
into the 1954 tax law as special provisions to aid the wealthy individuals and 
the limited few who own stock. 

2. Depletion allowances.—The average worker is not the proud owner of any 

oil wells. He cannot, therefore, avail himself of the very generous depletion 
allowance provisions of the tax law. Nor is he the owner of an establishment 
engaged in extraction of any type of mineral and metal, ranging alphabetically 
from asbestos to zircon, to say nothing of brick, clay, sulfur, gravel, and oyster 
shells—all of which are now covered, in one form or another, by similar if not 
} quite as generous depletion allowances. 
j The benefits derived from depletion allowances are enormous. In 1954, the 
average corporation paid 48 percent of its income in taxes, but in that same year, 
24 large petroleum companies paid only 22.6 percent of their income in taxes. 
Through depletion allowance deductions, these 24 companies were able to retain 
$645 million which otherwise would have reached the Federal Treasury. 

This is just one example of the 2714-percent oil and gas producers’ depletion 
allowance. The savings are proportionately less for the other industries whose 
depletion allowances run between the 2744 percent for oil and gas and the 5 per- 
cent for brick, clay, gravel, and other such building and construction items. As 
a matter of fact, the only excluded items from the 1954 tax code are derived from 
\ sea water, air, or similar inexhaustible items. For all practical purposes, there- 
fore, almost every metallic and nonmetallic mineral, from A to Z, is included 
} under the depletion allowances. 

Individuals, too, can benefit from the depletion allowance. In 1947, the then 
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f Secretary of the Treasury cited the case of a person who received an income 
j of $14.3 million between the years 1943 and 1947. He paid, however, only $80,- 
Fi 000—or six-tenths of 1 percent in taxes. 

i Provision for depletion allowances unquestionably aids only the big corpora- 
tions and the wealthy taxpayers. One very respected tax expert recently said: 
! “The existence of this depletion allowance provision undermines respect for our 
entire tax system.” 

3. Capital gains.—The average worker owns limited property, has limited 
savings, and retains these savings for security—not speculation. Consequently 
it is a very rare occasion when any worker receives capital gains income that 
would permit him to use the maximum capital gains tax rate of 25 percent. 

According to the 1954 Statistics of Income, individuals with adjusted gross 
incomes of $2,500 to $5,000 per year received only three-eights of 1 percent of 
their income in capital gains. On the other hand, those individuals with adjusted 
gross incomes of over $100,000 received 22.7 percent of their income in capital 
gains. 

Individuals having a taxable income of $5,000 pay an ordinary income tax 
rate of 22 percent. If they earn their income through capital gains, their tax 
is only 50 percent of that rate, or 11 percent. However, individuals in the $5,000 
bracket receive far less than 1 percent of thier total income from capital gains. 
Consequently, the benefit they derive from this type of provision is almost nil. 

On the other hand, an individual with taxable income of $100,000 who earns 
ordinary income above that amount would be subject to the ordinary rate of 
income tax—75 cents on each dollar. However, if this individual received capi- 
tal gains income, instead of ordinary income, he would be paying a tax to the 
Government of only 25 cents on every dollar, instead of the 75 cents. 

If an individual has a taxable income of $400,000, he would pay 91 cents on 
every dollar of additional ordinary income. But if the income is capital gains, 
the rate is only 25 percent. 

These are exceedingly generous tax provisions that give relief only to those 
who have capital gains income and, in the main, these are individuals with in- 
comes of $100,000 or more. 

4. Taz privileges for higher salaried executives——The workers about whom we 
are talking work for others for wages or salaries. As we have indicated, this 
is almost their sole source of income. Moreover, they have not attained the 
higher levels of management where certain special types of tax benefits come 
into play. For example, they do not receive any type of special expense allow: 
ance or any of the other nontaxable earnings supplements available to corporation 
executives. Among these are: Deferred compensation, stock option plans, fam- 
ily partnerships, and a host of other special advantages. As one authority has 
stated, in discussing such tax advantages at higher income levels, “Individuals 
have at their disposal company cars, planes, and boats for personal use; charge 
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off as entertainment expenses the cost of theaters, nightclubs, restaurants, base- 
pall games, boxing matches, and other sports events; take advantage of company 
facilities during vacations; and finance expensive pleasure trips abroad for 
themselves and their families.” ° 

Business Week’s July 16, 1955, issue said: “But once a man has ‘arrived’ he 
ean look forward to a gleaming future where some of the squeeze of taxes and 
inflation can be eased for him * * *. There are myriad ways by which a com- 
pany can help its ‘varsity team’ men escape the burden of taxes and the squeeze 
of living costs. It can be through deferred pay bonuses, stock option plans, 
extraliberal expense accounts, a company car at all hours, or the use of the 
company plane or boat.” 

5. Family partnerships.—Family partnerships are just one example of the 
kind of tax gimmick that permits wealthy individuals to reduce their taxes to 
the Federal Government. This provision allows a businessman, under certain 
circumstances, to make his infant sons partners in his business. He can, there- 
fore, combine his natural generosity with substantial tax reductions. 

The following table shows the tax bill of three different income groups and the 
effect of the family-partnership provision : 


Tax bill | Family tax | Family tax | Family tax 
Taxable income | (income not | bill (income | bill (income | bill (income 
divided in 2) | divided in 3) | divided in 4) 


divided) 
$50,000... $26, 820 $20,300 $16, 590 $14, 460 
$25,000... 10, 150 7, 230 6, 220 5, 740 
$10,000. - ae 2, 640 2, 200 2, 080 2, 040 


As the table illustrates, without a split income, the $50,000-a-year man would 
have to pay $26,820 in taxes. But the split-income provision reduces his tax to 
$20,300. By extending the idea to a family partnership, however, he can reduce 
his tax to $16,599 if he has one infant son. If he is lucky enough to have two 
infant sons, he can bring his tax down to $14,460. 

The $10,000-a-year man can reduce his taxes about 25 percent by sharing 
his income with his wife and two children on tax returns. But the $50,000-a- 
year man cali save almost 50 percent in tax payments. 

6. Split incomes.—In 1948, Congress granted another tax bonanza to the 
wealthy—the split-income provision. This gave a married couple the right to 
file a joint return and split their total income between them, even if only one of 
them had received income that year. This division resulted in a tax saving, be- 
cause the rates applied were on the lower brackets. 

For example, instead of paying the rate applicable to $10,000 a year, the couple 
could split the income, file a joint return on the basis of $5,000 apiece, and pay 
double the tax on $5,000 2 year, but less than the tax on one income of $10,000 a 
year. 

The saving, however, was mostly for higher-income taxpayers. In 1951, for 
example, 83.5 percent of all the joint returns filed were for $2,000 or less taxable 
income. Splitting of income does not help any taxpayer who has $2,000 of 
taxable income or less. Therefore, only 16.5 percent of all the joint returns filed 
received any benefit from split incomes. 

Another example illustrates how this arrangement helps the rich and how 
little it helps the middle-income taxpayers: A person earning $5,000 per year 
can reduce his taxes about 2 percent by filing a joint return: a person receiving 
$100,000 a year can reduce his taxes 27 percent. Furthermore, the $5,000-a-year 
wan saves $80 in taxes, but the $100,000-a-year man saves $13,680. In other 
words, the person with 20 times as much income saves 171 times as much tax 
money. 

7. Withholding tav.—These are a few of the special tax provisions that are not 
available to the average American worker. On the other hand, the average 
worker does find that his Government is very efficient in collecting from him all 
the taxes to which it is entitled. The American system of withholding income 
taxes from current wages is so ruthlessly efficient that there is no chance for the 
taxpayer to fall behind in his payments. In fact, this withholding tax collection 
system has been held up as a model for other countries whose citizens are more 
reluctant taxpayers than Americans. 


®*Pechman Joseph, Erosion of the Individual Income Tax. National Tax Journal, vol. 
X, No. 1, March 1957, p. 16. 
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However, let the record show that this model of efficiency applies only to 
income derived from wages and salaries. No withholding system operates with 
regard to dividends, interest, or any other type of income. As a result, it isa 
well-known fact that a far larger proportion of taxes are wrung from $1 of wages 
than from any other type of income. Only a minute proportion of wage income 
is not reflected in tax returns while far higher percentages for other types of 
income escape the eye of the tax collector. 

The most recently published figures on this question cover the year 1952 
and show that 95 percent of all wage and salary income was reported in that 
year’s income tax returns. The resulting 5 percent gap in reporting wage and 
salary income compared to 13 percent for dividends, 61 percent for interest, and 
30 percent for entrepreneurial income. These figures demonstrate that wage 
and salary income carries more than its fair share of the tax burden. While 
American workers recognize the necessity for the very efficient withholding 
system, they would appreciate it if the withholding system could apply with 
equal efficiency to all types of income other than wages and salaries. 

As a result of the withholding system, as well as the many special provisions 
benefiting higher incomes, the impact of today’s tax structure on American 
workers has become a problem for serious national concern. At one time the 
tax system extended certain favored treatment to income obtained by gainful 
employment, through the earned income credit eliminated in 1943. Now, how- 
eyer, the tax pendulum has swung completely around to the point where wage 
income occupies second-class status compared to other types of income. Certainly 
the special tax credit for dividend income, the failure to extend withholding 
beyond wage income, and the creation of numerous tax avoidance devices all 
testify to the manner in which wage income is penalized under our present tax 
system. 

SCHEDULED VERSUS EFFECTIVE TAX RATES 


We are well aware that many business groups and those with higher incomes 
will contest this point of view by pointing to the high rates of taxation which 
apply at the upper end of the income scale. They would, of course, be correct in 
saying that these rates are quite high. For example, the 50 percent rate applies 
at the $16,000 income level, and 75 percent at the $50,000 income level. 

However, the impartial tax analyst has to ask this question: Are these rates 
fact or fiction? Are they actually paid by higher income taxpayers? Or do they 
simply provide a facade of progressive taxation to hide the fact that upper- 
income taxpayers utilize a variety of tax avoidance devices to reduce substan- 
tially the impact of these scheduled rates? 

The Treasury Department’s statistics of income provides some insight into an 
answer to this question. For example, the 1955 figures report a total of 267 indi- 
viduals filing income tax returns with an adjusted gross income of $1 million 
or more. Total adjusted gross income reported by these individuals was over 
$550 million. However, 4 of these individuals did not pay even 1 cent in taxes 
to Uncle Sam. The tax liability of the remaining 263 amounted to $291 million 
or 53 percent of their total adjusted gross income. This is certainly a far cry 
from the 80 to 90 percent rates which on paper apply to incomes of this amount. 

Examining other high-income categories, it develops that for all returns 
reporting adjusted gross income over $100,000, the effective tax rate in 1955 
was only 46 percent. This contrasts to the scheduled rate of 75 percent and over 
for incomes above $100,000. 

The contrast between the scheduled rate and the rate actually paid confirms 
the value of the previously mentioned tax-avoidance devices available to upper 
income taxpayers. Another major reason for this discrepancy in tax rates is 
the split income provision which has the effect of cutting the top bracket rate 
for any married man to the rate which applies to only one-half his income. 

What has been happening is that the number of these special provisions has 
been growing, their impact in many cases has been expanded by Treasury rulings, 
and they have been utilized more heavily as their value becomes more widely 
known. The result has been a gradual but persistent erosion of the individual 
income tax structure until, today, taxes paid often bear little or no relation 
to the rates listed in the tax rate schedule. 

Moreover, every evidence points to the fact that recent events have intensified 
the shift in the tax burden away from the upper income groups. The 1954 law, 
for example, contained a number of new provisions of special benefit to higher 
income groups. In particular the special 4 percent tax credit for dividend 
income, as Well as the provision excluding from income the first $50 of dividends, 
of course provided benefits only to those receiving dividend income. 
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An examination of the 1955 statistics of income makes clear how the benefits 
of this dividend tax credit were distributed among taxpayers. Among the 
more than 24 million taxpayers with adjusted gross income under $3,000, only 
1.2 percent claimed an average dividend tax credit of $17. Among the 21,000 
returns with adjusted gross income over $100,000, over 90 percent claimed an 
average tax credit of over $2,700.° 

8. Depreciation.—In 1954, Congress revised the method used by corporations 
to write off the cost of new plant and equipment. Under the new provision, a 
business could write off two-thirds of the cost of new plant and equipment in the 
first half of the equipment’s life expectancy. Formerly, only one-half the cost 
could be written off in that period. 

The Democratic members of the House Ways and Means Committee in 1954 
estimated that the Federal Government would lose $19 billion over 14 years as 
a result of this writeoff provision. The estimates began with an expected loss 
of $375 million in 1955, and increased each year to $1,050 million in 1956, and 
reached a peak of $2,200 million in 1960. The total sum of $19 billion is quite 
a gift to the corporations in 14 years. If the revenue losses were averaged out 
over this period, they would amount to $1.3 billion every year. 

This change in the tax law raised considerable controversy. Those who op- 
posed the change, contended that it was not necessary to attract new investment 
and that it would result in a substantial loss of revenue to the Federal Government. 

Defenders of the change argue that the new method was necessary to stimu- 
late new investment and that any loss in revenue would be relatively slight. 

Former Under Secretary of the Treasury Marion B. Folsom, for example, 
minimized any loss of revenue by arguing that after the fourth or fifth year 
the Government would collect more taxes under the new methods than under 
the former system.’ 

A recent study throws some light on this controversy. The Machinery and 
Allied Products Institute, a trade association of machinery manufacturers, has 
carefully computed the effects of the new law under a variety of circumstances 
for a typical businessman.° 

The study makes it clear that there are important tax advantages to the 
businessman under the new law even though for any single piece of equipment 
the amount claimed as depreciation may be about the same over a period of 
years under the new methods as under the previous system. 

The study explains that it is normally worthwhile for a businessman to obtain 
his depreciation allowances as soon as possible for the funds made available by 
the earlier tax benefits can be put to work in the taxpayer’s business and can 
earn a return pending their absorption by additional tax liabilities later on when 
deductions are reduced. In conclusion, time is money, so that the money saved 
in lower taxes today can be put to work to pay the higher taxes tomorrow. 

How much saving is possible under the new law? The study concludes: “the 
aftertax rate of return * * * is 10 to 15 percent higher when the new writeoff 
methods are used for tax purposes than when the traditional straight line write- 
off is used,” making the use of the new methods almost a must for American 
management. 

The results of this professional study make clear that the new method of 
computing depreciation will, in fact, involve genuine tax advantages to the 
American businessman and, contrary to the expressed views of the Treasury 
Department, will mean a substantial loss in revenue to the Federal Government. 


PROMPT ACTION NECESSARY 


We have cited a number of reasons why we believe that the present tax 
structure is unfair to wage income and to low- and moderate-income families. 
Congress must move promptly to correct these inequities so that the American 
tax system can return to the fundamental principle that taxes should be levied 
according to ability to pay. 

In addition, there is another reason for prompt action on tax policies at this 
session of Congress. At the present time, even the optimists among the business 


® Special Analysis of Tax Credit Claimed for Dividend Income prepared by Washington 
staff, United Automobile Workers, AFL—CIO, from Statistics of Income, 1955 (preliminary ) 
full table included as appendix C. 

T Hearings before the Committee on Finance, U. 8. Senate, 83d Cong., 2d sess., on H. R. 
8300, an act to revise the Internal Revenue law of the United States, pt. I, p. 119. 

8’ Terborgh, George, Effect of the New Tax Depreciation Methods on the Parnings of 
Depreciable Assets, Machinery and Allied Products Institute, Washington, D. C, 
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forecasters have realized that the Nation’s economy is sustaining some severe 
blows. Industrial production has been falling while unemployment has been 
rising. The latest monthly figures estimate unemployment at 3.4 million for 
the month of December. From all the evidence at hand, particularly the trend 
in weekly unemployment insurance claims, it seems clear that the estimate for 
the current month will be in the neighborhood of 4 million. 

Prompt action must be taken at the national level to meet the causes of 
mounting unemployment. The AFL-CIO is urging a comprehensive program 
including extension of the minimum wage law to millions of workers not now 
covered, an energetic program to bring aid to the Nation’s surplus labor areas, 
and an accelerated housing program, stressing housing for low- and moderate 
income families. 

None of these measures, however, would provide any immediate significant 
boost to consumer purchasing power so badly needed at the present time. The 
most effective way to meet this need would be by a shift in tax policy which 
would lighten the tax burden of low- and moderate-income families by providing 
promptly for a lower rate of withholding income taxes. Such a move would 
give consumers greater income and thus provide an immediate stimulus to the 
economy. 

At the recent AFL-CIO convention in Atlantic City these questions of tax 
policy were discussed in formulating the organization’s tax program. For the 
benefit of the committee, the full text of the resolution on taxation adopted by 
the convention is submitted with this testimony as appendix A. 

Based on this resolution, we recommend to this committee that the Congress 
adopt the following changes in tax policy : 

1. Tag relief for low- and moderate-income families.—This is a basic need 
at the present time. While there are several ways of achieving this result, per- 
haps the simplest and most preferable would be, as a first step, to raise personal 
individual exemptions from $600 to $700. 

It should be noted that today’s personal exemption of $600 became effective 
in May 1948 and has not been changed since. Meanwhile, the average price 
level, according to the Labor Department’s Consumer Price Index, has risen by 
almost 19 percent. In other words, merely to equal the purchasing power of 
this basic exemption when it was set almost 10 years ago, the $600 figure would 
have to be raised to $713. 

2. Eliminate the requirement that workers pay income taxes on their con- 
tributions to Government retirement funds.—One very special tax problem of 
workers is the fact that the present law forces them to pay income taxes on 
their contributions to various Government retirement systems (old-age and 
survivors insurance, civil service, and railroad retirement). This is felt acutely, 
particularly by railroad workers who, under the railroad retirement program, 
contribute a larger proportion of their pay for this purpose than other groups 
of workers. This inequity should be eliminated by excluding these contributions 
from income for income-tax purposes and from wages for withholding purposes. 
We believe, however, that there should be an upper limit of $500 placed on the 
amount of contributions that could be thus excluded from income. We further 
believe that if Congress should apply this principle not only to contributions 
made by workers to public pension plans but also to contributions made by self- 
employed individuals to private pension plans, it is particularly important that 
the $500 limit be maintained. (See appendix B, attached resolution.) 

3. Ease the tax burden on small corporations.—This can be done by changing 
the two component rates of the corporate tax structure. Rather than a 30 
percent normal rate and a 22 percent rate on all income above $25,000, the 
normal rate could be lowered to 25 percent while at the same time correspond- 
ingly raising the surtax rate. The total rate would remain the same, but some 
measure of relief would be granted to small corporations. 

4. Recapture needed revenue by eliminating loopholes and tax escape clauses 
in the Federal income tawz.—We estimate that a total of $9.1 billion in revenue 
could be raised by the following measures: (The approximate amount of revenue 
to be recaptured is shown in parentheses after each item.) 

(a) Repeal the special tax relief granted to dividend income by the Revenue 
Act of 1954 ($400 million). 

(b) Require withholding taxes on the payment of dividends and interest 
($300 million). 

(c) Repeal excessive depletion allowances as well as remove from such tax 
privilege many of the metals and minerals now covered ($1,300 million). 

(d) Tighten the capital gains tax structure by lengthening the holding period 
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of long-range gains and increasing considerably the 25 percent tax rate. Remove 
from capital gains treatment the many types of income not originally included 
($1,000 million). 

(e) Repeal the new depreciation provision of the 1954 Revenue Act ($1,300 
million). 

(f) Eliminate the advantage given upper income married couples and heads 
of households by the income-splitting tax provision ($3,500 million). 

(g) Eliminate the family partnership provisions which are designed to reduce 
individual income taxes ($100 million). 

(h) Eliminate stock-option privileges designed to circumvent the payment of 
taxes ($100 million). , 

(i) Bliminate the carryback, carryforward provisions of the corporate in- 
come tax which grant special tax windfalls to purchasers of corporations with 
heavy losses ($100 million). 

(j) Make the estate and gift taxes a more effective source of revenue by 
eliminating life-estate provisions and by combining estate and gift tax exemp- 
tions as well as reducing the total level of exemptions. ($1,000 million). 

(k) Increase appropriations to permit strictest enforceme.t of our tax laws. 

Let me conclude by urging that this committee give these recommendations 
careful consideration. We are confident that they point the way to a more 
equitable and a more effective system of taxation for the American people. 


{ Resolutions Committee—Report No. 2 to the Second Constitutional Convention, American 
Federation of Labor and Congress of Industrial Organizations] 


APPENDIX A 


AFL-CIO ReEsoLutTion No. 189-——TAXATION 


The present tax system in the United States is working a serious hardship on 
all low- and moderate-income families, particularly families whose main source 
of income is wages. America’s tax structure has strayed far from the basic 
principle that taxes should be levied in accordance with ability to pay. 

Ever since the end of World War II, changes in tax policy have tended to 
shift the burden of taxation away from higher income groups to low- and 
moderate-income families. At the Federal level, there has been a steady erosion 
of the income tax base in favor of the higher income groups. At the State level, 
tax policy has been featured by the wholesale adoption of sales and other 
regressive tax measures whose burden falls heaviest on low- and moderate- 
income families. 

The present Administration and the Congress must share major responsi- 
bility for this serious turn of events in Federal tax policy. In particular, the 
1954 tax law which had been strongly urged by the Administration, was loaded 
in favor of special benefits for the wealthy. It created a special tax credit for 
dividend income, perpetuated and expanded the excessive depletion allowances 
in oil, gas and other natural resource industries, created a more favorable 
method of calculating depreciation for business, and developed many new tax- 
escape devices to fit the needs of wealthy families and individuals. 

Other escape devices in today’s tax laws include the adoption of income 
splitting which benefits only families whose income is $5,000 or over, the low 
rate of taxation on capital-gains income (as well as various special interpreta- 
tions that have extended the concept of capital gains to many types of income 
not originally included), and the tax treatment granted to stock options and 
family trusts. 

The net result of these tax-escape devices is to drastically modify the pro- 
gressive tax rate schedule applying to individual incomes. The fact is that the 
rates in the high income brackets are searcely ever paid by any individuals. 
For example, the latest Treasury Department figures covering the 1954 income 
tax returns state that a total of 201 individuals filed income tax returns with 
adjusted gross income of $1 million or more. Their tax liability amounted to 
only 55 percent of their total adjusted gross income, a far cry from the rate of 
approximately 80 percent which on paper applies to incomes of this amount. 

Examining other high income categories, it develops that for all returns re- 
porting adjusted gross income over $100,000, the effective tax rate in 1954 was 
only 48 percent. 

The effect of today’s tax structure is particularly inequitable for those whose 
major income is derived from wages and salaries. Only on wage income, for 
example, does the withholding tax system apply. While this efficient tax collect- 











1260 GENERAL REVENUE REVISION 


ing machinery makes certain that workers pay the full taxes on their income, 
failure to institute a withholding system for other types of income, particularly 
dividends and interest, is costing the Federal Government at least $300 million 
annually in revenue. 

The withholding system is responsible for the fact that only 5 percent of 
wage and salary income is not reported on the income tax returns. Yet, 13 
percent of dividend income, 61 percent of interest income, and 30 percent of 
income paid self-employed persons, goes unreported each year. This means that 
a far larger proportion of taxes are wrung frem each $1 of wages than from 
any other type of income. 

Workers and their families derive almost their entire income from wages. 
Recent figures by the Federal Reserve Board show that wage and salary income 
constitutes roughly 95 percent of all income of skilled workers, 96 percent for 
semiskilled workers, 91 percent for unskilled and service workers, and 92 percent 
for clerical and sales workers. The percentage of total income received from 
rents, dividends, interest, and royalties combined varies for the groups from 
3.4 percent for clerical and sales workers to 0.4 percent for semiskilled workers. 

Relatively few workers and their families own any type of stock or receive 
dividend income. Federal Reserve Board studies show, for example, that in 
early 1957 the proportion of spending units owning stock in publicly owned 
corporations is only 6.6 percent for skilled workers, 2.7 percent for semiskilled 
and 2.9 percent for unskilled and service workers. 

Thus, the average worker has not benefited in the slightest from the ad- 
ministration’s and Congress’ desire to lighten the tax burden on dividend 
income. Nor have workers gained much benefit from recent tax measures 
liberalizing certain types of deductions which the taxpayer can claim if he 
itemizes his deductions on his income tax form. However, most workers do not 
find it to their advantage to itemize their deductions but, instead, take the simple 
standard deduction. 

The worker’s main interest is in the tax rates he must pay and in the exemp- 
tions which are allowed him and his family. For these there has been relatively 
little change in the postwar period. The present inadequate exemption of $600 
became effective in May 1948 and has not changed since. Meanwhile, the 
Department of Labor’s Consumer Price Index has risen by over 18 percent, so 
that the $600 figure would have to be raised to $709 merely to equal the purchas- 
ing power of the $600 exemption set almost 10 years ago. 

Another special tax problem for workers is the fact that they pay income 
taxes on their contributions to various Government retirement systems (old age 
and survivors insurance, civil service, and railroad retirement). This is felt 
acutely particularly by railroad workers who, under the railroad retirement 
program, contribute a larger proportion of their pay for this purpose than other 
goups of workers. 

At the State level, it is certainly true that State governments find themselves 
hard-presed for new sources of revenue to meet the costs of services they are 
called on to provide. In the postwar era, however, the States have increasingly 
suecumbed to the seemingly attractive sales tax as a method of raising revenue. 
At the present time almost 60 percent of all State tax revenues come from 
general and selective sales taxes which levy the greatest burden on families 
least able to pay. 

The other side of the coin is the failure of State governments to adequately 
tax individual or corporate income. Even today, 17 States, including some of 
the most industrialized have no tax on the income of individuals. In fact, no 
new State income tax law has been enacted since 1937. A total of 16 States 
ignore taxes on corporate profits while in 13 States there is no levy on either 
individual or corporate income. Although 33 States now impose some form of 
levy on income, only 17 percent of total State tax revenue is derived from 
individual income and corporate profits taxes. 

The failure of most States to adequately utilize progressive income taxes 
based upon ability to pay is a victory for the business lobbies which dominate 
most State legislatures. While deliberately kindling fear among the people 
that employers will migrate to other States if the tax climate becomes un- 
favorable, they carefully conceal the fact that the deductibility provision of the 
Federal tax law allows the wealthier corporations and individuals to offset 
most of the nominal cost of a State income tax by a reduction in their Federal 
income-tax obligation. Furthermore, the established fact that employers make 
loeational decisions after weighing many factors other than the nature of a 
particular State tax system, is also ignored by the anti-income-tax lobbies. In 
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deed, the fact that several important and prosperous industrial States now 
secure between a third and more than half of their total tax yield from income 
taxes based upon ability to pay, demonstrates the falsity of the charge that 
use of progressive State levies results in business outmigration. 

Nonetheless, the business effort to blackmail the people into acceptance of 
greater use of regressive sales and payroll taxes at the State and local level, 
continues in almost every State and municipality. 

City and local taxes are even further divorced from the concept of taxation 
based upon ability to pay than the levies of the State. At the local level, the 
inadequate and inequitable property tax continues to be the major source of 
revenue. Furthermore, an increasing number of cities are now turning to the 
regressive tax on payrolls and local sales taxes as a means of supporting the 
growing need for expanded public services. 

In formulating tax policy, American workers and American unions are deeply 
conscious of the need for sufficient revenue at all levels of government. His- 
tory has shown that American workers are very willing indeed to pay their 
full share of the tax burden. This is particularly true at the present time when 
the need for revenue at all levels of government will be rising to meet the cost 
of new military programs, as well as the cost of additional needed govern- 
mental programs in such fields as education, health, housing, etc. 

American workers, however, are seriously concerned with the manner in 
which tax revenues are to be obtained. They insist that a tax system adhere 
to the basic principle that taxes be imposed according to ability to pay. It is 
time for America’s tax program to return to this basic principle: Therefore 
be it 

Resolved, That the AFL-CIO fight for a more equitable distribution of the 
tax burden through the following tax program: 

Federal tax relief for low and moderate income families.—There are several 
ways of accomplishing this purpose. Perhaps the simplest and more preferable 
route would be as a first step to raise personal individual exemptions from 
$600 to $700. 

Recapture needed revenue by eliminating loopholes and tax escape clauses 
in the Federal income tax.—Priority should be given to the following: The 
approximate amount of revenue to be recaptured is shown in parentheses after 
each item. 

(a) Repeal the special tax relief granted to dividend income by the Revenue 
Act of 1954. ($400 million.) 

(b) Require withholding taxes on the payment of dividends and interest. 
($300 million.) 

(c) Repeal excessive depletion allowances as well as remove from such tax 
privilege many of the metals and minerals now covered. ($1,300 million.) 

(d@) Tighten the capital gains tax structure by lengthening the holding period 
of long-range gains and increasing considerably the 25-percent tax rate. Re- 
move from capital gains treatment the many types of income not originally 
included. ($1,000 million.) 

(e) Repeal the new depreciation provision of the 1954 Revenue Act. ($1,300 
million. ) 

(f) Eliminate the advantage given upper income married couples and heads 
of households by the income-splitting tax provision. ($3,500 million.) 

(g) Eliminate the family partnership provisions which are designed to reduce 
individual income taxes. ($100 million.) 

(h) Eliminate stock option privileges designed to circumvent the payment 
of taxes. ($100 million.) 

(i) Repeal the tax-exempt status of State and local bonds. ($100 million.) 

(j) Increase the appropriations to permit stricter enforcement of our tax laws. 

(k) Eliminate the carryback, carryforward provisions of the corporate income 
tax which grant special tax windfalls to purchasers of corporations with heavy 
losses. ($100 million.) 

Eliminate the requirement that workers pay income tawes on their contribu- 
tions to Government rettirement funds.—At the present time, workers pay in- 
come taxes on income which they never receive, their contributions enforced by 
law, to the various Government retirement programs through the old-age and 
survivors insurance, civil-service retirement, and railroad retirement programs. 
This inequity should be eliminated by excluding these contributions from income 
for income-tax purposes and from “wages” for withholding purposes. At the 
Same time, we reaffirm our opposition to proposals which would allow self- 
employed persons the privilege of deducting any and all contributions made for 
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retirement under voluntary private pension programs in excess of $500 per year. 

Lift the burden of regressive taxes on low- and moderate-income families.— 
Repeal or reduce inequitable excise taxes at the Federal level, sales taxes at 
the State and local level and payroll taxes at the local level. At the State level, 
substitute more equitable personal and corporate income taxes in order to obtain 
more revenue to meet the growing demands for governmental services. 

The disproven argument of big business that progressive State taxes force the 
migration of industry out of the States must be fought with all the vigor at our 
command. Further development of Federal-State fiscal relationships, in the 
area of grants-in-aid combined with tax sharing, as well as tax deductibility, 
will diminish the effectiveness of this unscrupulous propaganda. 

Make the estate and gift taves a more effective source of revenue.—This can 
be done by eliminating life estate provisions and reducing the total level of 
exemptions. ($1,000 million.) 

Ease the tax burden on small business.—This can be done by changing the 
two component rates of the corporate tax structure. Rather than a 30-percent 
normal rate and a 22-percent rate on all income above $25,000, the normal rate 
could be lowered to 25 percent while at the same time correspondingly raising 
the surtax rate. The total rate would remain the same, but some measure of 
relief would be granted to small corporations. 

Oppose any constitutional amendment or legislation which would place a top 
limit on the power of any Government to tax individuals or corporations. 


APPENDIX B 


AFL-CIO Reso.uTiIon No. 1—Tax EXEMPTION 


Whereas the amounts deducted from the compensation of employees for the 
support of the social security, railroad retirement, and civil-service retirement 
systems do not constitute currently disposable income to the employees; and 

Whereas such deductions are imposed by law ; and 

Whereas the nature and extent of the benefits the employee or his survivors 
may eventually derive from such systems is contingent upon currently unascer- 
tainable future conditions ; and 

Whereas the incurrence of such deductions is a necessary expense of the em- 
ployee’s employment and private employer taxes for the support of such systems 
are deducted from income as necessary business expenses for income-tax pur- 
poses ; and 

Whereas the inclusion from income for income-tax purposes of the amounts 
so deducted is in essence an unfair tax upon a tax ; and 

Whereas the exclusion from income for income-tax purposes of the amounts 
so deducted would constitute general tax relief on the broadest possible basis 
primarily for the benefit of those least able to pay : Therfore be it 

Resolved by the American Federation of Labor and Congress of Industrial 
Organizations in convention assembled, That we endorse and urge upon the Con- 
gress of the United States the enactment of the bill H. R. 5551, 85th Congress, 
ist session, providing for the exclusion from gross income for income-tax pur- 
poses and from wages for withholding purposes the amounts deducted from the 
compensation of employees for the support of the social security, railroad retire- 
ment, and civil-service retirement systems: Provided, however, That the amount 
so excluded from gross income for income-tax purposes should not in any case 
exceed $500 per year. 

George M. Harrison, president, Brotherhood of Railroad Clerks 

G. E. Leighty, president, Order of Railroad Telegraphers 

W. A. Calvin, president, International Brotherhood of Boilermakers 
Jesse Clark, president, Brotherhood of Railroad Signalmen 

Milton Schoch, president, Railroad Yardmasters of American 

Jos. Springer, president, American Train Dispatchers Association 
James Tahney, president, Railroad Supervisors 

A. Philip Randolph, president, Sleeping Car Porters 

H. E. Gilbert, president, Brotherhood of Locomotive Firemen 

W. P. Kennedy, president, Brotherhood of Railroad Trainmen 
Robert Byron, president, Sheet Metal Workers 

A. J. Hayes, president, International Association of Machinists 
Gordon Freeman, president, International Brotherhood of Electrical Workers 
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Anthony Matz, president, International Brotherhood of Firemen and Oilers 
7T. C. Carroll, president, Brotherhood of Maintnance of Way Pmployees 

A. J. Bernhardt, president, Brotherhood of Railroad Carmen 

Michael Fox, president, Railroad Employees Department, AFL-CIO 

Ed. Miller, president, Hotel Restaurant Employees 

Wm. Fleete, president, Switchmen’s Union of North America 

James Campbell, president, American Federation of Government Employees ‘ 
Arnold Zander, president, State, County, Municipal Employees 

Russell Stephens, president, Technical Enginers and Draftsmen 

John Lyons, president, International Association of Ironworkers 

John Redmond, president, Firefighters 

Wm. E. Maloney, president, Operating Engineers 

Wm. BE. Doherty, president, National Association of Letter Carriers 

J. Cline House, prsident, National Federal of Post Office Clerks 

Harold McAvoy, president, Postal Transport Association 

Paul Nagle, president, Special Delivery Messengers 

Howard Coughlin, president, Office Employees International Union 


APPENDIX C 


Taz credit claimed for dividend income, 1955 


! 
Returns claiming dividend 

















credit 
|Total number) eee 
Adjusted gross incom» of returns 
filed Percent of | Average 
returns | credit 
filed | claimed per 

return 
Under $3,000 } 24, 119, 745 1.2 $17.00 
$3,000 to $5,000 16, 673, 644 | 2.7 25. 85 
$5,000 to $7,500 | 10, 934, 532 | 4.6 | 33. 45 
$7,500 to $10,000 | 3, 524, 918 10.1 44. 40 
$10,000 to $20,000_- | 1, 944, 285 | 31.0 | 78. 05 
$20,000 to $50,000 : | 521, 613 62.0 212. 30 
$50,000 to $100,000 | 77, 604 | 83.1 | 636, 25 
$100,000 to $200,000 16, 906 | 91.1 | 1, 668, 20 
$200,000 to $500,000 4, 028 | 93. 8 4, 026. 45 
$500,000 to $1,000,000 | 628 | 94.3 | 9, 390. 20 
Over $1,000,000... 267 90.7 33 504. 15 
Total. , 57, 818, 164 1 43.6 1 1,024. 00 

Under $5,000 and 
$5,000 over 
} 

Percent of returns filed _ - bers ; : ; : 70 30 
Percent of returns claiming benefits_. | 30 | 70 
Percent of benefits claimed sabes -| 6.5 93. 5 
Average benefit claimed per return. 4 $22. 35 $1 360. 40 


t 


1 Average. 


Source: Statistics of Income— Individual Income Tax Returns, 1955; Bureau of Internal Revenue. 
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APPENDIX D 
Who benefited, and how much, from the 1954 taw cuts in 1954 








Number of Amount saved Percent of 
Adjusted gross income taxable 
returns 
Average Total (cumulated) 
(Col. 1) (Col. 2) (Col. 3) (Col, 4) 
Thousands 

nk acted ecieena kininase dase nee eat 12, 681, 478 $16 $198, 592 4 
Cee G0 P00... weenie Ls 15, 469, 791 46 706, 350 20 
ee a eee ee 9, 443, 846 86 809, 999 37 
on ore arte entinn ered 2, 911, 393 137 399, 967 46 
SY SIS 6 creep cwapienccenelsseuevace 1, 215, 482 526 639, 660 60 
See RIOD Siok cons ok. ook st ic cel 368, 492 762 280, 629 66 
RD SS wtivenndspthueentenrmnnseet 291, 668 1, 472 429, 434 75 
$30,000 to dish tne dinate toraaenoseneptiee 161, 897 2, 464 398, 966 
Sob a Son ctncenscesecceencneay 70, 332 5, 597 393, 662 
$100,000 to Rng ais Stim atdbbin <bakecoedudaue 14, 809 7,499 111, 056 95 
$200,000 to ania heiatrlniilas dius sald tile wiespeliiecen oe 3, 234 61, 151 197, 763 99 
$500,000 to $1,000,000................-...-.-.-.-. 437 39, 17, 167 
PRTG katencscincadccsecscasence 201 176, 847 35, 546 100 

Mc dcaricerninsuapacds..ecaauies eee GR GR O00: buns sb cesas ety FOE. Vcccwecaguecel 
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Mr. Kroex. Mr. Chairman? 

The Cuairman. Mr. Keogh will inquire. 

Mr. Krocxu. Mr. Ruttenburg, permit me first to commend you for 
your obviously studied and comprehensive statement on the matters to 
which you directed our attention. 

May I ask you to refer to your paragraph No. 20n page 16% Permit 
me immediately to commend you for the inclusion in that paragraph of 
the self-employed individuals. 

I note, however, that you have made no reference to employee con- 
tributions to qualified pension plans. Have you any position on that? 

Mr. Rurrensere. It is not included, of course, in H. R. 5551. How- 
ever, to be consistent with the tax, eliminating from income for tax 
purposes the contributions made to OASI or the retirement program, 
it seems to me it would follow that one would eliminate the contribu- 
tions made to private pension programs. 

But I want to call your attention, Mr. Keogh, to one very important 
provision in that section, item 2 on page 16 of my testimony, that, while 
we do apply this to professional self-employed individuals, we suggest 
the contribution that is permitted to be deducted from income subject 
to tax not exceed $500. It is substantially different from a pro- 
posal which, I think, carries your name. 

Mr. Kroon. I understand that. But I also conclude from your next 
to the last sentence there that you tend to place a $500 maximum on the 
deferment allowed to the employee contributions to the various systems 
that you have outlined. 

I ask you whether, in view of the fact that under most, if not all 
plans—and certainly public pension plans—a retired employee is the 
recipient of a virtual tax-free gift of a sum equal to his personal 
contributions, are we equating justice when, with respect to the self- 
employed, who has no employer to make a contribution for him, we 
recommend the same dollar maximum for those self-employed as we 
do for the members of the public? 

Mr. Rurrenserc. I think we do equate it, Mr. Keogh, and equate it 
very well. 
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If one were to take the general approach, that you would exclude 
up to $7,500 of income 

Mr. Kroeu. I know of no pending proposal that would go to that 
figure. 

oy RutrenBerG. Well, to $5,000, There was a proposal a few years 

back that went to $5,700, 1think. Certainly the proposal now is about 
up to the neighborhood of $5,000. This tends to grant a kind of a 
retirement program to those individuals that is completely and sub- 
stantially greater than the retirement program which any individual 
working for private industry can get, that is, who is on a wage and 
salary basis, individuals under the OASI or railroad retirement plans. 

We would consider it unfair generally, and inequitable, for such a 
major amount to be permitted as a deduction from the self-employed. 

Mr. Kroon. Let me ask you this question: Have you given an 
consideration to the arithmetic of a proposal that permits a self. 
employed person to take a maximum dollar annual deferment of $500 
as to what the computation of his annuity upon reaching the age of 
retirement would be? 

Mr. Rurrensere. Well, such individuals could come under cover- 
age of the OASI program if they so chose, and they now are covered, 
except the doctors, I think. 

Mr. Krocu. As a matter of fact, with the exception of the rail- 
road retirement system, are we not tending in the direction of afford- 
ing OASI coverage to all those who are members of existing public 
and qualified private plans? 

Mr. Rutrenserc. I am not so sure. 

Mr. Kxoeu. Let us say that neither one of us are sure. But cer- 
tainly the trend is in the direction of coverage, affording, therefore 
that the public retirement system, or the qualified pension plan, will 
be in the nature of supplementary superannuation income. 

Mr. Rurrenserc. I would hope not. Of course, the reason why 
unions in 1949, and subsequently, engaged in collective bargaining 
provisions with the employers of this country to develop private 
retirement programs was because the existing Federal program was 
inadequate. I am sure that unions who thoroughly agree with any- 
body who made the general statement that if you could have all of 
the retirement program on a public program, this would be far better 
than some having just the public program and others having a public 
program supplemented by a private program. It would be far better 
for all concerned if the public program were adequate enough to cover 
everybody. 

Mr. Kroen. You are drawing me off into an area that I do not 
want to go into today. You did, however, anticipate my next ques- 
tion. That is this: I notice that you have not mentioned in your 
paragraph 2 on page 16 the plight of the pensionless employee. I 
wonder whether your organization has any recommendation with re- 
spect to them. 

Mr. Rutrenserc. The pensionless employee? 

Mr. Kroacu. I mean by that the employee of a corporation, partner- 
ship, or sole proprietorship, whose employer has not taken advantage 
of the provisions of existing law to set up a retirement system for its, 
theirs, or his employees. 

Mr. Ruttenserc. Of course, Mr. Keogh, the answer to this would 
have to take 3 to 4 different directions. One of the reasons for the 
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public assistance program provided for at the same time that the 
OASI program was enacted was to take care of just those people 
who were to be retired or who were already retired, who were not 
covered by any existing program. 

Mr. Krocu. Do you mean those in the changeover period ? 

Mr. Rurrenserc. Yes. 

Mr. Kerocu. But as you get further away from that, you will have 
more of those employees covered ¢ 

Mr. Rutrenserc. The hope is that as you get more and more people 
covered, and extend coverage, you will eliminate the type of an in- 
dividual whom you are referring to. This is why the unions have 
called for universal coverage under the OASI program. 

Mr. Kroc. But in addition to the coverage under that program, 
more and more of the employees are coming within the provisions 
of private retirement systems, the income from which will supple- 
ment their OASI payments. 

Mr. Rurrenserc. That is right. 

Mr. Kroon. Thank you very much. 

The Cuarrman. Are there any further questions of Mr. Rutten- 
berg ¢ 

Mr. Eberharter will inquire. 

Mr. Exernarter. On the numerous recommendations which you 
make, many of which I think are very worthwhile, I am happy to see 
that you recommend the passage of a bill which I introduced, which 
would repeal the dividend inclusion and dividend credit. That is one 
of the proposals that I am particularly interested in. 

I am happy to see the CIO and A. F. of L. in favor of my proposi- 
tion. 

Mr. Rurrenserc. We are behind it 100 percent, Mr. Eberharter. 

The Cuatrman. Mr. Herlong will inquire. 

Mr. Hertone. On page 12 of your statement, you state that 263 
people paid $291 million in taxes, or 53 percent of their total adjusted 
gross income. 

If you eliminated capital gains as a factor, what would the per- 
centage be ? 

Mr. Rurrenserc. Well, it would be higher if you eliminated capital 
gains. Let me put it this way: 

The reason it is 53 percent instead of considerably higher is not 
only capital gains, but depletion allowance income and income from 
State and local tax-exempt bonds, these being the major areas, al- 
though it could well be family partnerships, and it could be stock 
option plans. It could be a variety of things which reduce the level 
of the effective rate of income tax for this group with incomes of $1 
million or more. It could be a variety of things. 

The Cuatrman. Mr. Ruttenberg, on page 17, you bring your rec- 
ommendations into summary. 

I understand A, and B you say repeal excessive depletion allow- 
ance. Are you thinking now in terms of overall rate of depletion al- 
lowance of, let us say, 15 percent on oil and gas, and all other min- 
erals? Is that what you are advocating? 

If you repeal all depletion allowance in toto, you would bring in 
a lot more money than the figure that you used. 
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Mr. Rurrenserc. That is correct. That is why “excessive” is used 
and that is why below we say remove from such special tax privilege 
many of the minerals and metals that have recently been added. 

What we have in mind, specifically, in making this proposal, is that 
the 27.5 percent oil and gas depletion allowance certainly ought to be 
reduced to at least 15 percent, and that many of the others ‘that are 
at 22, and at 15, ought to be reduced progressively lower. Some of 
those that have recently been added, like oyster shells, sand and 
gravel, and others, added at the 5 per cent level, ought to be eliminated. 

The CuatrMan. Some of the so-called nonmetallics? 

Mr. Rutrensere. That is right. 

The Cratrman. You say at this time even the capital gains struc- 
ture, by lengthening the period of long-range gains, increases con- 
siderably the 25 percent tax rate. What holding period would you 
impose? 

Mr. Rurrenserc. I would specifically recommend that the 6-month 
period be extended to 12 months and the tax rate be upped from 25 
to 50 percent. That is the basis of the $1 billion revenue increase. 

The CuHarrman. And remove from capital gains treatment the many 
types of income not originally included. What do you mean? That 
you would eliminate the theory of capital gains to those situations 
not involving a capital asset, nor a sale or earnings change! 

Mr. Rurrenserc. Yes. 

The Cuarrman. Is that what you are talking about? 

Mr. Rurrensere. Recently there was a provision in terms of live- 
stock added to capital gains, was there not, and also income derived 
from harvestable crops, considered to be a concept of capital gains. 
These are the kinds of additions to capital gains which I would sug- 
gest be eliminated and not included. 

The Cuatrman. That, to you, is a proliferation of an idea? 

Mr. Rourrenserc. That is right. 

The Cuarrman. If we should do everything that you suggested, 
you point out that there would be some $9 billion on the plus side. 
Would your organization go along with the committee—and I think 
we are probably in the realm of theory right now—would you go 
along with the committee in establishing a rate on tax for individuals 
beginning at 10 percent and ending at 65 or 75 percent, which could be 
done if we do all the things that you advocate we do? 

Mr. Rurrensere. If these many tax-escape devices were eliminated, 
and that is a very big “if.” If they were, Mr. Chairman, we would be 
inclined to go along, depending upon the level of rev enue which was 
needed to meet the cost of our defense program, and the cost of our 
economic and social advances and improvements. We would go along 
with the general proposal to drop the whole rate structure progres- 
sively downward to adjust to this situation. 

But I say the very big “if” is that these tax devices and escape 
hatches be closed first. 

The Cuarrman. If we close only those that you have mentioned 
on page 17 and on page 18, it would be possible for us to have a rate 
structure on individuals beginning at 10 percent and ending at 65 
percent, and derive the same amount of money. that we get today 
under the existing structure of rates 
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Mr. Rourrenserc. That is right. And I think we would have a 
much healthier and certainly a considerably more equitable tax struc- 
ture if we did that. 

In other words, if we go back to the concept that the people receiv- 
ing the same levels of income should pay the same levels of tax. But 
now you can have individuals receiving $100,000 of income from 
State and local tax-exempt bonds and paying no taxes, and an in- 
dividual who is single, receiving $100,000 in wages, and he is paying 
an effective rate that would probably be close to about 40 or 45 per- 
cent, at $100,000, as against the individual who might get $100,000 
and is married, who would pay half of what the single fellow would 
pay, or who might draw capital gains and would pay still consid- 
erably less. 

We ought to go back to the concept that individuals at the same 
income level, receiving the same income, should pay the same tax, 
regardless of the source from which they place the income. 

e Cuamman. You place before us a rather large order in get- 
ting this done. 

Mr. Rorrenserc. I am sure of that, Mr. Chairman. 

The CHamman. Mr. Ruttenberg, we appreciate very much your 
appearance before the committee and the interesting testimony you 
have given the committee. 

Thank you very much. 

Your next witness is Mr. L. P. Boudreaux. 

Will you please give your name, address, and the capacity in which 
you appear, for the benefit of the record ? 


STATEMENT OF L. P. BOUDREAUX, CEDAR RAPIDS, IOWA 


Mr. Boupreavux. Mr. Chairman, my name is L. P. Boudreaux. I 
am auditor for Penick & Ford, Cedar Rapids, Iowa. I am here today 
representing the Iowa Manufacturers Association. 

he Iowa Manufacturers Association is composed of nearly 600 
manufacturing companies. Over two-thirds of them employ 99 per- 
sons or less. These companies represent the growing industrial 
strength of Iowa. They account for most of Iowa’s output of manu- 
factured goods. They provide jobs for the majority of wage earners in 
our manufacturing industries, and the aggregate of their tax pay- 
ments in support of the Federal Government is a significant figure. 

It is with this object in mind, that I appear before you gentlemen 
today; that is, to state our sincere concern with the impact of the 
present Federal income tax rate structure upon corporations, result- 
ing in an adequate level of savings out of current income. 

ay I say at the outset, that See taiien Iowa’s economy has been 
predominantly agricultural. Until recent years the primary source 
of income for most Iowans came from the agricultural sector of the 
economy. However, since 1940 there have been some significant de- 
velopments in Iowa, which merit consideration. 

During the period from 1940 to 1954, there was a 70 percent increase 
in capital input on the farm. While the total amount of land in 
farms remained practically unchanged, the number of farms de- 
clined—there being fewer farm operators managing larger farms. 
These changes took place due to increased capital input and because 
of significant improvements in production know-how on the farm, 
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such as, better seeds, livestock, equipment, and so forth. During this 
same period the number of workers in agriculture dropped about 16 
ercent. 

F This noticeable decrease in the demand for labor on the farm (dur- 
ing 1940-54 period) has resulted in a shift from full-time to part- 
time farming for some operators, and a declining farm population as 
farmworkers seek employment and income opportunities off the farm. 
In fact, during this period (1940-1954) the net migration from farms 
was 219,000 workers and their families. 

Naturally these Iowans have attempted to find employment oppor- 
tunities in Iowa towns and cities where there has been an increase in 
the demand for labor in the nonfarm sector. 

However, the increase in demand for labor in the nonagricultural 
industries has not, in the past, been great enough to absorb both the 
labor released from farming and the increase in the labor force result- 
ing from natural population growth. 

hus, many persons have migrated from Iowa to other States where 
employment opportunities have been more attractive and more plenti- 
ful. During the period from 1940-1950, nearly 200,000 Iowans mi- 
grated from the State. This was about 70 percent of the State’s 
natural increase in population during the decade. 

Specifically, in 1950 there were about 281,000 workers engaged in 
agriculture in Iowa. By 1954 the number so employed had decreased 
to about 261,000—a decline of approximately 7 percent. 

If this trend were to continue until 1965, there would be about 
214,000 workers on Iowa farms in that year. It is estimated that the 
farm labor force in 1965—including natural growth and without mi- 
gration from lowa farms—would be 404,000 workers. 

This is about 190,000 more than the number of jobs expected to be 
available. These workers will need to find jobs off the farm. 

Adding to the problem of surplus farm labor is the natural popula- 
tion increase, since births on lowa farms have been running high 
relative to deaths. This is a very serious problem to the future of 
Iowa. For it has meant that many of the youth of Iowa, after being 
educated within the State, are leaving for lack of job opportunities. 
Thus, the age composition of the population shifts out of balance, 
with the result that the nonworking or nonproductive sector of the 
population tends to increase relative to the productive age group. 

To the extent that the nonagricultural industries of Iowa are able 
to grow and carry out expansion programs for the future—thus pro- 
viding off-farm jobs for workers migrating from the farms—the 
aforementioned surplus farm labor problem will be mitigated. 

The increase in nonfarm job opportunities in Iowa has been greater 
than the natural population increase in the urban and rural nonfarm 
labor force during the 1947-54 period. However, the natural popu- 
lation increase on the farm coupled with the decreased demand for 
farm labor, has more than offset the growth in nonfarm jobs. Thus, 
expansion in nonfarm job opportunities has not been sufficiently lar 
to absorb all surplus labor in Iowa. And this situation in Iowa will 
become more acute unless something can be done to improve the 
availability of risk capital for Iowa’s small industries, thus enabling 
them to carry out expansion programs. 

This is the situation that we face in Iowa today. The principal 
limiting factor in drastically curbing this expansion in the nonagri- 
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cultural industries of Iowa has been the lack of adequate savings— 
both on an individual and a corporate basis. 

Iowa’s industrial leaders generally agree that the expansion pro- 
grams which have been undertaken since the end of World War IT 
have been largely the result of inflation. That is, in spite of the 
continuation of the wartime excessively high individual and corporate 
income tax rates at the Federal level, the capital formation which has 
occurred has resulted from the constant dilution of the value of our 
currency. Indeed, had it not been for inflation it is questionable 
whether this growth would have been possible under the present tax 
system which has so seriously limited personal and business savings. 

The source of the economic problem confronting Iowa manufac- 
turers today is quite basic. In our society of free peoples it is normal 
to experience growing demands for new and better products and serv- 
ices. It has been said that man’s wants are insatiable and, as such, 
are limited only by the scarcities of resources and the factors of pro- 
duction. Thus, it is true that, within these limitations and within 
the framework of free competition, this Nation has gained its eco- 
nomic greatness. 

But what has happened to us in the meantime? We have been 
experiencing what might be called creeping socialism, of which the 
most outstanding example is the present excessive rates of income 
taxation. 

To offer lip service to our great economic achievements on the one 
hand and at the same time smashing down the incentives of free men 
through tax exploitation on the other, is gradually suffocating the 
golden-egg-laying goose. 

If the Federal Government permits the combined rate of corporate 
income tax to remain at its present wartime high, then it will continue 
to prohibit the adequate accumulation of funds out of the current 
operations of small manufacturers; funds which are now so vitally 
needed in Iowa to finance expansion programs. 

In addition, the individual income tax rates are drastically dis- 
couraging the primary source of venture capital for our small Iowa 
manufacturers by taxing away the possible savings of individuals 
who otherwise could provide these necessary funds. 

Since competition has directed our dynamic growth as a Nation, 
is it not folly to destroy this priceless heritage? For if the fruits of 
successful competition are denied to the competitors, then these ven- 
turesome entrepreneurs have lost their incentive to compete. Herein 
lies one of the major causes for many of our recent small-business 
mergers. 

The manufacturers of Iowa, not unlike producers in other parts 
of the United States, have been willing to invest their capital and 
their energies in combination with the factors of land and labor in 
an attempt to produce goods and services which offer a better way of 
life. It is not surprising, under the present income tax structure, 
that the forces of growth are slowing down. 

Why, indeed, should an established manufacturer consider an 
expansion program ? It is amazing that he does, in view of the stifling 
Government income tax policy. Keep in mind that any expansion 
program will necessitate the investment of considerable time, effort, 
and risk capital, providing the latter can be found. 
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Then, if his plan is successful, the Government taxes away over 
half of every dollar. Individual income tax rates are even more con- 
fiscatory ; in fact, our current tax system makes a mockery of an indi- 
vidual’s effort to better himself—the harder a man works and the 
more he earns, the less his efforts mean to him. 

The manufacturers of Iowa are consciously aware of the adverse 
effects of the present corporate-tax structure; namely, the inevitable 
deterioration of our greatest national asset-—competition. We do, 
therefore, heartily endorse and strongly support the sound reform of 
the income-tax structure so ably presented by two members of this 
committee, Representative Antoni N. Sadlak, Republican of Con- 
necticut, and Representative A. S. Herlong, Jr., Democrat of Florida, 
in their identical bills. 

The members of the Iowa Manufacturers Association have asked 
me to take this opportunity to commend these men who have taken 
the lead in pointing the way toward a reasonable and moderate in- 
come-tax rate structure. We sincerely believe that through this pro- 
posed tax reform, small manufacturers will be able to accumulate 
adequate funds for expansion; these new investments will mean in- 
creased job Se for our people; and this will in turn, in- 
crease payrolls and thus consumer expenditures, and not to be over- 
looked are the increased tax revenues derived therefrom. 

Put differently, in addition to the direct stimulant to business im- 
provement, which was so capably analyzed by Representative Sadlak 
and Herlong, there would be a significant indirect economic growth, 
resulting from the multiplier effect; that is, any new investment ex- 

yenditure will increase the national income by several times the orig- 
inal investment without the damaging results of an inflation. 

The manufacturers of Iowa urgently need tax reform. Tax reform 
which offers moderation of the excessive and discriminatory income- 
tax rates is essential to the maintenance, improvement, and expansion 
of Iowa industry. 

The CHarrman. Thank you, sir, very much, for your appearance 
and the information you have given the committee. 

Are there any questions ? 

Mr. Mason will inquire. 

Mr. Mason. Your statement strikes me as an argument for small 
manufacturers, mainly. Is that true, that in Iowa practically all the 
manufacturers could be listed as small manufacturers ? 

Mr. Boupreaux. A great number of them, Mr. Mason. 

Mr. Mason. The majority of them ? 

Mr. Boupreaux. The majority of them. At least two-thirds are 
considered small manufacturers. 

Mr. Mason. And, of course, they are having the same trouble as 
small business all over the country, in the fact that they are in a 
straightjacket, they cannot accumulate enough profit of their own, 
because Uncle Sam takes it away from them, to expand, and they 
are greatly handicapped in trying to borrow because they cannot offer 
growing confidence. 

Mr. Boupreavx. Thank you, sir, for putting it in such fine words. 

Mr. Mason. Your story, sir, is exactly the same as many of the 
other stories that they have been brought before us, particularly in 
connection with small business. That 1s what I was struck by, your 
brief but concise statement of that fact. 








1272 GENERAL REVENUE REVISION 


That is all, Mr. Chairman. 
The Carman. Are there any other questions? If not, we thank 
ou, sir. 

7 Our next witness is Mr. Bert Thompson. Mr, Thompson, are you 
to be accompanied by Mr. Robinson ¢ 

Mr. Rogsrnson. I am Mr. Robinson. I will speak on behalf of both 
ofus. I will try to be as brief as possible. 

The Cuamrman. Mr. Thompson, you may come to the witness stand, 
if you wish. 

ould you identify yourselves? 


STATEMENT OF BERT THOMPSON, MANAGING DIRECTOR, JOCKEYS’ 
GUILD, INC., ACCOMPANIED BY C. RAY ROBINSON, ATTORNEY 


Mr. Rogsrnson. I am C. Ray Robinson, appearing here on behalf of 
the Jockeys’ Guild. Mr. Thompson is managing director of the 
Jockeys’ Guild. 

The Cuarrman. Mr. Robinson, you are recognized for 15 minutes. 

Mr. Kine. I think the chairman should know that Mr. Robinson is 
not a jockey, and, further, that he is an old friend and distinguished 
attorney in my State, a former colleague in the Legislature of Calli- 
fornia. I think it would be refreshing, inasmuch as he is bringing 
before us a new profession, as far as the Ways and Means Committee 
is concerned, and I hope that close attention will be paid to their 
pleading. 

The iediinheane: The Chair observed that Mr. Robinson appeared 
to be an outstanding person. I am pleased that you have confirmed 
the Chair’s observation by your statement. 

Mr. Robinson, you are recognized. 

Mr. Rosrnson. Thank you, gentleman. I might say that my in- 
terest in thoroughbred racing arose when I was a member of the 
California Legislature, and we legalized parimutuel betting in the 
State of California. Since that time it has been my privilege to have 
been national counsel for the Horsemen’s Protective Association, with 
33,000 members. 

At present I happen to be president of Golden Gate Fields at <Al- 
bany, N. Y., and recently agreed to represent without compensation 
the Jockeys’ Guild of America, by reason of their tremendous chari- 
table program which they have established for the benefit of these 
little men who are involved in an important industry in America. 

The Cuarman. Did you identify Mr. Thompson ? 

Mr. Roprnson. Yes. 

This is Mr. Thompson. He has spent his lifetime with the Jockeys’ 
Guild, being one of the original organizers, has grown with it, and 
is at the present time the managing director in America. 

There are some 1,200 jockeys in the guild, constituting some 99 
percent of the jockeys in America. 

I must admit that I find myself a little bit here where, I should 
say, the tail is wagging the horse, by virtue of H. R. 7608, being a 
general bill for athletes of all kinds. 

We come in here speaking not against anyone, but basically for the 
jockeys of America. This particular group starts out at some 14 to 16 
years of age to become jockeys. They, naturally, by their physique, 
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must be a rather unique type of individual to even qualify for the 
preliminary stages. apt 

Those first 2, 3, or 4 years are rough. Their compensation is very 
limited, and they are threatened continuously with the double jeopardy 
proposition of both injury and increase in work. } 

The average life of the jockey in America, and these figures are given 
to me by the Jockey’s Guild and I am sure they are accurate, the 
average riding life of the jockey in America today is 31% years. 

His average income is about $6,000 a year. We have at the top of 
this organization as trustees, Eddie Arcaro, Willie Shoemaker, Johnny 
Longden, Ted Atkinson, Johnny Adams, and a number of the other 
fellows who have done very well in their profession. 

They have dedicatcd not only their time but their money and their 
resources for the beneuct of the less fortunate members of this particular 
group and profession. 

The guild has spent over $500,000 of their own money looking after 
their own members. At the present time we have a number of para- 
plegics, and the deaths continue to mount. At the present time, 
Arcaro’s leg is in a cast and Johnny Longden has not been on a horse 
for months and months and months. So the injury end of it hits the 
big as well as the small, and out of it all comes a situation where, tax- 
wise, they have not been able, by virtue of the tax picture, to save and 
retain in the good years something so that it will carry them over in the 
other years. 

This bill tha, provides generally for a 15-percent exemption, I say, 
should be very seriously considered by your group. 

I would be hopeful that you could have for your individual con- 
sideration the position of the jockey himself and himself alone, be- 
cause despite whatever merit there may be to the other athletes, he 
is in an unusual and a particularly exceptional category. 

I have spoken to the Honorable Mr. King, and to one of the other 
members of your committee about sendin film back here to the com- 
mittee, rather than one of these memorandums which I was supposed 
to prepare, which I assure you would probably have been very dull to 
you. 

I want to take the liberty and have the privilege of sending back to 
you a moving picture which we will get from the film patrol records 
of the various tracks, which will be the official pictures, in which we will 
‘en together some 30 or 40 accidents in which these various injuries 
rave taken place. 

Unfortunately, some deaths will appear. You will have an oppor- 
tunity of seeing the physical hazard that exists every time these boys 
go to the post. On top of that, so far as life insurance is concerned, 
they are denied for all practical purposes life insurance by virtue of 
the extra risk. That again takes them out of the ordinary category 
that a moving-picture actor, a baseball player, or something of that 
kind would be in. In other words, I do not disparage their position, 
but I say we are a separate position beyond the one that any ordinary 
athlete enters into. 

You might say: “Well, what is the importance to America of this 
particular group? What do they contribute?” 

There are some 32 million people who attended the races in America 
last year. There was some $150 million in taxes paid to various 
States, the 27 States which enjoy, in my opinion at least, the bene- 
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fits of thoroughbred racing. There was some $10 million paid to 
the Federal Government on the amusement-tax end of the Federal 
taxation in these particular projects. Without the jockey, there can 
be no racing, and he is contributing to the pleasure, to the taxation, 
and to the employment of many thousands of people. When we had 
the Tanforan strike, a check was made and there were some 5,000 
people put out of employment. It seems to me that that little indi- 
vidual who has no place to go, when he is injured or when he becomes 
overweight, other than hot-walking horses, should be given an op- 
portunity to save in the good years, limited though they are, that he 
may have something to provide for himself in the future. 

It would be the policy of the guild, and I think this is important 
to a committee of this kind, to say to you that we would do every- 
thing that is humanly possible if this benefit was given to see that that 
money was preserved, either in the form of an annuity or something 
of that kind that would guarantee to him the benefits which he is 
entitled to, rather than simply giving him that much more money to 
spend at a particular time. 

I could talk a bit longer on this. IT will be happy to discuss it with 
you. 
~ Concerning Mr. Thompson here, there is no finer authority in the 
world, there is no more sincerely interested man in his fellow man, 
than Bert Thompson. 

It is not for the Arcaro, it is not for the Longden, it is not for 
the Shoemaker, that we are talking. It is for those fellows who are 
making the $6,000 a year for a period of 31% years, and then who are 
out hot-walking horses, despite the fact that in those 314 years some 
might have had $100,000 or $150,000 a year income which they might 
have disbursed. 

Their expenses are high. They have to go into a given area in a 
peak season. When the racing season is on in Florida, their living 
quarters are high, they pay their agent, they pay their valet, and they 
pay. all of their other expenses. 

hey are making a contribution to America, and I think they are 

entitled to some consideration, as small as it is here, that will make 

ossible their continuation as respectable citizens after either their 
injury or their elimination from the competitive field. 

I appreciate the nice thege that have been said here, and I a 
preciate the opportunity of being here, particularly considering the 
hour that it is. 

The CuHamrman. Mr. Thompson, do you have anything to add to 
the very fine statement made by Mr. Robinson ? 

Mr. Tuompson. I think Mr. Robinson has covered the ground thor- 
oughly. I would like to thank you gentlemen for having us here 
today. Any time that I can come before you with a couple of the top 
riders of America to show you these pictures, [ would be very happy to 
do so. 

Thank you. 

The Crarrman. Mr. Eberharter will inquire. 

Mr. Exsernarrer. Are jockeys paid regular wages at any time, or 
are they paid only when they obtain a mount? 

Mr. Rosrnson. They are just paid when they get a mount. If they 
do not get a mount, they receive no compensation. 

If it is Longden or Arcaro, for instance, they are just out. They 
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are out of business. Their expenses continue, with the exception of 
the percentage that they will pay to their agent or their valet. Other- 
wise, their expenses continue whether they have mounts or not. 

Mr. Exseruarrer. It occurs to me that they are covered by social 
security. Are they ? 

Mr. Rozsrnson. The jockeys’ guild has a master policy with Lloyds 
of London that gives death benefits. 

Mr, Epernarter. I am thinking of the Federal Social Security 
System. 

Mr. Roptnson. They do not enjoy the benefits of Federal social 
security at this time. 

The Cuarrman. Why would they not be covered as self-employed 
individuals under social security at the present time ? 

Mr. Rogsinson. Mr. Thompson says that they have to take it out. 
themselves, each one individually, by virtue of the fact that he is in the 
category of an independent contractor. So, mechanically, I assume 
that has been rather difficult to do. 

The Cuairman. I think, Mr. Robinson, it would be well for you to 
check further into that, because the social-security law is applicable on 
a compulsory basis, depending upon the earnings of an individual, 
whether he is employed or self-employed, except that earnings from 
the medical profession are not subject to the tax. But everyone else is 
included for coverage now. If they will make as much as $6,000 a 
year, the first $4,200 of their income would be subject to the social- 
security tax. They would really be in violation of the law if they 
were not paying that tax. Iam sure they are paying it. 

Pardon me, Mr. Eberharter. 

Mr. Exsernarrer. That was all I had. 

The Cuarrman. Mr. Keogh will inquire. 

Mr. Krocu. Mr. Robinson, do I undertsand your proposal correctly 
that it is to afford them a deduction of 15 percent of their gross 
income ? 

Mr. Rosrnson. That is what the bill that is introduced here, H. R. 
7609, provides. I have just recently come into this particular phase of 
it. I have no particular formula that we would offer as being a sole 
remedy or anything of that kind. 

We offer the problem and ask for your assistance, advice, and guid- 
ance, and cooperation toward what we consider to be a justifiable 
request. I intend to give some time to it. I have been thinking in 
terms of perhaps additional insurance investment. The suggestion 
made by your chairman, in social security, may be fruitful. But the 
thing should be met. 

Mr. Krocu. I appreciate that. So that the record may be clear, I 
have long been an advocate of an extending of the privileges and possi- 
bilities for everybody in the country further to provide for his super- 
annuation, especially when during the productive period of his life he 
is the recipient of earned income. 

But I am wondering if you have given any consideration as to what 
would happen with the 15 percent, we will say. Willi that just be 
available to the individual? Will he have it available to dispose of 
then? Is he under any requirement or restriction to make sure that 
that does go to take care of him in his old age? 

Mr. Rogrinson. I think that is a legitimate inquiry. It is one that 
comes to me when I am dealing with minors, or when you are in per- 
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sonal injury awards. I think the court ought to know whether the 
money is going to be protected, whether it is going to go for what it is 
being received for, and it is something I have always religiously tried 
to provide for. 

believe here, as I suggested, that the Jockeys’ Guild would cer- 
tainly give to this group and to the Congress their absolute pledge 
that they would do everything humanly possible to see that this sav- 
ing went for the pu for which it was asked. ‘These people, by 
virtue of the fine les ership that they have had, from the top jockeys 
and from men like Bert Thompson, the sympathetic and human lead- 
ership, have been very, very loyal when somebody is in trouble and 
so on down the line, or when they are told to do something, they do it. 

I would think there would be some way that that money could be 
earmarked, and I assume that that is what you have in mind, so that 
it would be certain that it would go for this benefit. 

Mr. Krocu. Let me ask you as a matter of interest this question: 
What happens to retired jockeys ? 

Mr. Rosrnson. It is a rather sad situation. If you go on what we 
call the back stretch at the racetract, you see lots of them there who 
were former greats, and who are doing what we call hot-walking 
horses or doing menial tasks of one kind or another. A few have gone 
into training. 

Willie Modider, young Vance Longden, and others of that type, 
have gone into training. But the trouble is that most of them start 
out so early that they do not have a basic education that qualifies them 
for any particular type of business. The rest of them—I do not like 
to use the word, because they are all good people—they seek a level 
around the racetrack that certainly is not one that makes their fellow 
jockeys, like the Shoemakers and Arcaros and Longdens, happy to see 
them there. That is why they are contributing their time and money, 
to try todosomething An industry as big as racing, and as big as it 1s 
to the United States, should look after this particular phase of it, 
which is one that does not make any of us either at the head of a track 
or at the head of a guild happy, to see these boys in the shape they are 


The Cuarrman. Mr. Eberharter will inquire. 

Mr. Experuartrer. Mr. Robinson, some States do not permit legal 
horseracing, that is, parimutuel. I am from Pennsylvania, you un- 
derstand. 

Mr. Roprnson. Yes. 

Mr. Exsernarter. I am wondering if the States that do have pari- 
mutuel betting could collect money in taxes, it would seem to me that 
that would be the approach. 

Mr. Rogrnson. I think that is certainly a legitimate suggestion, and 
one which we intend to follow up. By the same token, the Federal 
Government, overall, does receive a very substantial benefit from the 
admission taxes and that type of tax, insofar as the racetracks are 
concerned, as well as the individual States receiving it. 

There are some 27 States that have legalized parimutuel betting. 

The Cuarrman. Are there further questions? 

If not, we thank you gentlemen for your appearance and the in- 
formation you have given the committee. 

Mr. Rosrnson. Thank you very much. 

Mr. TuHompson. Thank you. 
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The Cuarrman. Our next and final witness today is Mr. Thomas 
Stack. 

Please give us your name, address, and the capacity in which you 
appear, for the benefit of the record. 


STATEMENT OF THOMAS STACK, PRESIDENT, NATIONAL RAILROAD 
PENSION FORUM 


Mr. Strack. Mr. Chairman, my name is Thomas Stack. I reside 
at 1104 West 104th Place, Chicago, Ill. I am president of the Na- 
tional Railroad Pension Forum, Inc., an organization chartered under 
the laws of the State of Illinois as a nonprofit group to educate the 
rail workers of this Nation on retirement problems and secure from 
Congress remedial action to ensure their independence when they 
retire, and to frame our national law known as the Railroad Retire- 
ment Act in accord with their views. 

Forum membership comprise union and nonunion employees of the 
railroads and mostly our retired workers who have no other repre- 
sentation, and all those who come under the Railroad Retirement Act 
and its jurisdiction. 

I will be glad to file my statement on the record, and just comment, 
to save time, on the highlights of the statement. 

The Cuairman. Without objection the entire statement will appear 
in the record. 

Mr. Strack. All officers of our group are veteran railroad employees 
with backlogs of long railroad employment. I had 38 years with the 
rails until t was drafted for the position I now hold, early in 1947, 
when certain amendments were forced upon employees that were ill- 
advised and deemed very detrimental to their interest. It was under 
this atmosphere that the National Rail Pension Forum was born. 

Committees of Congress and members of both parties are familiar 
with our activities ever since. Regarding this tax exclusion bill, H. 
R. 5551, which we are very opposed to, I think that many members 
of this committee attended the hearing on July 3, 1956, when this 
subject was first aired before your committee. Representatives of the 
Treasury Department made it very clear that a similar bill provided 
the equivalent to allowing the employees a current deduction from 
gross income tax of an amount equal to the taxes paid, that certain 
obligations of the Government must be met, and that benefits would 
be assessed in the final analysis. 

We are treading on thin ice in this respect, and under no circum- 
stances do we want at any time our benefits to be taxed. 

I would refer you to page 542, continuation of the hearings on rail- 
road retirement legislation of May 9, 1957, before the Senate Labor 
and Public Welfare Subcommittee. It gives some fine statistics 
on supplementary pension systems today in vogue on American rail- 
roads. Some 868,000 employees are coyered by those plans. There 
are 174 plans in all, of which 46, with 250,000 employees, place no 
restriction on membership beyond employment with the company. 
There are 19 with 80,000 members limiting their employees with taxes 
on earnings in excess of amounts creditable under railroad retirement, 
and 83 plans with 28,000 employees coverage are limited to rail execu- 
tives, salaried employees, and those not covered by labor contracts. 
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But in every case, benefits under those plans are subject to income 
taxes, even though the employee contributes to such plans. 

Under our present system of taxation, in the Bell Telephone Co., 
and various subsidiaries that have corporate pension systems, there 
the employees pay income taxes over and above what they have paid 
in toward their retirement system. 

In those supplementary pension systems, and they have ranged from 
21 to 174 at present on the railroads, because our railroad retirement 
is entirely inadequate, most of those pensioners have to pay income 
tax on their pensions over and above the taxes they paid or contributed 
toward those supplementary pensions. 

We have today in this country 87 millionaires who are in the 91- 
percent bracket. We have 263 who receive incomes of $200,000 or 
more. If they agree on this tax exclusion bill, there is no reason 
why these millionaires, and those gentlemen getting $200,000 or more, 
can contribute their excess profits into a retirement system of their 
own in which they will not have to give the Government any taxes, 
but the result would be that they would come out with a greater pen- 
sion in many cases than they could earn today under our present in- 
come-tax system. 

This feature, as you will recall, was brought up also in the Senate 
hearings by some of the railroad vice presidents that commanded a 
bigger salary than the leaders of their own industry because of that 
take-home pay, and they were in the lower brackets, where the presi- 
dents of the railroads were in the $100,000 or greater bracket and 
received less take-home pay. 

On August 7, 1956, the President signed into law S. 3616, the interim 
increase on rail pensions and annuities. Much has been said about 
the deficit in the account caused by this 10 percent increase in bene- 
fits, but the meat of the President’s remarks received little publicity. 
His remarks in full are published on page 312 of the Senate hear- 
ings on railroad retirement of last year. The fourth paragraph reads 
as follows: 

It has been proposed that the burden of higher employee payroll taxes might 
be offset through a special exemption which would exclude employee contribu- 
tions from income tax and from tax withholding provisions of present law. 

Neither such a device nor other Federal contributions, whether directly 
or indirectly made, would be equitable. This was made clear when the ad- 
ministration opposed the proposal the time of its recent consideration in the 
Congress. 

It would amount to an indirect assessment of the rest of the community for im- 
provements in the retirement system for a single industry. 

Well, gentlemen, that makes it very clear as to how the administra- 
tion feels regarding this tax exclusion bill. We have some 1,847 
group leaders throughout the United States. We have taken a poll 
among those leaders; 89.9 percent of them were against this tax ex- 
clusion bill. There were 7 percent of them who failed to declare 
themselves; the balance were in favor of the bill. 

They were mostly men in that station of life where they saw they 
could get individual benefits, and, consequently, favored the bill. 

But the majority of our railroad men today are against the bill. 
As I say, if we have this bill enacted into law, or it is favorably con- 
sidered by the committee, it will cost our Federal Government con- 
siderable money. I heard from the Treasury Department that the bill 
would cost on social security alone $700 million in deficit revenue. 
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From the self-employed it could cost. $117 million in deficit revenue. 
From the civil service it would cost $126 million, and on railroad re- 
tirement, $63 million. 

That is the deficit to the Federal Government if this bill is enacted. 
Gentlemen, the hour is getting late. 1 know you will all want to ask 
questions, so I think I will conclude with those remarks on my state- 
ment. If there are any questions, I will be glad to answer them. 

(The statement referred to follows :) 


STATEMENT OF THOMAS STACK, PRESIDENT OF THE NATIONAL RALLROAD. PENSION 
Forum, INc., CHICAGO, ILL., IN OPPOSITION TO THE TAx ExcLusIoN BIL_ H. R. 
5551, ET AL. 


My name is Thomas Stack. I reside at 1104 West 104th Place, Chicago, Il. 
I am president of the National Railroad Pension Forum, Inc., an organiza- 
tion chartered under the laws of the State of Illinois as a nonprofit group to 
educate the rail workers of this Nation on retirement problems and secure from 
Congress remedial action to ensure their independence when they retire, and 
to frame our national law known as the Railroad Retirement Act in accord 
with their views. 

Forum membership comprise union and nonunion employees of the railroads 
and mostly our retired workers who have no other representation, and all those 
who come under the Railroad Retirement Act and its jurisdiction. 

Our pension forum is the largest group in this field not influenced by man- 
agement of the railroads or the leaders of the various union crafts. We are non- 
political and have membership on 328 railroads and affiliated bureaus, which 
include the Pullman Co., Railway Express Agency, sleeping and dining car 
employees. 

Every member of our group is a voluntary subscriber: There is no coer- 
cion used to obtain membership. Most of our members view us as the only pro- 
tective committee they have in dealing with protecting their rights under Rail- 
road Retirement Act. They are unanimous in their views that only through this 
medium can they make heard to Congress their wishes in connection with in- 
creasing benefits under our retirement system, and they are glad as individuals 
to support our program with thousands of letters to members of the committee 
handling this legislation. 

Although forum headquarters is in Chicago we have to date some 1,847 group 
leaders and active workers in the various terminals, yards, and offices, major 
shops and division points nationwide. Many of such leaders are elected by the 
employees so that we have our hand at all times on the pulse of the worker. 
Those leaders not alone act in this capacity, but lend counsel to our efforts 
exclusively on railroad retirement matters. 

All officers of our group are veteran railroad employees with backgrounds of 
long employment. I had 38 years with the rails until I was drafted for the 
position I now hold early in 1947 when certain amendments were forced upon 
the employees that were ill advised and deemed very detrimental to their inter- 
ests. It was under this atmosphere that the National Railroad Pension Forum 
was born. Committees in Congress and Members in both bodies are familiar 
with our activities. We have accepted the honored role of leadership in this 
field and speak to Congress with the voice of the rail worker. I ask that you 
heed our plea and frame legislation that is acceptable to the majority. 

H. R. 5551, the tax-exclusion bill, is opposed by a great majority of our 
workers and is disapproved 100 percent by our retired people who never want 
railroad retirement benefits to be subject to excise or income taxes. Those 
workers whose earnings today exceed by many times the benefits our retired 
people receive are much better equipped to meet the proposed increased taxes 
than are those trying to live on a pegged income that has no relation with 
today’s high economy. The benefits are so meager today that some of our re- 
tired people are suffering from malnutrition; have to get subsidy from public 
welfare to meet medical bills and medicine. Their lives are most tragic, with 
little relief in sight. It would be against the laws of God or man to add any 
additional financial burden to their present plight. 

On July 3, 1956, this subject was first aired before your committee and repre- 
sentatives of the Treasury made it very clear that a similar bill provided the 
equivalent to allowing the employee a current deduction from gross income of 
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an amount equal to the taxes paid, and that certain obligations of the Govern- 
ment must be made, and that benefits would be assessed in the final analysis. 
We are treading on thin ice in this respect, but under no circumstances do we 
want, at any time, benefits to be taxed. 

I would refer you to page 542, Continuation of Hearings on Railroad Retire- 
ment Legislation, May 9, 1957, before the Senate Labor and Public Welfare 
Committee subcommittee. It gives some very fine statistics on supplementary 
pension systems today in vogue on American railroads. Some 368,000 employees 
are covered by those plans, 174 plans in all, of which 46 with 250,000 employees 
place no restriction on membership beyond employment with the company; 19 
with 80,000 members limit their employees with taxes on earnings in excess of 
amounts creditable under railroad retirement, and 83 plans with 28,000 em- 
ployees coverage is limited to rail executives, salaried employees and those not 
eovered by labor contracts; but in every case benefits under those plans are 
subject to income taxes, even though the employee contributes to such plans. If 
the tax exclusion bill is favorably reported by this committee it will affect all 
those supplementary pensions inasmuch as they, too, will not be subject to taxes 
contributed by the employee, and of course the railroads charge the cost up to 
operating expenses and pay no taxes on this product. 

We have testimony in connection with railroad retirement from many officials 
of the railroads; some of those vice presidents receive under the present law 
more take-home pay than do the leaders of the industry. This is due to the fact 
that a larger proportion in withholding taxes is taken from those in the higher 
rate brackets. Now, if the law was changed to permit exclusion of taxes paid for 
retirement benefits, this excess earnings of such executives could be charged to a 
retirement system in which they could receive more financially when they retired 
than they earned during their working career. In other words, instead of the 
Government receiving a large percentage of our surplus earnings from such execu- 
tives, the amount could be charged off to retirement benefits and the Government 
would receive little through the income-tax field in such cases. So, the proposed 
exclusions would represent a fundamental departure from the established prin- 
ciples of Federal-income taxation, and would cost the Government billions of 
dollars in deficit revenue, which would have to be made up from some other 
source. With the largest budget in history facing this Congress, new means of 
raising money for Government operation must be made, and we do not feel that 
this is the appropriate time to advance a theory that will open to the public ways 
and means of depriving the Government of much-needed funds, which would in 
short break down the entire tax schedule. 

On August 7, 1956, the President signed into law S. 3616, the interim increase 
in rail pensions and annuities. Much has been said about the deficit in the 
account caused by this 10-percent increase in benefits but the meat of the Presi- 
dent’s remarks received little publicity. His remarks in full are published on 
page 312 of the Senate hearings on railroad retirement—the fourth paragraph 
of which reads as follows: 

“Tt has been proposed that the burden of higher employee payroll taxes might 
be offset through a special exemption which would exclude employee contributions 
from income tax and from tax withholding provisions of present law. Neither 
such a device nor other Federal contribution, whether directly or indirectly made, 
would be equitable * * *. This was made clear when the administration op- 
posed the proposal the time of its recent consideration in the Congress. It would 
amount to an indirect assessment of the rest of the community for improvements 
in the retirement system for a single industry.” 

We want to keep benefits today immune from taxation, as in the majority of 
cases benefits as paid are not sufficient to maintain those beneficiaries under the 
same standards they are accustomed to, but they do provide a level base to supple- 
ment savings from a life of labor. They are, however, entirely inadequate to 
allow those retired more than the necessities of life; in fact, there is no pleasure 
today in climbing the ladder of time, outside of eternal reward. The future holds 
little for any of us but we feel justified in doing God’s work—namely, trying to 
help those poor individuals who individually are unable to help themselves. 

I certainly appreciate your kindness in permitting me to appear before you 
and express the views of our railroad people on this vexatious subject. May your 
counsel provide a solution to this problem in the interest of those we aim to serve. 


The Cuamman, Are there any questions of Mr. Stack? Mr. Stack, 
I assure you that the absence of questions is due largely to the hour. 
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You made a very interesting statement and we appreciate very much 
having you and the information you have given the committee. 

Mr. Keroeu. Mr. Chairman, the only observation I would like to 
make is that I share in the statement you have just made. I shall 
read very carefully Mr. Stack’s statement of today. 

The Cuairman. Thank you, Mr. Stack. 

Mr. Stack. Thank you. 

The Cuarmman. That completes the call of the calendar. The com- 
mittee stands adjourned until 10 o’clock in the morning. 

(Pursuant to a request made by Mr. Curtis on Frarency 21, 1958, 
the following memorandum is placed in the record :) 


To: Subcommittee on Foreign Trade Policy. 
From : James W. Riddell. 
Subject: Treatment of Foreign Income Under the United States Tax Laws.’ 


I. GENERAL STATEMENT 
A. Policy 

Since the ratification of the 16th amendment, the United States has asserted 
jurisdiction to tax on the basis of both citizenship and source of income. In 
general, domestic corporations, citizens, and alien residents, are subject to tax 
on their entire income, regardless of its geographical source. The policy enun- 
ciated in the Internal Revenue Code is essentially one of equality, treating in- 
come derived from foreign sources and income derived from domestic sources 
on a parity. 

While attempts have been made from time to time to breach this principle of 
equality where income derived from foreign sources is concerned, it is still the 
basie policy of the United States insofar as congressional, as distinguished from 
executive, pronouncements of policy are concerned. Economically, this basic 
congressional policy of equality has been justified on the ground that consid- 
erations of tax law ought not to govern, or serve as a principal factor in, 
decisions of choice between domestic and foreign investment. 


B. International double taxation 


Since citizenship, as a jurisdictional basis for tax, results in income derived 
from sources without the United States being taxed by both the United States 
and by the country of its origin, international double taxation is a problem that 
has made necessary a device to assure neutrality which the United States policy 
of equality demands. Thus, United States tax law provides for the mitigation 
of double taxation of income derived from foreign sources by providing: (1) 
a deduction for foreign taxes, or (2) a tax credit for foreign taxes. 

Because of the manner in which the basic jurisdictional rules relied on by 
the United States in taxation are applied, methods of doing business which 
differ from one another only in form can cause materially different United States 
tax burdens to be imposed upon the same amounts of foreign income. As noted 
above, the United States asserts jurisdiction to tax on both citizenship and 
source. That is, upon the citizenship of the taxpayer and upon income arising 
within the United States. Thus, if a foreign individual or corporation received 
income from United States sources, the income is subject to the United States 
income tax because of its source, and if a United States citizen receives income, 
whether from United States or foreign sources, that income is subject to tax 
because of the citizenship of the recipient. The corporate form can be used 
by the owners of capital to evade United States jurisdiction based on citizenship, 
with the result that United States taxes will be imposed on foreign earnings 
only when they are returned to the United States. The concept of equality and 
taxation on worldwide income for United States citizens is thus readily avoided 
through utilization of foreign incorporation. 


C. Exceptions to general policy 
The congressional policy of equality between dollars of foreign and domestic 


income is departed from in the special deduction permitted to Western Hemis- 
phere corporations by section 922 of the Internal Revenue Code of 1954, and 


1This memorandum is confined to a discussion of statutory law. It does not purport 
to cover treaties except in one instance. 
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by the complete exemption of income from sources within possessions of the 
United States provided by section 931 of the 1954 code. Special treatment, now 
largely academic. is also provided for China Trade Act corporations by section 
941. In addition an “earned income” exclusion is provided for United States 
citizens residing abroad. 


Il, RELIEF FROM INTERNATIONAL DOUBLE TAXATION 


A. The deduction for foreign tares 


Foreign taxes, like State and local taxes, are permitted as a deduction in 
computing taxable income by section 164 of the Internal Revenue Code of 1954. 
However, section 164 (b) (6) provides that no deduction shall be allowed for 
income, War profits, and excess profits taxes imposed by the authority of any 
foreign country or possession of the United States if the taxpayer elects to take 
to any extent the benefits of the credit for foreign taxes provided by section 901, 

Deduction of a foreign tax limits the tax benefit of the amount paid to the 
marginal tax rate of the taxpayer. In the case of most corporate taxpayers, 
this rate, of course, is 52 percent, with the result that a dollar in foreign taxes 
is worth only 52 cents in offsetting liability for United States tax when deducted. 
In the case of the foreign tax credit, a dollar of foreign tax is worth one dollar 
in offsetting United States liability. For this reason, it will rarely benefit a 
taxpayer to deduct foreign taxes instead of claiming the foreign tax credit. The 
election to deduct foreign taxes or claim a foreign tax credit may be changed 
at any time prior to the expiration of the period prescribed for making claims 
for refund or credit for the particular taxable year in which the foreign taxes 
are paid. 


B. The foreign tar credit 

Subpart A of part III of subchapter N of the 1954 Code provides rules allowing 
the foreign tax credit. These rules are: (1) Only income, war profits, and 
excess profits taxes, or taxes imposed in lieu of such taxes, may be credited 
against United States income tax: (2) the foreign tax must be the tax of the 
person claiming the credit, except: (a) in the case of a United States corporate 
parent owning 10 percent or more of a foreign subsidiary, which may credit 
against its United States tax on dividends from the subsidiary, a part of the 
parent’s proportional share of foreign income, war profits, or excess profits 
taxes paid by the subsidiary on the earnings from which the dividend distributed 
to the parent is derived, and (b) in the case of a United States parent corpora- 
tion owning 10 percent of a foreign subsidiary which in turn owns 50 percent or 
more of the voting stock of another foreign corporation, in which case the 
parent corporation is permitted to claim as a credit, the amount of foreign taxes 
deemed to have been paid by its subsidiary (see section 902 (b)), which are, 
in fact, paid by the 50 percent subsidiary of its subsidiary; (3) the amount of 
credit allowed for foreign taxes is limited to the foreign taxes paid or accrued, 
but cannot exceed the per-country limitation provided by section 904 of the 
Code. The per-country limitation is determined by the following formula: 
Maximum credit equals the total net income from sources within the foreign 
country over the total net income from ail domestic and foreign sources, 
multiplied by the United States income tax. Prior to the 1954 Code, an additional 
overall limitation was imposed upon the amount of the tax credit allowable 
for foreign taxes. 


0. History of the foreign tag credit 

Until the Revenue Act of 1918, foreign taxes were treated in the same manner 
as State and local taxes. That is, they were deductible in computing taxable 
income. While the legislative history of the Revenue Act of 1918 is meager 
concerning the foreign tax credit, it is known that alleged competitive disad- 
vantages suffered by American corporations operating abroad and double taxa- 
tion were the principal grounds put forth to justify tax relief. The origins of 
the tax credit device are not known. However, the tax credit has been attrib- 
uted to Dr. Thomas S. Adams, an adviser to the Treasury Department at that 
time. 

The tax credit provided by the Revenue Act of 1918 was limited exclusively 
to foreign taxes actually paid by the United States taxpayer claiming the credit. 
No credit was permitted for foreign taxes paid by a foreign subsidiary of a 
United States taxpayer. In 1921, a concerted effort was made to exempt all 
foreign income from United States tax. The Revenue Act of 1921, as it passed 
the House, provided for complete exemption of foreign income. However, in 
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the Senate the House exemption was not accepted. Instead, the foreign tax 
credit was extended to foreign taxes paid by a foreign subsidiary of a United 
States corporation, where the parent owned a majority of the voting stock of 
the subsidiary, by Senate amendment 486. The amendment became section 238 
(e) of the Revenue Act of 1921 when it was accepted in conference. 

Draftsmanship of the Senate amendment was such that an apparently unin- 
tended additiona) benefit was conferred by its terms. The formula, which has 
remained unchanged through the years, has the effect of first allowing the 
foreign tax paid by the subsidiary as a deduction, since the United States tax is 
computed on the basis of dividends paid, which, in turn, means foreign profits 
after tax. It then allows a portion of the foreign tax paid by the subsidiary as 
a tax credit of the parent against its United States tax on the dividends. This 
being the case, the profits of a foreign subsidiary are not subjected to the full 
United States rate applicable to domestic income, and will vary as the foreign 
tax varies in relation to the United States rate. Precisely how this evidently 
unintended benefit works will be explained later when foreign subsidiaries are 
discussed. 

The foreign taxes of foreign subsidiaries were further considered in the 
Revenue Act of 1942, when section 131 (f), which had carried the foreign tax 
eredit into the 1989 Code, was amended to extend the benefits of the credit 
to taxes paid by a foreign subsidiary, all the voting stock of which was owned 
by a foreign subsidiary, a majority of the voting stock of which was owned by 
a United States parent. In other words, the taxes paid by subsidiary No. 2 
were deemed to have been paid by subsidiary No. 1 for purposes of entitling the 
domestic parent to a foreign tax credit based on the foreign taxes paid by both 
subsidiaries. The method of computing the credit was not changed. The con- 
gressional committee reports simply set forth an explanation of the amend- 
ment. No rationale or justification for its terms is provided. (See see. 158 (e) 
of the Revenue Act of 1942, H. Rept. 2333, and S. Rept. 1631, 77th Cong., 2d sess.) 

In 1951, the control requirements were modified to substitute for a majority 
ownership an ownership of 10 percent in the case of subsidiary No. 1 and to cut 
the ownership requirements in the case of subsidiary No. 2 from all of the voting 
stock to 50 percent or more of voting stock. (See sec. 332 of the Revenue Act 
of 1951, S. Rept. 781, 82d Cong., conference report 1179, 82d Cong.) 

In the Internal Revenue Code of 1954, a new variation in the tax credit was 
provided by section 902 (b), which, in effect, permits a credit in the case of 
eertain wholly owned foreign subsidiaries for foreign taxes paid on amounts 
remitted to the United States in the form of royalty or compensation payments, 
which are, in fact, dividends, and which, because of local restrictions on foreign 
exchange, have to take the form of payments for personal services or property 
when remitted to the United States. 

D. Operation of the foreign tax credit 

As stated above, only foreign income, war profits, and excess-profits taxes, or 
taxes imposed in lieu of them, may be credited. A foreign tax is in lieu of a 
foreign income, war profits, or excess-profits tax if the following conditions 
which have been established by regulations and court decisions, are met: (1) 
The foreign country has in force a general income tax law: (2) The claimant 
of the credit would be subject to the general income tax in the absence of a 
special provision applicable to him; and (3) The claimant is subjected to the 
substituted tax but is not also subject to the general income tax. 

1. Limited to income tares.—_—Limitation of the foreign tax credit to foreign 
income taxes (war profits and excess-profits taxes are no longer a factor) has 
caused problems. Since many foreign countries do not rely upon income taxes, 
some United States investors have been deprived of the benefits of the credit. 
Typically, export taxes, gross receipts taxes, production taxes, and the taxes 
imposed on the privilege of doing business, are not creditable. However, the 
determination of whether or not a particular foreign tax qualifies as an income 
tax is not always of simple solution, with the result that considerable litigation 
has resulted. 

The House version of the 1954 Code contained a “principal tax” test. How- 
ever, the new test was not accepted by the Senate, with the result that the 
problems remain today. 

2. Per country limitation.—The per country limitation on the amount of the 
foreign tax credit imposed by section 904 of the code treats foreign income 
derived from each of any number of foreign countries as a separate unit, and 
limits the amount of the United States income tax attributable to the amount 
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of income from each country, with the result that if the income tax in a foreign 
country exceeds the United States tax on the net income from that country, the 
excess cannot be credited against the income of another. The limitation may 
be illustrated by the following example. If a domestic corporation owns a 
subsidiary in each of foreign countries A and B, which imposes tax at the rate 
of 70 percent and 15 percent, respectively, the foreign tax credit is allowed 
against the tax of country A to the extent of only 52 percent. The balance, or 
18 percent, may not be set off against income from the subsidiary in country B, 
even though the rate in country B is 37 percentage points lower than the United 
States rate. 

Until the 1954 Code, an additional overall limitation was imposed which had 
the effect of offsetting losses incurred in any one foreign country against 
ae ee another, thus reducing the amount of foreign tax which could be 
cr , 

The present per country limitation may be circumvented and averaging of 
foreign tax rates secured by the use of a foreign holding company. How this 
is done will be discussed later in this memorandum. 

3. Effect of taw credit——Generally, the operation of the foreign tax credit 
results in a domestic taxpayer paying no United States tax on foreign income, 
if the foreign rate of tax equals or exceeds the United States tax. When the 
foreign rate is 30 percent, a domestic corporation will pay a tax of 22 percent 
to the United States on its foreign earnings. If the foreign rate is 60 percent, 
no United States tax is payable. In other words, when foreign income has 
been subject to a rate of tax which is less than the United States rate, the 
United States tax will be the excess of the domestic over the foreign rate, and 
no United States tax will be payable when the foreign rate equals or exceeds 
the United States rate. 

The benefits of a tax credit, as distinguished from a deduction, for foreign 
taxes can be illustrated by the following example: Assume that the United 
States rate is 50 percent and net income before foreign tax is $100 and that 
the foreign tax is 30 percent. If the foreign tax of $30 is treated as a deduction, 
net income becomes $70, with a resulting total tax of $65. If, however, the for- 
eign tax of $30 is treated as a tax credit, net income remains at $100, the tenta- 
tive United States tax is $50, and when the foreign tax is applied as a credit, 
only $20 in taxes is paid to the United States Treasury. 


III, EXCEPTIONS TO THE GENERAL RULE OF UNITED STATES TAXATION 


As stated above, there are three geographical exceptions to the taxation 
of the foreign income of United States citizens and domestic corporations as 
described above. These are discussed below: 


A. Income from United States possessions 

1. General rule—Generally, subpart D of part III of subchapter N provides, 
in the case of citizens of the United States and domestic corporations deriving 
80 percent or more of gross income from sources within a possession of the United 
States, and 50 percent of whose gross income is derived from the active conduct 
of a trade or business within a possession of the United States, that gross in- 
come includes only income from sources within the United States. This means 
that such individuals or corporations are subject to United States tax only on 
income from United States sources. 

Generally, no foreign tax credit is allowed for taxes paid to the United States 
possession. Section 931 (b) of subpart D provides, however, that amounts 
received in the United States by persons qualifying under the foregoing rules 
shall be included in the gross income whether derived from sources within or 
without the United States. Generally, it is thought that subpart D completely 
exempts from the United States tax those whose business activities are con- 
ducted in United States possessions. The Treasury regulations and published 
rulings are not such as to enable one to determine whether the provision is 
today to be applied as granting complete exemption or a mere deferral of 
tax until income from United States possessions is returned to the United 
States. 

Special rules are provided to govern the Virgin Islands and Puerto Rico. These 
will not be discussed in this memorandum. 

2. History of subpart D.—The effort in 1921 to completely exempt income from 
foreign sources from United States tax was defeated in the Senate as I have 
said. In the course of the debate on the floor of the Senate, it was revealed 
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that interest for complete exemption arose primarily from United States business 
interests operating in the Philippines. After the defeat of the complete exemp- 
tion provision, a provision was presented to grant a future exemption for 
corporations which earned 90 percent of their income in a possession of the 
United States. When it became apparent that even this limited provision for 
complete exemption would not succeed, an amendment was offered stating “all 
amounts received by such * * * corporations within the United States, whether 
derived from sources within or without the United States” shall be subject to 
tax. Examination of volume 61 of the Congressional Record, pages 7023-7026 
(1921) makes the intent of this amendment clear. It was thought to provide, 
not for a complete exemption of income derived from United States possessions, 
but to provide for deferral of tax on such income until it was returned to the 
United States. An endeavor to make this provision retroactive was withdrawn. 


B. China trade corporations 


At the same time that the tax deferral provision for United States possessions 
was under debate, an effort was made to grant complete exemption to certain 
American corporations operating in China. When it became apparent such an 
exemption would be defeated, it was withdrawn. However, the proposal was 
renewed in 1922. The United States, in 1921, had provided complete exemption 
for federally chartered corporations trading in China. In 1922, the Senate de- 
feated the provision. However, the conference committee granted a limited tax 
exemption under which a portion of the income, based on the ratio of the stock 
owned by individual residents of China or of the United States, if residents in 
China, to total stock was exempt from United States tax, if the tax saving 
was distributed as a dividend to the shareholders resident in China. From 
time to time this was extended. While the provision is still in the Internal 
Revenue Code as subpart B of part III of subchapter N, it is now largely of 
academic interest in view of our relations with China. 


0. Western Hemisphere trade corporations 


1. General rule-—Subpart C of subchapter N of the code provides a special 
deduction which results in an effective United States tax rate of 38 percent 
(14 points below the normal and surtax rate for other domestic corporations) 
for domestic corporations which derive 95 percent or more of their income from 
foreign sources and 90 percent or more of their income from the active conduct 
of a trade or business in the countries of the Western Hemisphere. ‘Western 
Hemisphere” for this purpose includes countries in North, Central, or South 
America, or in the West Indies. The 1954 code provided that incidental pur- 
chases outside the Western Hemisphere will not disqualify a company otherwise 
qualifying for the benefits of the provision. 

2. History of provision—When the World War II excess profits tax was 
adopted in 1940, an exemption was provided for domestic corporations deriving 
95 percent of their income from sources without the United States. See section 
727 (g) of the Excess Profits Tax Act of 1940. This provision, which was not 
discussed in congressional debate or in the committee reports, was added as 
a floor amendment in the House of Representatives. Evidently it was premised 
upon the rationale that the Excess Profits Tax Act was related solely to the 
fiscal problems of the United State domestic economy, and should not be applied 
on an international basis. It was to become the precedent for the Western 
Hemisphere provision. 

In 1942, as a result of the need for increased revenues, the corporate income- 
tax rate was revised. The normal tax rate of, 24 percent then in effect was 
retained, but the corporate surtax was increased from 7 percent to 16 percent. 
In the Senate an amendment was offered which granted an exemption from 
the surtax to Western Hemisphere trade corporations. The Senate commit- 
tee report states: “American corporations trading in foreign countries within 
the Western Hemisphere are placed at a considerable competitive disadvantage 
with foreign corporations under the tax rates provided by the bill. To alleviate 
this competitive inequality, the committee bill relieves such corporations from 
surtax liability.” 

The legislative history of this amendment is meager. However, it is gen- 
erally believed that pressure was brought for the provision by three United 
States businesses actually engaged in operations in Latin America: The Patino 
Mines in Bolivia, the International Telephone & Telegraph Corp., operating in 
Argentina, and a railroad company operating in Central America. 

An unforeseen result of the provision which was intended to benefit com- 
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panies actually operating in South America is that some companies who export 
goods enjoy the 14-point preferential rate extended by the provision if title 
to the grade imported passes outside of the United States. This is brought 
about by the language now contained in section 921, “* * * derived from sources 
without the United States * * *.” This language makes it possible for com- 
panies to arrange their affairs so that income from export trade arises without 
the United States when ,in effect, all of the trade or business except passage 
of title, is carried on in the United States itself. 


IV. RULES FOR DETERMINING SOURCES OF INCOME 


Since the foreign tax credit and the special exceptions to the general rules 
discussed above turn on income being derived from sources without the United 
States and within a particular country, or countries, part I of subchapter N 
of the Internal Revenue Code provides special rules for determining the source 
of income which are as follows: 


A. Interest 

Interest is from sources within the United States if paid by a resident of the 
United States, unless the payer derives less than 20 percent of his gross income 
from United States sources. 


B, Dividends 


The source of dividends is usually the country in which the corporation declar- 
ing the dividend is incorporated. Thus, dividends from foreign corporations 
will generally be regarded as foreign income, but dividends of a foreign corpora- 
tion deriving 50 percent or more of its income from United States sources are 
treated as income from sources within the United States in proportion to the 
United States gross income of the corporation. Also, dividends of a domestic 
corporation deriving less than 20 percent of its gross income from United States 
sources are income from sources without the United States. 


C. Harned income 


Compensation for personal services is treated as income from sources within 
the country wherein the services are performed. 


D. Other income 


Gains, profits, or income from the sale of real property are treated as having 
their source in the country in which the property is located. Similar treatment 
is accorded to rentals and royalties from personal property, e. g., patents and 
copyrights used in the country in which they are located. 


E. Sales of personal property 


Since personal property is negatively defined by United States law as all 
property other than real property, it includes all merchandise and manufactured 
products and much more besides. The rules for determining the source of income 
derived from the sales of personal property are (a) income from the sale of 
personal property which was originally purchased by the vendor is derived entirely 
from the country in which the property was sold; (6b) income from the sale of 
personal property which was produced without and sold within the United States 
is derived partly from sources within and partly from sources without the United 
States; and (c) income from the sale of personal property which was originally 
purchased by the taxpayer is derived entirely from the country in which the 
property was sold by the taxpayer. 

The foregoing rules are almost entirely dependent upon determination of the 
situs of a sale. Generally, a sale takes place in the place where title to the goods 
passed from the vendor to the vendee. This must be determined by the facts and 
circumstances surrounding the transaction. The Internal Revenue Service has 
indicated that transactions arranged in a particular fashion for purposes of tax 
avoidance will be ignored. 
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V. FORMS OF BUSINESS ORGANIZATIONS FOR FOREIGN INVESTMENT 


While many individual proprietors and partnerships are engaged in carrying 
on trade or business in foreign countries and receive foreign income subject to 
United States taxes, generally speaking there are three possible forms of business 
organization for foreign investment. These are (a) a branch of a domestic 
company or a domestic subsidiary of a domestic parent: (b) Western Hemisphere 
corporations; or (c) a foreign corporation. While Western Hemisphere cor- 
porations must be domestic and are only a variation in form of a branch or a 
domestic subsidiary, they are considered as a separate category because of the 
special tax benefits conferred upon such organizations. 


A. Branches 


When a domestic corporation operates directly in a foreign country, the 
foreign activity is, for tax purposes, a branch. The branch may be a corporate 
domestic subsidiary or a subdivision of a domestic corporation. The foreign 
activity of the branch is regarded as but a part of the activity of the corporate 
entity and not as an entity in itself. Hence, no segregation of profits or losses 
is required or permitted for the branch operation for purposes of determining 
income taxes. It follows that foreign earnings of a branch, whether they are, in 
fact, returned to the United States or remain in the foreign country for reinvest- 
ment, are subjected to United States tax in the year earned, Thus, branch opera- 
tions are always subject to tax at the United States tax rate unless the United 
States rate is less than the foreign rate, in which case the branch’s profits bear 
the higher foreign rate. The maximum rate of return on branch profits is 48 
percent. Losses arising from foreign-branch operations will reduce United 
States income taxes on domestic income and foreign-branch profits may be offset 
by domestic losses. Foreign taxes paid on branch earnings may be credited or 
deducted, as stated above. 

B. Western Hemisphere corporations 

A Western Hemisphere corporation is a domestic corporation meeting the 
following three tests: (a) all of its business, other than incidental purchases, is 
done in countries of the Western Hemisphere; (0) 95 percent or more of its gross 
income is derived from sources without the United States; and (c) 90 percent 
or more of its gross income is derived from the active conduct of a trade or 
business. While the exact limitations of none of these tests are known, a cor- 
poration qualifying under each of them pays tax at a rate of 14 percentage 
points less than the regular corporate and surtay rates or at a rate of only 38” 
percent. 

Dividends of a Western Hemisphere trade corporation, when transmitted to 
a domestic parent, qualify for the dividends-received deduction of 85 percent, 
unlike the dividends from a foreign subsidiary, which do not so qualify. ‘Thus, 
the effective rate of tax on the dividends of a Western Hemisphere trade cor- 
poration is 7.8 percent when transmitted to a domestic parent, and such divi- 
dends bear a total tax of 42.8 percent, unless the foreign rate is higher than 38 
percent (15 percent times 52 percent equals 7.8 percent, effective rate on divi- 
dends, Dividends are limited to 100 percent of foreign earnings, less 38 percent. 
Total United States tax on foreign earnings equal 38 percent, plus 7.8 percent 
on dividends, or a total of 42.8 percent). 

However, the intercorporate dividends tax of 7.8 percent may be avoided by 
an election by the domestic parent corporation to file a consolidated return with 
its Western Hemisphere trade corporation subsidiary. If this election is made, 
an additional 2 percent tax is imposed on the income of the entire group, less 
that of the Western Hemisphere trade corporation. 


2 Rates cited herein do not take into account the effect of the surtax exemption. 
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The foregoing computations all assume that the foreign tax rate is less than 
the United States rate of 38 percent on Western Hemisphere trade corporation 
earnings. 

C. Foreign incorporation 

The tax advantages and disadvantages of foreign incorporation arises from 
the fact that the United States asserts jurisdiction to tax foreign income on both 
source and citizenship. 

To obtain maximum advantage from foreign incorporation, care is usually 
taken to see that a foreign subsidiary utilized for foreign-investment purposes 
has no United States income. Rules are provided in the case of foreign cor- 
porations which deny the corporate dividends-received credit of 85 percent. 
Thus, a parent corporation is not entitled to the dividends-received credit on the 
distributions of its foreign subsidiary, unless the subsidiary is a resident and de- 
rives 50 percent or more of its income from United States sources, in which case 
it is subject to United States tax. Of course, foreign corporations are not 
entitled to United States foreign-tax credit. 

1. Foreign subsidiaries—The principal tax advantage accruing from the 
utilization of a foreign subsidiary to carry out a program of foreign investment 
arises from the fact that no United States tax is paid on any part of the foreign 
subsidiary’s foreign earnings until they are remitted to the United States and 
distributed to the domestic parent. When the earnings of the foreign subsidiary 
are remitted and distributed the foreign-tax credit is allowed to the domestic 
epi for the foreign taxes of the subsidiary in computing its tax by section 


As pointed out above, a mathematical quirk in the formula under which the 
amount of the credit is determined, operates to confer an apparently unintended 
benefit upon the foreign-subsidiary form of operation as compared to branch 
and Western Hemisphere organization, in that the amount of the foreign taxes 
are first allowed as a deduction in computing the amount of the dividend, and 
then are allowed as a credit. In computing the credit, the years in which the 
earnings from which the dividend is derived must first be determined. For 
each year the amount of the credit is the portion of the foreign-income taxes 
which bears the same ratio to the total foreign-income taxes of that year as the 
dividend received by the parent out of the earnings of that year bears to the 
profits before foreign taxes. The foreign-tax credit is the sum of the credits 
for each of the years in which the earnings from which the dividend is derived 
were earned. Thus, the foreign earnings are not subject to the 52 percent cor- 
porate rate applicable to domestic income and to the foreign income of branches; 
instead the rate of United States tax may be as low as 45.2 percent. The maxi- 
mum benefit from this mathematical quirk will be derived when the foreign tax 
rate is 26 percent. If the foreign rate is zero or 52 percent, all benefit disap- 
pears. Since most foreign-tax rates fall between 25 percent and 35 percent, the 
effective United States tax rate averages around 45 percent on profits earned 
abroad. In addition, the provisions of section 902 (b) of the Internal Revenue 
Code deem the foreign taxes paid by a foreign subsidiary, 50 percent of whose 
stock is owned by a foreign subsidiary, which in turn is owned by a domestic 
parent, to have been paid by the domestic parent’s subsidiary, and thus allow a 
credit, computed under the same formula as that discussed above, to the parent 
for the foreign taxes paid by its subsidiary’s own subsidiary. 

2. Foreign holding companies incorporated in foreign tar havens.—A number 
of foreign countries do not tax income derived from foreign sources, and a few 
countries do not have any income tax. A foreign holding company incorporated 
in such countries offers all of the advantages to United States foreign investors 
of a straight foreign subsidiary plus many others, such as the shifting of earn- 
ings from one country to another without United States tax, and with a mini- 
mum of exchange risk. The major advantage of such companies is that export 
a interest, royalties, and dividends, can be accumulated free of United 

tates tax. 
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An additional and important advantage of a foreign holding company lies in 
the fact that such a company permits the averaging of foreign tax rates. As 
mentioned above, the per country limitation on the amount of the tax credit 
prohibits averaging of foreign tax rates. However, in I. T. 4089, 2. C. B. 142 
(1952), the Internal Revenue Service has held that taxes paid by the under- 
lying subsidiaries of a foreign holding company are to be treated as paid to the 
country in which the holding company is incorporated, and that all dividends 
to the United States parent of the foreign holding company are to be regarded 
as having their source in that country. Statutory authority for this ruling 
appears to be wanting. In fact, the effect of the ruling is to emasculate the 
per country limitation. 

The study of foreign investment in taxation conducted by Barlow and Wender 
in 1955 would seem to indicate that most United States interests which have 
moved into the field of foreign investment since the war are using a foreign hold- 
ing company. Undoubtedly, the move to the foreign holding company would be 
greatly expanded by companies now doing business abroad in other forms, were 
it not for the provisions of section 357 of the 1954 code. This provision, which 
was enacted as section 112 (k) of the Revenue Act of 1932 in the campaign 
against foreign personal holding companies, denies the nonrecognition of gain 
provisions of subchapter C to foreign corporations. Thus, reorganizations look- 
ing toward utilization of a foreign holding company can be undertaken by com- 
panies having existing investments abroad in foreign subsidiaries, branch, or 
Western Hemisphere organizations, only at the expense of a 25-percent capital- 
gains tax.* Because of the tremendous appreciation in value of most foreign 
investments, even a 25-percent tax is considered prohibitive in most instances. 

The ruling referred to above is particularly significant, since prior to 1952 
the foreign holding company could be utilized for rate averaging only at the risk 
of a redetermination of taxes by the Internal Revenue Service. The ruling has 
not been incorporated in the Treasury’s regulations. . 


VI. TAX COMPARISONS OF FORMS OF ORGANIZATION FOR FOREIGN INVESTMENTS 


The variables presented by business decisions, variations in foreign tax rates, 
the amount of earnings to be currently distributed, and other factors, make it 
impracticable to present mathematical comparisons of the various forms of or- 
ganization. However, if it is assumed that all foreign earnings will be distrib- 
uted, it is possible to say that a Western Hemisphere corporation is a prefer- 
able form for undertaking foreign investments. But Western Hemisphere cor- 
porations cannot be availed of in Europe, Asia, or Africa, and to assume that all 
foreign earnings will be distributed is unrealistic, since the Commerce Depart- 
ment census of foreign business investment indicates that only 50 percent of 
foreign earnings are remitted to the United States in current distribution. 

Chart I sets forth a comparison of the forms of investment assuming that all 
foreign earnings are distributed. 


® Unless the consent of the Treasury is received, consent is rarely given. 
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Chart II sets forth a comparison of the Western Hemisphere and foreign sub- 
sidiary forms, on the more realistic assumption that 50 percent of the earnings 
will be distributed. Since earnings of branch operations and domestic sub- 
sidiary operations are taxed as earned, chart I is a realistic appraisal of the 
tax effects of those two forms of operation. 


CHART II. COMPARISON OF WESTERN HEMISPHERE TRADE CORPORATION AND 
ForEIGN SUBSIDIARY ForMsS 
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Source: Foreign Investment and Taxation by Barlow and Wender, 1955. 


The importance of the policy decision reflected in this country’s jurisdictional 
rules of source and citizenship cannot be overemphasized in the field of foreign 
investment. No constitutional prohibition would appear to exist to prevent the 
United States from taxing currently the foreign earnings of foreign holding 
companies and foreign subsidiaries. In dealing with the problem of foreign 
holding companies, the Internal Revenue Code today provides for taxing foreign 
earnings in the year in which they are earned, regardless of whether they are 
distributed or not. Thus continuation of our jurisdictional rules regarding 
foreign subsidiaries and foreign holding companies is a question of choice. 

All of the tax factors which govern a choice between one form of organization 
and another are not reflected in charts I and II. For example, the natural re- 
sources industry is allowed the benefits of percentage depletion and the special 
treatment accorded to exploration and development expenses. These are so 
important that an extractive industry will elect a foreign corporation as a form 
of doing business only if forced to do so by the laws of the foreign country or 
by unusually high foreign taxes. Similarly, the rules of the Internal Revenue 
Code governing the allowance of losses, particularly net operating losses, are 
such that in given cases, they may dictate a decision in favor of one form, while 
rate considerations would indicate a preference for another. 

The tax consequences governing the ultimate realization of an investment upon 
liquidation may also dictate a preference for a particular form. A branch is 
not a separate taxable entity, and no United States tax consequences flow from 
its liquidation. If 80 percent or more of the stock of a domestic or Western 
Hemisphere trade corporation is owned by a corporate investor, liquidation 
of these forms is permitted by our tax laws without imposition of tax, while 
liquidation of less than an 80-percent-owned subsidiary is subject to the 25-per- 
cent capital gains tax. 

: Generally, the gain realized on the liquidation of a foreign subsidiary is sub- 
Ject to the 25-percent capital gains tax. However, because of the mathematical 
quirk in the allowance of the foreign tax credit discussed above, the tax on 
liquidation of a foreign subsidiary will frequently be less if the corporation is 
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liquidated through dividend distributions than would be the case in an ordinary 
liquidation. 


VIL. TAXATION OF INCOME EARNED BY UNITED STATES CITIZENS OR RESIDENTS Ag 
INDIVIDUALS 


Section 911 of the Internal Revenue Code provides rules for the taxation of 
income earned by individual citizens of the United States in sources without 
the United States. Generally, a citizen who receives compensation for personal 
services abroad, except from United States Government employment, may ex- 
clude such income in computing his income tax, if the following conditions are 
met: He has been a bona fide resident of a foreign country for an uninterrupted 
period which includes an entire taxable year, or, if the taxpayer is not a bona 
fide foreign resident, he may exclude compensation earned abroad if he has been 
present in a foreign country or countries for 510 days (17 months) out of a pe- 
riod of 18 consecutive months, but in such cases the exclusion may not exceed 
$20,000 for the taxable year, or if the 18-month period begins or ends during 
the taxable year, a proportionate part of the $20,000. In any case, a United 
States citizen residing abroad must report and pay income tax on all investment, 
as distinguished from earned income. H. R. 8381, the Mills bill, contains gq 
provision which will require nonresident United States citizens to file returns, 
This provision is thought necessary because of the failure of a great many 
United States citizens who are residing abroad to report and pay tax on their 
investment income. 


VIII. THE PAKISTAN-UNITED STATES TAX CONVENTION 


In the process of the revenue revision which became the 1954 code, the ad- 
ministration recommended a similar 14-point differential rate treatment for 
all foreign income wherever earned by American companies. Primarily, I sup- 
pose, because of the benefits which would have been conferred by companies 
already having large foreign investments and income derived from foreign 
sources, nothing came of the proposal in the 83d Congress or the 84th Congress 
when the proposal was renewed in a modified form. 

Last year, in the President’s economic report, it was suggested that a new 
tack would be taken which would utilize the tax treaty convention device as 
a method of effectuating policies concerning the encouragement of foreign in- 
vestment. The fruits of this new line of undertaking have been recently under 
discussion by the Senate Committee on Foreign Relations in the United States- 
Pakistan Tax Convention. This Convention is of concern to some tax men, 
trained in the belief that basic United States tax policy respecting foreign 
income was within the jurisdiction of the Committee on Ways and Means and 
the Senate Finance Committee, since it departs radically from the policy set 
by these committees and would permit a tax credit for taxes not paid or “tax 
sparing.” Under certain circumstances, the treaty eliminates all taxation on 
income from Pakistan and under other circumstances, operates to reduce the 
combined amount of taxes paid below the United States rate of 52 percent. 
The treaty accomplishes this on a highly eclectic basis, permitting, through the 
process of negotiation, positive incentives in the form of reduced or nonexistent 
United States taxation to be applied to the development of particular types 
of facilities. That this Convention will operate as a precedent is revealed in 
the fact that the Treasury representatives have stated before the Committee 
on Foreign Relations that the principle of the Convention will be applied in all 
future negotiations with South American countries, and further, that the Hon- 
duran Treaty will be reopened for that specific purpose. It is the possibility 
of negotiations with South American countries of tax conventions similar to 
that entered into with Pakistan which gives point to this brief discussion of the 
taxation of foreign income. 

The foregoing brief discussion of United States tax policy, as it affects for- 
eign investment of United States dollars and has an impact upon foreign trade, 
is intended only to suggest that some immediate consideration should be given 
by the Committee on Ways and Means toward undertaking a study looking 
toward a balanced foreign tax which recognizes that the foreign trade complex 
is Just as vitally affected by tax policy as by tariff policy. 

The existing United States tax system for taxing foreign income is highly 
formalized, and the production of bad draftsmanship, which has conferred un- 
intended benefits and is badly in need of review. 


(Whereupon, at 4:55 p. m. the hearing was recessed to reconvene 
at 10 a.m. Tuesday, January 21, 1958.) 
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